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Foreword

The wave of demonstrations sweeping across
countries is a clear sign that, for all our pro-
gress, something in our globalized society is
not working.

Different triggers are bringing people onto
the streets: the cost of a train ticket, the price
of petrol, political demands for independence.

A connecting thread, though, is deep and
rising frustration with inequalities.

Understanding how to address today’s dis-
quiet requires looking “Beyond Income, Beyond
Averages and Beyond Today,” as this Human
Development Report sets out to do.

Too often, inequality is framed around eco-
nomics, fed and measured by the notion that
making money is the most important thing in
life.

But societies are creaking under the strain of
this assumption, and while people may protest
to keep pennies in their pockets, power is the
protagonist of this story: the power of the
few; the powerlessness of many; and collective
power of the people to demand change.

Going beyond income will require tackling
entrenched interests—the social and political
norms embedded deep within a nation’s or a
group’s history and culture.

Looking beyond today, the 2019 Human
Development Report articulates the rise of a
new generation of inequalities.

Just as the gap in basic living standards is
narrowing, with an unprecedented number of
people in the world escaping poverty, hunger
and disease, the abilities people will need to
compete in the immediate future have evolved.

A new gap has opened, such as in tertiary
education and access to broadband—oppor-
tunities once considered luxuries that are now
considered critical to compete and belong,
particularly in a knowledge economy, where
an increasing number of young people are ed-
ucated, connected and stuck with no ladder of
choices to move up.

At the same time, climate change, gender in-
equality and violent conflict continue to drive
and entrench basic and new inequalities alike.
As the Human Development Report sets out,
failure to address these systemic challenges will

further entrench inequalities and consolidate
the power and political dominance of the few.

What we are seeing today is the crest of a
wave of inequality. What happens next comes
down to choice. Just as inequality begins at
birth, defines the freedom and opportunities
of children, adults and elders, and permeates
those of the next generation, so, too, policies
to prevent inequalities can follow the lifecycle.

From pre-labour market investments in the
health and nutrition of young children to in-
and post-labour market investments around
access to capital, minimum wages and social
services, politicians and policymakers have a
battery of choices that, if correctly combined
for the context of each country or group, will
translate into a lifelong investment in equality
and sustainability.

Making those choices starts with a commit-
ment to tackling the complexity of human
development—to pushing the boundaries to
help countries and communities realize the
Sustainable Development Goals.

This is the mission at the heart of the United
Nations Development Programme, working
together with the 170 countries and territories
we serve.

Some 40 years ago the founding father of
human development, Professor Amartya Sen,
asked a deceptively simple question: equality
of what? He answered with equal simplicity:
of the things we care about to build the future
we aspire to.

Professor Sen’s words help us to take a fresh
look; to go beyond growth and markets to
understand why people take to the streets in
protest, and what leaders can do about it.

I would like to thank all those who have taken
this journey of exploration with us over the past
12 months, and I encourage you to read on.

Achim Steiner
Administrator
United Nations Development Programme
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Overview

Inequalities in human development

In the 21st century

In every country many people have little prospect for a better future. Lacking hope, purpose or dignity, they watch from
society’s sidelines as they see others pull ahead to ever greater prosperity. Worldwide many have escaped extreme poverty,
but even more have neither the opportunities nor the resources to control their lives. Far too often gender, ethnicity or
parents’ wealth still determines a person’s place in society.

Inequalities. The evidence is everywhere. So
is the concern. People across the world, of all
political persuasions, increasingly believe that
income inequality in their country should be
reduced (figure 1).

Inequalities in human development are more
profound. Consider two children born in
2000, one in a very high human development
country, the other in alow human development
country (figure 2). Today the first has a more
than 50-50 chance of being enrolled in higher
education: More than half of 20-year-olds in
very high human development countries are
in higher education. In contrast, the second is
much less likely to be alive. Some 17 percent
of children born in low human development
countries in 2000 will have died before age 20,
compared with just 1 percent of children born
in very high human development countries.
The second child is also unlikely to be in higher
education: In low human development coun-
tries only 3 percent are. Circumstances almost
entirely beyond their control have already set
them on different and unequal—and likely
irreversible—paths.! The inequalities are like-
wise high within countries—both developing
and developed. In some developed countries
the gaps in life expectancy at age 40 between
the top 1 percent of the income distribution
and the bottom 1 percent have been estimated
to be as high as 15 years for men and 10 years
for women.?

Inequalities do not always reflect an unfair
world. Some are probably inevitable, such as
the inequalities from diffusing a new tech-
nology.> But when these unequal paths have
little to do with rewarding effort, talent or
entreprencurial risk-taking, they may offend

people’s sense of fairness and can be an affront
to human dignity.

Such inequalities in human development
hurt societies, weakening social cohesion and
people’s trust in government, institutions and
each other. Most hurt economies, wastefully
preventing people from reaching their full po-
tential at work and in life. They often make it
harder for political decisions to reflect the as-
pirations of the whole of society and to protect
the planet, as the few pulling ahead flex their
power to shape decisions primarily in their
interests today. In the extreme, people can take
to the streets.

These inequalities in human development
are a roadblock to achieving the 2030 Agenda
for Sustainable Development.* They are not
just about disparities in income and wealth.
They cannot be accounted for simply by using
summary measures of inequality that focus on
a single dimension.> And they will shape the
prospects of people that may live to see the
22nd century. Exploring inequalities in human
development thus has to go beyond income,
beyond averages and beyond today, leading to
five key messages (figure 3).

First, while many people are stepping
above minimum floors of achievement in
human development, widespread dispar-
ities remain. The first two decades of the
21st century have seen remarkable progress
in reducing extreme deprivations, but gaps
remain unacceptably wide for a range of
capabilities—the freedoms for people to be
and do desirable things such as go to school,
get a job or have enough to eat. And progress
is bypassing some of the most vulnerable even
on the most extreme deprivations—so much
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FIGURE 1

The share of the population stating that income should be more equal increased from the 2000s to the 2010s

Change in the share of
population stating that
income should be more

equal between 2000s and 305]((3)[;; | 3; ggt A,“ 302fggt 3“
2010s (percentage points) Countries/," |7 Coumries/," 1 countries/,*‘v
40
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Leaning left Center Leaning right
Population in selected countries by political self-identification
Note: Each dot represents one of 39 countries with comparable data. The sample covers 48 percent of the global population. Based on answers on a 1-5 scale, where 1 is

“income should be more equal” and 5 is “we need larger income differences.”
Source: Human Development Report Office calculations based on data from the World Values Survey, waves 4, 5 and 6.

FIGURE 2

Children born in 2000 in countries with different incomes will have very unequal paths to 2020

Estimated outcomes in 2020

(percent)
In higher
education
Children born
3 in 2000 in very high
,,,,,,,,,,,,,,,,,,,,,,,,,,,,, human development
countries
Children born ::‘i":l::_
in 2000 in low human ghe
education

development countries

Died before 1
age 20

Note: These are estimates (using median values) for a typical individual from a country with low human development and from a country with very high human development. Data for participation in higher education are

based on household survey data for people ages 18-22, processed by the United Nations Educational, Scientific and Cultural Organization Institute for Statistics in www.education-inequalities.org (accessed 5 November 2019).
Percentages are with respect to people born in 2000. People that died before age 20 are computed based on births around 2000 and estimated deaths for that cohort between 2000 and 2020. People in higher education in 2020
are computed based on people estimated to be alive (from cohort born around 2000), and the latest data of participation in higher education. People not in higher education are the complement.

Source: Human Development Report Office calculations based on data from the United Nations Department of Economic and Social Affairs and the United Nations Educational, Scientific and Cultural Organization Institute for Statistics.
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FIGURE 3

Beyond income, beyond averages and beyond today: Exploring inequalities in human development leads to five key messages

O

Disparities in human
development remain
widespread, despite
achievements in reducing
extreme deprivations

A new generation
of inequalities is
emerging, with divergence
in enhanced capabilities,
despite convergence

Exploring inequalities in
human development:
five key messages

Inequalities accumulate
through life, often
reflecting deep
power imbalances

Assessing and responding
to inequalities in human
development demands
arevolution in metrics

in basic capabilities

Source: Human Development Report Office.

We can redress
inequalities if we act
now, before imbalances
in economic power are
politically entrenched

so that the world is not on track to eradicate
them by 2030, as called for in the Sustainable
Development Goals.

Second, a new generation of severe inequal-
ities in human development is emerging, even
if many of the unresolved inequalities of the
20th century are declining. Under the shadow
of the climate crisis and sweeping technological
change, inequalities in human development
are taking new forms in the 21st century.
Inequalities in capabilities are evolving in dif-
ferent ways. Inequalities in basic capabilities—
linked to the most extreme deprivations—are
shrinking. In some cases, quite dramatically,
such as global inequalities in life expectancy
at birth. Many people at the bottom are now
reaching the initial stepping stones of human
development. At the same time, inequalities
are increasing in enhanced capabilities—which
reflect aspects of life likely to become more im-
portant in the future, because they will be more
empowering. People well empowered today
appear set to get even farther ahead tomorrow.

Third, inequalities in human development
can accumulate through life, frequently
heightened by deep power imbalances. They
are not so much a cause of unfairness as a con-
sequence, driven by factors deeply embedded
in societies, economies and political structures.
Tackling inequalities in human development
means addressing these factors: Genuine im-
provement will not come from trying to fix dis-
parities only when people are already earning
very different incomes—because inequalities
start at birth, often even before, and can ac-
cumulate over people’s lives. Or from looking
back and simply trying to reinstate the policies
and institutions that held inequalities in check,
at times and in some countries, during the 20th
century. It was under those very conditions that
power imbalances deepened, in many cases ac-
centuating the accumulation of advantage over
the lifecycle.

Fourth, assessing inequalities in hu-
man development demands a revolution
in metrics. Good policies start with good
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measurement, and a new generation of ine-
qualities requires a new generation of measure-
ment. Clearer concepts tied to the challenges
of current times, broader combinations of data
sources, sharper analytical tools—all are need-
ed. Ongoing innovative work suggests that
income and wealth may be accumulating at
the top in many countries much faster than
one could grasp based on summary measures
of inequality. Making these efforts more
systematic and widespread can better inform
public debates and policies. Metrics may not
seem a priority, until one considers the contin-
uing hold of such measures as gross domestic
product since its creation in the first half of the
20th century.

Fifth, redressing inequalities in human de-
velopment in the 21st century is possible—if
we act now, before imbalances in economic
power translate into entrenched political
dominance. Improvements in inequality for
some basic capabilities show that progress is
possible. But the record of progress in basic
capabilities in the past will not respond to peo-
ple’s aspirations for this century. And doubling
down on reducing inequalities in basic capabil-
ities further, while needed, is not enough. If en-
hanced capabilities are indeed associated with
more empowerment, ignoring the gaps that are
opening up in them can alienate policymakers
from people’s agency—their ability to make
choices that fulfil their aspirations and values.
Only by turning attention towards tackling a
new generation of inequality in enhanced capa-
bilities, many of which are only just beginning
to emerge, will it be possible to avoid further
entrenchment of inequalities in human devel-
opment over the course of the 21st century.

How ? Not by looking at policies in isolation
or thinking that a single silver bullet will solve
everything. The redistribution of income,
which often dominates the policy debate on in-
equality, is sometimes seen as that silver bullet.
Yet, even a full redistributive package of four
ambitious policies—higher and more progres-
sive income taxes, earned income discounts at
low income levels, taxable benefits paid out for
each child and a minimum income for all indi-
viduals—would be insufficient to fully reverse
the increase in income inequality in the United
Kingdom between the late 1970s and 2013.¢
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This is not to say that redistribution does not
matter—quite the opposite. But long-lasting
change in both income and the broader range
of inequalities in human development depends
on a wider and more systemic approach to
policies.

What to do? The approach proposed in this
Report outlines policies to redress inequalities
in human development within a framework
that links the expansion and distribution of
both capabilities and income. The options span
premarket, in-market and postmarket policies.
Wages, profits and labour participation rates
are typically determined in markets, which
are conditioned by prevailing regulations, in-
stitutions and policies (in-market). But those
outcomes also depend on policies that affect
people before they become active in the econo-
my (premarket). Premarket policies can reduce
disparities in capabilities, helping everyone
enter the labour market better equipped. In-
market policies affect the distribution of in-
come and opportunities when individuals are
working, shaping outcomes that can be either
more or less equalizing.” Postmarket policies
affect inequalities once the market along with
the in-market policies have determined the
distribution of income and opportunities.
These sets of policies interact. For instance,
the provision of public services premarket may
depend in part on the effectiveness of postmar-
ket policies (taxes on market income to fund
health and education, for instance), which
matter in mobilizing government revenue to
pay for those services. And taxes, in turn, are
informed by how much society is willing to
redistribute income from those with more to
those with less.

The future of inequalities in human devel-
opment in the 21st century is in our hands.
But we cannot be complacent. The climate
crisis shows that the price of inaction com-
pounds over time, as it feeds further ine-
quality, which can in turn make action on
climate more difficult. Technology is already
changing labour markets and lives, but not
yet locked-in is the extent to which machines
may replace people. We are, however, ap-
proaching a precipice beyond which it will be
difficult to recover. We do have a choice, and
We must exercise it now.



Beyond income, beyond
averages and beyond today

This Report builds on a new framework of
analysis that looks at inequalities by going
beyond income, beyond averages and beyond

today (figure 4).
Beyond income

Any comprehensive assessment of inequality
must consider income and wealth. But it must
also go beyond dollars and rupees to under-
stand differences in other aspects of human
development and the processes that lead to
them. There is economic inequality, of course,
but there are also inequalities in key elements
of human development such as health, edu-
cation, dignity and respect for human rights.
And these might not be revealed by consid-
ering income and wealth inequality alone. A
human development approach to inequality
takes a people-centred view: It is about peo-
ple’s capabilities to exercise their freedoms to
be and do what they aspire to in life.

FIGURE 4

Thinking about inequalities

A comprehensive assessment of inequality :
must consider income and wealth. But it
must also understand differences in :

other aspects of human development :
and the processes that lead to them.

Even understanding income disparities
requires examining other forms of inequality.
Disadvantages in health and education (of
one’s parents and one’s own) interact and often
compound over a lifetime. Gaps open before
birth, starting with the “birth lottery” of where
children happen to be born, and can widen
over the years. Children from poor families
may not be able to afford an education and are
at a disadvantage when they try to find work.
These children are likely to earn less than those
in higher income families when they enter the
labour market, when penalized by compound-
ing layers of disadvantage.

Beyond averages

Too often the debate about inequality is over-
simplified, relying on summary measures of
inequality and incomplete data that provide a
partial—sometimes misleading—picture, both
in the sorts of inequality to consider and the
people affected. The analysis must go beyond
averages that collapse information on distribu-
tion to a single number and look at the ways

Beyond income

e
[

Exploring inequalities \
in human development:
\ a new framework §

i The analysis of inequalities in

i human development must go beyond

i summary measures of inequality

i thatfocus on only a single dimension.

Beyond averages

Inequalities in human development
will shape the prospects of people :
that may live to see the 22nd century. :

Beyond today

Source: Human Development Report Office.
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inequality plays out across an entire popula-
tion, in different places and over time. For every
aspect of human development, what matters is
the entire inequality gradient (the differences
in achievements across the population accord-
ing to different socioeconomic characteristics).

Beyond today

Much analysis focuses on the past or on the
here and now. But a changing world requires
considering what will shape inequality in the
future. Existing—and new—forms of inequal-
ity will interact with major social, economic
and environmental forces to determine the
lives of today’s young people and their children.
Two seismic shifts will shape the 21st century:
Climate change and technological transforma-
tions. The climate crisis is already hitting the
poorest hardest, while technological advances
such as machine learning and artificial intelli-
gence can leave behind entire groups of people,
even countries—creating the spectre of an un-
certain future under these shifts.?

Evolving human aspirations: From
basic to enhanced capabilities

When Amartya Sen asked what kind of
inequality we should ultimately care about

(“Equality of what?”), he argued that people’s

FIGURE 5

capabilities—their freedoms to make life choic-
es—are fundamental.” Capabilities are at the
heart of human development. This Report
follows the same path and explores inequalities
in capabilities.

Capabilities evolve with circumstances as
well as with values and with people’s changing
demands and aspirations. Today, having a set of
basic capabilities—those associated with the ab-
sence of extreme deprivations—is not enough.
Enhanced capabilities are becoming crucial for
people to own the “narrative of their lives.”"?

Enhanced capabilities bring greater agency
along people’s lives. Given that some capabili-
ties build over a person’s life, achieving a basic
set—such as surviving to age 5 or learning to
read—provides initial stepping stones to form-
ing enhanced capabilities later in life (figure 5).

A similar evolution from basic to enhanced
capabilities is reflected in the use of technology
or in the ability to cope with environmental
shocks, from frequent but low-impact hazards
to large and unpredictable events. The distinc-
tion is also important when it comes to under-
standing inequalities across groups, such as the
progression from women being able to vote in
elections (a basic capability) to participating in
politics as national leaders (an enhanced capa-
bility). The evolution in ambition from basic
to enhanced capabilities mirrors the evolution
from the Millennium Development Goals to
the Sustainable Development Goals.

Human development, from basic to enhanced capabilities

Enhanced
capabilities

Examples of achievements

- Early childhood survival

- Primary education

- Entry-level technology

- Resilience to recurrent shocks

Examples of achievements

- Access to quality health at all levels

- High-quality education at all levels

- Effective access to present-day technologies
- Resilience to unknown new shocks

Basic
capabilities

Source: Human Development Report Office.
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Key message 1: Disparities
in human development
remain widespread, despite
achievements in reducing
extreme deprivations

The 21st century has witnessed great progress
in living standards, with an unprecedented
number of people around the world making
a “great escape”'! from hunger, disease and
poverty—moving above minimum subsist-
ence. The Human Development Index shows
impressive improvement on average, reflecting
dramatic improvements in achievements such
as life expectancy at birth, driven largely by
sharp declines in infant mortality rates.

Still, many people have been left behind,
and inequalities remain widespread across all
capabilities. Some refer to life and death, oth-
ers to access to knowledge and life-changing
technologies.

Despite having shrunk considerably, the
difference in life expectancy at birth between
low and very high human development coun-
tries is still 19 years. There are differences in
expected longevity at every age. The differ-
ence in life expectancy at age 70 is almost 5
years. Some 42 percent of adults in low hu-
man development countries have a primary
education, compared with 94 percent in very
high human development countries. There
are gaps at all education levels. Only 3.2 per-
cent of adults in low human development
countries have a tertiary education, compared
with 29 percent in developed countries. In
access to technology developing countries
have 67 mobile phone subscriptions per 100
inhabitants, half the number in very high
human development countries. For access
to broadband, low human development
countries have less than 1 subscription per
100 inhabitants, compared with 28 per 100
inhabitants in very high human development
countries (figure 6).

The furthest behind include the 600 million
people still living in extreme income poverty—
and that jumps to 1.3 billion when measured by
the Multidimensional Poverty Index."” Some
262 million children are out of primary or
secondary school, and 5.4 million children do
not survive their first five years of life. Despite
greater access to immunizations and affordable

treatment, child mortality rates in the poorest
households in the world’s poorest countries
remain high. The highest rates are in low and
medium human development countries, but
there are vast disparities within countries: The
poorest 20 percent in some middle-income
countries can have the same average mortality
rate as children from a typical low-income
country.

Key message 2: A new
generation of inequalities is
emerging, with divergence in
enhanced capabilities, despite
convergence in basic capabilities

As we enter the 2020s, a new set of capabilities
is becoming fundamental to 21st century life.
Inequalities in these enhanced capabilities
show strikingly different dynamics from those
in basic capabilities. They are at the root of a
new generation of inequalities.

Inequalities for some basic capabilities are
slowly narrowing across most countries, even
if much remains to be done. Life expectancy
at birth, percentage of the population with
a primary education and mobile-cellular
subscriptions all show narrowing inequalities
across human development groups (figure 7).
The people at the bottom are progressing
faster than those at the top. The gain in life
expectancy at birth between 2005 and 2015 for
low human development countries was almost
three times that for very high human develop-
ment countries, driven by a reduction in child
mortality rates in developing countries. And
countries with lower human development are
catching up in access to primary education and
access to mobile phones.

This good news comes with two caveats.
First, despite progress, the world is not on track
to eradicate extreme deprivations in health and
education by 2030, when 3 million children
under age 5 are still expected to die every
year (at least 850,000 above the Sustainable
Development Goal target), and 225 million
children are expected to be out of school.
Second, gaps are falling in part because those
at the top have little space to keep moving up.

In contrast, inequalities in enhanced capa-
bilities are widening. For instance, despite data
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FIGURE 6

Across countries the world remains deeply unequal in both basic and enhanced capabilities

Life expectancy at birth, 2015 Life expectancy at age 70, 2015
(years) (years)
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Source: Human Development Report Office calculations based on data from the International Telecommunication Union, the United Nations Educational, Scientific and
Cultural Organization Institute for Statistics and the United Nations Department of Economic and Social Affairs.
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FIGURE 7

Slow convergence in basic capabilities, rapid divergence in enhanced ones

Declining inequality | Increasing inequality

Life expectancy at birth Life expectancy at age 70
Change between 2005 and 2015 (years) Change between 2005 and 2015 (years)
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Human development group Human development group
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Human development group Human development group
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technology
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Source: Human Development Report Office calculations based on data from the International Telecommunication Union, the United Nations Educational, Scientific and
Cultural Organization Institute for Statistics and the United Nations Department of Economic and Social Affairs.
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challenges, estimates suggest that the gain in
life expectancy at age 70 from 1995 to 2015 in
very high human development countries was
more than twice that in low human develop-
ment countries."?

There is evidence for the same pattern of
divergence across a wide range of enhanced
capabilities. Indeed, divergences in access to
more advanced knowledge and technology
are even starker. The proportion of the adult
population with tertiary education is growing
more than six times faster in very high human
development countries than in low human
development countries, and fixed broadband
subscriptions are growing 15 times faster.

These new inequalities—both between and
within countries—are hugely consequential.
Shaping 21st century societies, they are pushing
the frontiers in health and longevity, knowl-
edge and technology. These are the inequalities
that will likely determine people’s ability to
seize the opportunities of the 21st century,
function in a knowledge economy and cope
with climate change.

FIGURE 8

Education and health along the lifecycle

Parents’

socioeconomic

status

Key message 3: Inequalities
accumulate through life,
often reflecting deep
power imbalances

Understanding inequality—even income ine-
quality—means homing in on the underlying
processes that lead to it. Different inequalities
interact, while their size and impact shift over
a person’s lifetime. The corollary is that policies
to tackle economic inequality require much
more than a mechanistic transfer of income.
They often need to address social norms, poli-
cies and institutions formed deep in history.

Lifelong disadvantage

Inequalities can start before birth, and many
of the gaps may compound over a person’s
life. When that happens, it can lead to persis-
tent inequalities. This can happen in several
ways, especially in the nexus among health,
education and parents’ socioeconomic status

(figure 8).

» Early
Child's > childhood
health
development
Assortative
mating
Adult’s i
A Education

Adult's

socioeconomic

status

Note: The circles represent different stages of the lifecycle, with the orange ones resenting final outcomes. The rectangle represents the process of assortative mating.
The dashed lines refer to interactions that are not described in detail. A child's health affects early childhood development and prospects for education. For example, an
intellectually disabled child will not be able to benefit from early childhood development and education opportunities in the same way as a healthy child. Education can
also promote a healthy lifestyle and convey information on how to benefit from a given health care system if needed (Cutler and Lleras-Muney 2010).

Source: Human Development Report Office, adapted from Deaton (2013a).
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Parents’ incomes and circumstances affect
their children’s health, education and incomes.
Health gradients—the disparities in health
across socioeconomic groups—often start
before birth and can accumulate at least up
to adulthood, if not counteracted. Children
born to low-income families are more prone to
poor health and lower education. Those with
lower education are less likely to earn as much
as others, while children in poorer health are
more likely to miss school. And when children
grow up, if they partner with someone who has
similar socioeconomic status (as often happens
in assortative mating), inequalities across gen-
erations can persist.

The cycle can be difficult to break, not least
because of the ways in which inequality in
income and political power co-evolve. When
wealthy people shape policies that favour them-
selves and their children—as they often do—
that can sustain the accumulation of income
and opportunity at the top. Unsurprising, then,
that social mobility tends to be lower in more
unequal societies. Still, some societies have
more mobility than others—so institutions and
policies matter—in part because what tends to
reduce inequality can also boost social mobility

(box 1).
Power imbalances

Income and wealth inequalities are often trans-
lated into political inequality, in part because
inequalities depress political participation,
giving more space to particular interest groups
to shape decisions in their favour. Those priv-
ileged can capture the system, moulding it to
fit their preferences, potentially leading to even
more inequalities. Power asymmetries can even
lead to breakdowns in institutional functions,
weakening the effectiveness of policies. When
institutions are captured by the wealthy, citi-
zens are less willing to be part of social contracts
(the sets of rules and expectations of behaviour
that people voluntarily conform to that un-
derpin stable societies). When that translates
into lower compliance with paying taxes, it
diminishes the state’s ability to provide quality
public services. That can in turn lead to greater
inequalities in health and education. When the
overall system is perceived as unfair, possibly
due to systematic exclusions or clientelism

BOX 1

A new take on the Great Gatshy Curve

The positive correlation between higher income inequality and lower intergenerational mobil-
ity in income is well known. This relation, known as the Great Gatsby Curve, also holds true
using a measure of inequality in human development instead of income inequality alone (see
figure). The greater the inequality in human development, the lower the intergenerational
mobility in income—and vice versa.

These two factors go hand in hand, but that does not imply that one causes the other.
In fact, it is more likely that both are driven by underlying economic and sacial factors, so
understanding and tackling these drivers could both promote mobility and redress inequality.

Intergenerational mobility in income is lower in countries with more inequality in
human development

Intergenerational
income elasticity

12
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Inequality in human development (percent)

Note: Inequality in human development is measured as the percentage loss in Human Development Index value due to inequality
in three components: income, education and health. The higher the intergenerational income elasticity, the stronger the association
between parents’ income and their children’s income, reflecting lower intergenerational mobility.

Source: Human Development Report Office using data from GDIM (2018), adapted from Corak (2013).

(the exchange of political support for personal
gain), people tend to withdraw from political
processes, amplifying the influence of elites.
One way of understanding the interplay
between inequality and the dynamics of power
is to draw on a framework that explores the
process through which inequalities are gener-
ated and perpetuated. At its core, this process
is often referred to as governance—or the way
in which different actors in society bargain to
reach agreements (policies and rules). When
these agreements take the form of policies,
they can directly change the distribution of
resources in society (the bottom arrow in the
right loop of figure 9, “outcome game”). For
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example, policies on taxation and social spend-
ing determine who pays into the fiscal system
and who benefits from it. These policies directly
influence development outcomes such as eco-
nomic inequality (and growth). However, by
redistributing economic resources, these poli-
cies are also redistributing de facto power (the
top arrow in the right loop of figure 9). This
can generate (or reinforce) power asymmetries
between actors bargaining in the policy arena,
which can in turn adversely affect the effective
implementation of policies. For example, power
asymmetries can manifest in the capture of pol-
icies by elite actors—undermining the ability of
governments to commit to achieving long-term
goals. Or they may manifest in the exclusion
of certain population groups from accessing
high-quality public services—undermining
cooperation by harming the willingness to pay
taxes. This can lead to a vicious cycle of inequal-
ity (inequality traps) in which unequal societies
begin to institutionalize the inequality. This
loop plays out in prevailing institutions and so-
cial norms (the outcome game) and can lead to
actors deciding to change the rules of the game
(the bottom arrow in the left loop of figure 9).
In this way, de jure power is also redistributed.
This can be far more consequential because it
not only changes current outcomes but also sets
the conditions that shape actors’ behaviour in
the future. Once again, the way in which power
asymmetries play out in the policy arena can
exacerbate and entrench inequalities (clearly,

FIGURE 9

inequality may undermine the effectiveness of
governance) or pave the way to more equalizing
and inclusive dynamics.

Gender inequality

Some groups of people are systematically dis-
advantaged in many ways. These groups might
be defined by ethnicity, language, gender or
caste—or simply by whether they live in the
north, south, east or west of a country. There are
many examples of such groups, but undoubt-
edly the largest worldwide is women. Gender
disparities are among the most entrenched
forms of inequality everywhere. Because these
disadvantages affect half the world, gender ine-
quality is one of the greatest barriers to human
development.

Gender inequality is complex, with differing
progress and regress from place to place and
issue to issue. Awareness has increased through
the #M¢eToo movement, or the #NiUnaMenos
movement, which shined a spotlight on vio-
lence against women. And girls around the
world have been catching up on some of the
basics, such as enrolment in primary school.

But there is less to celebrate about progress
beyond these fundamentals. Inequality is still
sharp in the power men and women exercise at
home, in the workplace or in politics. At home
women do more than three times as much un-
paid care work as men. And although in many
countries women and men vote equally in

Inequalities, power asymmetries and the effectiveness of governance

Power asymmetries

De jure power

Policy

arena

Rules game

De facto power

Outcome game

Note: Aules refer to formal and informal rules (norms). Development outcomes refer to security, growth and equity.

Source: World Bank 2017b.
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elections, there are differences in higher levels
of political power. The higher the power, the
larger the gap from parity, rising to 90 percent
in the case of heads of state and government.

Social and cultural norms often foster be-
haviour that perpetuates such inequalities.
Norms—and a lack of power—both have an
impact on all forms of gender inequality, from
violence against women to the glass ceiling.
This Report presents a new social norms index
that looks at the links between social beliefs
and gender equality in multiple dimensions.
Globally only 1 man in 10 (and 1 woman in 7)
did not show some form of clear bias against
gender equality. The biases follow a pattern:
They tend to be more intense in areas where
more power is involved. And there is backlash,
as the proportion of people biased against gen-
der equality has grown over the last few years
(figure 10), even though there are different
patterns across countries.

Key message 4: Assessing and
responding to inequalities in
human development demands
a revolution in metrics

Existing standards and practices for measuring
inequality are inadequate to inform public de-
bate or to support decisionmaking.

Part of the challenge is the sheer number of
different ways to understand inequality. To

highlight a few:

FIGURE 10

* There are inequalities among groups (hori-
zontal inequalities) and among individuals
(vertical inequalities).

® There are inequalities between and within
countries, which can follow different dynamics.

* There are intrahouschold inequalities (for in-
stance, in 30 Sub-Saharan countries roughly
three-quarters of underweight women and
undernourished children are not in the poor-
est 20 percent of households, and around
half are not in the poorest 40 percent)."*

A new generation of metrics is needed to fill
the many data gaps to measure these different
inequalities and, more generally, to go sys-
tematically beyond averages. This starts with
gaps in some of the most basic statistics, with
many developing countries still lacking in vital
registration systems. For income and wealth
inequality the progress over the past few years
has been remarkable. But data remain scarce, in
part because of the lack of transparency and the
low availability of information. On a new index
presented in this Report, 88 countries score 1
or less (on a 20-point scale) for availability of
information on income and wealth inequal-
ity—meaning that they have 5 percent or less
of what would be an ideal level of transparency.

Innovative work—some experimental—is
unfolding, led by academics, multilateral or-
ganizations and even a few governments, to
make more systematic and comparable use of
statistics on income inequality. But data sources
remain only partially integrated, and coverage
remains very limited.

Bias against gender equality is on the rise: The share of women and men worldwide with no gender social

norms bias fell between 2009 and 2014

Percent of surveyed population responding O 20052009
with biases towards gender equality
and women’s empowerment @ 2010-2014
Indicated bias i
ndicated bias in one or
Femal
fewer questions from the e'\r;ale M @
World Values Survey I3 | e
H
Indicated bias in two or -
more questions from the Fe'\mﬂa:e @@ —>
World Values Survey Ells @@

Note: Balanced panel of 32 countries and territories with data from both wave 5 (2005-2009) and wave 6 (2010-2014) of the World Values Survey, accounting for
59 percent of the world population. Gender biases in social norms are measured through people’s views about gender roles in politics (from political rights to the ability
to serve as leader), education (importance of a university degree), the economy (from the right to have jobs to the ability to work as business executive) and the physical

integrity of women (from intimate partner violence to reproductive health).
Source: Based on data from the World Values Survey.
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The distributional national accounts method-
ology is still in its infancy, and many of its as-
sumptions have been challenged. Still, as long as
it remains fully transparent and improvements
continue to be made, it could integrate, in an
overarching agenda, the combination of data
from the System of National Accounts, house-
hold surveys and administrative data to pro-
vide new perspectives on the evolution of the
distribution of income and wealth. This would
encompass some of the main recommendations
of the Commission on the Measurement of
Economic Performance and Social Progress,
including an integrated focus on income and
wealth inequality.” This Report presents results
based on the methodology that reveal dynamics
of income inequality that are masked when us-
ing summary measures that rely on a single data
source. To give an illustration, the results sug-
gest that the top of the income distribution in
Europe has been the main beneficiary of income
growth since 1980 (figure 11).

Summary measures of inequality aggregate
complex information into one number. They are
based on implicit judgements about what forms
of inequality are—or are not—important.
Those judgements are rarely transparent and

FIGURE 11

may not even reflect society’s views. To under-
stand any single aspect of inequality—and there
are many—one needs to look across the entire
population, going beyond averages. What pro-
portions of people survive to certain ages, reach
key education levels or earn certain amounts?
And how likely is it that the relative position in
society of an individual, a family or a particular
group changes over time? Summary measures
remain important—when they reflect sound
properties to assess distributions—but are only
a small window onto a wider discussion about
inequalities in human development.

Key message 5: We can redress
inequalities if we act now, before
imbalances in economic gower
are politically entrenche

Nothing is inevitable about many of the most
pernicious inequalities in human development.
This is the single most important message of this
Report. Every society has choices about the levels
and kinds of inequalities it tolerates. That is not
to say that tackling inequality is easy. Effective
action must identify drivers of inequality, which

Between 1980 and 2017 post-tax incomes grew close to 40 percent for the poorest 80 percent of the
European population, compared with more than 180 percent for the top 0.001 percent

Total income
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Note: After the 90th percentile the scale on the horizontal axis changes. The composition of income groups changes from 1980 to 2017, so the estimates do not represent

the changes in income of the same individuals over time.

Source: Blanchet, Chancel and Gethin (2019); World Inequality Database (http://WID.world).
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are likely complex and multifaceted, often relat-
ed to prevailing power structures that the people
currently holding sway may not wish to change.

But what to do? Much can be done to redress
inequalities in human development with a dual
policy objective. First is to accelerate convergence
in basic capabilities while reversing divergences
in enhanced capabilities and eliminating gen-
der- and other group-based (or horizontal) ine-
qualities. Second, to jointly advance equity and
efficiency in markets, increasing productivity that
translates into widely shared growing incomes—
redressing income inequality. The two sets of
policies are interdependent, with those that ad-
vance capabilities beyond income often requiring
resources to fund public health or education,
which are financed by taxes. And the overall re-
sources available are, in turn, linked to productiv-
ity, which is linked in part to people’s capabilities.
The two sets of policies can thus work together in
avirtuous policy cycle (figure 12).

It is often possible to make progress in eq-
uity and efficiency at the same time. Antitrust
policies are an example. They curb firms’ ability
to use market power, levelling the playing field
and increasing efficiency. And they lead to
more equitable outcomes by reducing econom-
ic rents that concentrate income.

An integrated battery of policies
beyond any single silver bullet

Taxes—whether on income, wealth or
consumption—can do much to redress

FIGURE 12

inequalities. They raise revenue to improve key
public services (health care and schools) and to
provide social insurance—benefiting both poor
people and people in the middle of the income
distribution.

Income inequality is lower after taxes and
government transfers, but the impact of redis-
tribution varies. In a selection of developed
countries, taxes and transfers led to a 17-point
reduction in the Gini coefficient, when com-
paring pretax and post-tax incomes. But in
developing countries the reduction was just 4
points (figure 13).

Equally important, however, is to go beyond
taxation and transfers (postmarket policies) by
also addressing inequalities while people are
working (in-market policies) and before they
start working (premarket policies).

In-market policies can level the economic
playing field. Policies related to market power
(antitrust), inclusive access to productive cap-
ital, and collective bargaining and minimum
wages affect how the benefits from production
are distributed. Equally relevant are premarket
policies aimed at equalizing opportunities dur-
ing childhood in health and education—and
postmarket policies, such as income and wealth
taxes, public transfers and social protection.
One clear role for premarket policies is in
carly childhood, where inequality-reducing
interventions can support health, nutrition
and cognitive development and produce a big
return on investment. That is not to say that
every good policy can reduce inequality and

A framework for designing policies to redress inequalities in human development

Redressing inequalities in basic and enhanced capabilities

Premarket

Policies to:

- Accelerate convergence
I ENETELITES

- Reverse divergence in
enhanced capabilities

- Eliminate gender and
horizontal inequalities

Source: Human Development Report Office.

Policies for

inclusive expansion
in incomes
(productivity and equity)

Postmarket
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FIGURE 13
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Redistributive direct taxes and transfers explain
nearly all the difference in disposable income
inequality between advanced and emerging
economies
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increase welfare—as noted, processes such as
the diffusion of new technology and human
development achievements in large segments of
society may increase inequality. What matters
is whether the process that generates that ine-
quality is, in itself, somehow biased or unfair.

Creating incentives for change

Even if resources are available to undertake
an agenda for convergence in both basic and
enhanced capabilities, reducing inequalities

FIGURE 14

is ultimately a societal and political choice.
History, context and politics matter. Social
norms that can lead to discrimination are hard
to change. Even with legislation setting equal
rights, social norms may prevail in determin-
ing outcomes. This Report’s analysis of gender
inequality shows that reactions become more
intense in areas where more power is involved,
which can culminate in a backlash towards the
very principles of gender equality. Explicit poli-
cies for tackling stereotypes and the stigmatiza-
tion of excluded groups are an important part
of the toolkit to reduce inequalities.

The political economy of tackling inequality
can be particularly challenging. For public ser-
vices, change can happen from the top down, by
extending benefits enjoyed by those at the top
to others (figure 14). But those already benefit-
ing may have little incentive to extend services
if that might be perceived to reduce quality.
Change can also happen from the bottom up,
increasing the income below which a family
qualifies for free public or subsidized services,
for example. But higher income groups might
resist this if they seldom use such services. A
third approach is to build out from the mid-
dle—when a system covers those who are not
the poorest but who are vulnerable, such as for-
mal workers earning low wages. Here, coverage
can be expanded both upward and downward.
As the quality of services improves, higher in-
come groups are likely to want to participate,
broadening the support to expand services to

poor people.

Strategies for practical universalism in unequal developing countries

Top-down Bottom-up Lower middle-up and
trajectory trajectory down trajectory
Quality
Wealthy and high Low | [ High
income
v

Middle income
Poor v

Hard to expand, as it would
compromise quality.

Effective to address urgent needs.
But hard to expand because of
resource constraints and because
low quality does not attract
participation of middle class.

Relative high quality can attract
high-income groups to join middle
class. This might be used to finance
expansion to the poor (interclass
alliance).

Source: Human Development Report Office based on the discussion in Martinez and Sanchez-Ancochea (2016).
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In developed countries one challenge for
sustaining social policies is to ensure that they
benefit a broad base, including the middle
classes. Yet such benefits may be eroding. In sev-
eral Organisation for Economic Co-operation
and Development countries, members of the
middle class perceive themselves as being pro-
gressively left behind in income, security and
affordable access to quality health care and
education.

In developing countries the challenge is often
to solidify social policies for a still vulnerable
middle. In some of these countries members
of the middle class pay more for social services
than they receive, and they often perceive the
quality of health care and education to be poor.
So they turn to private providers: The share of
students going to private schools for primary
education in some of these countries rose from
12 percent in 1990 to 19 percent in 2014.

A natural response would be to take resourc-
es from those at the top. But the richest, though
few in number, can be an obstacle to expanding
services. And they can frustrate action in mul-
tiple ways, through lobbying, donating to polit-
ical campaigns, influencing the press and using
their economic power in other ways in response
to decisions they dislike.

Globalization means national policy is often
circumscribed by entities, rules and events
beyond the control of national governments,
with pervasive downward pressures on corpo-
rate income tax rates and labour standards. Tax
evasion and avoidance are made easier by insuf-
ficient information, by the rise of large digital
companies operating across tax jurisdictions
and by inadequate interjurisdictional cooper-
ation. In these policy domains international
collective action must complement national
action.

Where next?

A human development approach opens new
windows on inequalities—why they matter,
how they manifest themselves and what to do
about them—helping move towards concrete
action. But the opportunities to address ine-
qualities in human development keep narrow-
ing the longer that inaction prevails because
imbalances in economic power can eventually

be translated into political dominance. And
that in turn can lead to more inequality. At
that stage interventions are far harder and less
effective than if they had been taken earlier
on. Of course, action is context specific. The
nature and relative importance of inequalities
vary across countries—and so should policies
to address them. In much the same way that
there is no silver bullet to address inequalities
within a country, there is no one-size-fits-all
basket of policies to address inequalities across
countries. Even so, policies in all countries will
have to confront two trends that are shaping in-
equalities in human development everywhere:
climate change and accelerating technological
progress.

Climate change and inequalities
in human development

Inequality and the climate crisis are interwo-
ven—from emissions and impacts to policies
and resilience. Countries with higher human
development generally emit more carbon per
person and have higher ecological footprints
overall (figure 15).

Climate change will hurt human develop-
ment in many ways beyond crop failures and
natural disasters. Between 2030 and 2050
climate change is expected to cause an addi-
tional 250,000 deaths a year from malnutrition,
malaria, diarrhoea and heat stress. Hundreds
of millions more people could be exposed to
deadly heat by 2050, and the geographic range
for disease vectors—such as mosquitoes that
transmit malaria or dengue—will likely shift
and expand.

The overall impact on people will depend
on their exposure and their vulnerability. Both
factors are intertwined with inequality in a vi-
cious circle. Climate change will hit the tropics
harder first, and many developing countries are
tropical. Yet developing countries and poor
communities have less capacity than their rich-
er counterparts to adapt to climate change and
severe weather events. So the effects of climate
change deepen existing social and economic
fault lines.

There are also effects in the other direction,
with evidence that some forms of inequality
may make action on climate harder. High in-
come inequality within countries can hinder
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FIGURE 15

Ecological footprints expand with human development
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Note: Data cover 175 countries in the Global Ecological Footprint Network database (www.footprintnetwork.org/resources/data/; accessed 17 July 2018). As used here,
the ecological footprint is a per capita measure of how much area of biologically productive land and water a country requires, domestically and abroad, to produce all
the resources it consumes and to absorb the waste it generates. Each bubble represents a country, and the size of the bubble is proportional to the country’s population.

Source: Cumming and von Cramon-Taubadel 2018.

the diffusion of new environmentally friendly
technology. Inequality can also influence the
balance of power among those arguing for
and against curbing carbon emissions. Income
concentration at the top can coincide with the
interests of groups that oppose climate action.

Inequalities in human development are fun-
damental to the climate crisis in another way.
They are a drag on effective action because
higher inequality tends to make collective ac-
tion, key to curbing climate change both within
and across countries, more difficult.

Yet there are options to address economic
inequalities and the climate crisis together,
which would move countries towards inclu-
sive and sustainable human development.
Carbon pricing is one. Some of the unavoida-
ble distributional impacts of carbon prices can
be addressed by providing financial support to
poorer people, hardest hit by higher energy
bills. But such strategies have faced challenges
in practice, because the distribution of money

HUMAN DEVELOPMENT REPORT 2019

is not the only variable that matters. It is also
important to consider a broader set of social
policy packages that address inequalities and
climate together while facilitating the reali-
zation of human rights. There are choices for
countries and communities as they raise their
ambitions for inclusive and sustainable human
development.

Harnessing technological
progress to reduce inequalities
in human development

Scientific progress and technological innova-
tion—from the wheel to the microchip—have
driven improvements in living standards
throughout history. And technological change
will likely continue to be the fundamental
driver of prosperity, pushing increases in pro-
ductivity and hopefully enabling a transition
to more sustainable patterns of production and
consumption.


http://www.footprintnetwork.org/resources/data/

But what will be the magnitude of future
changes and how will the gains from innova-
tion be distributed? Concern is growing about
how technological change will reshape labour
markets, particularly in how automation and
artificial intelligence might replace tasks now
performed by humans.

Technological change has been disruptive be-
fore, and much can be learned from the past. One
key lesson is to ensure that major innovative dis-
ruptions help everyone, which requires equally
innovative policies and perhaps new institutions.
The current wave of technological progress will
require other changes, including stronger anti-
trust policies and laws to govern the ethical use
of data and artificial intelligence. Many of these
will require international cooperation to succeed.

The Industrial Revolution set humanity on
a path towards unprecedented improvements
in well-being. But it also triggered the Great

FIGURE 16

Divergence, dividing the few societies that
industrialized from the many that did not.
What is different now is that—perhaps for the
first time in history—much of the technology
behind the current transformation could be
accessed anywhere. Yet the gaps in countries’
abilities to harness the new opportunities are
very large, with massive implications for both
inequality and human development.
Technological change does not occur in a
vacuum but is shaped by economic and social
processes. It is an outcome of human action.
Policymakers can shape the direction of tech-
nological change in ways that enhance human
development. For instance, artificial intelli-
gence might replace tasks performed by people,
but it can also reinstate demand for labour by
creating new tasks for humans, leading to a
net positive effect that can reduce inequalities

(figure 16).

Technology can displace some tasks but also create new ones

Technological
change

(automation, machine
learning and robotics,
new platform economy,

global and local

outsourcing)

Displacement

effect Productivity
effect

(tasks related to accounting
\ . /
and bookkeeping,
travel agents)

Reinstatement
effect
(cyber security
experts, digital
transformation specialists,
data scientists)

Net change in

demand for
labour

Source: Human Development Report Office.
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Towards reducing inequalities in human
development in the 21st century

This Report argues that tackling inequalities is
possible. But it is not easy. It requires clarifying
which inequalities matter to the advancement
of human development and better understand-
ing the patterns of inequality and what drives
them. This Report urges everyone to recognize
that the current, standard measures to account
for inequality are imperfect and often mis-
leading—Dbecause they are centred on income
and are too opaque to illuminate the under-
lying mechanisms generating inequalities. So,
this Report argues for the value of looking at
inequalities beyond income, beyond averages
—and summary measures of inequality—and
beyond today.

There should be a celebration of the remark-
able progress that has enabled many people
around the world to reach minimum standards
of human development. But continuing the
policies that have led to these successes alone is
insufficient. Some people have been left behind.
At the same time, many people’s aspirations are
changing. It is short-sighted for societies to
focus only on inequality in the most basic capa-
bilities. Looking beyond today means scanning
ahead to recognize and tackle the new forms
of inequality in enhanced capabilities that are
growing in importance. Climate change and
technological transformations are adding to
the urgency.

Tackling these new inequalities can have a
profound impact on policymaking. This Report
does not claim that any one set of policies will
work everywhere. But it does argue that poli-
cies must get beneath the surface of inequality
to address their underlying drivers. Addressing
some of these drivers will mean realigning to-
day’s policy goals: emphasizing, for instance,
high-quality education at all ages, including
preprimary levels, rather than focusing on
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primary and secondary enrolment rates. Many
of these aspirations are already reflected in the
2030 Agenda for Sustainable Development.

Power imbalances are at the heart of many
inequalities. They may be economic, political
or social. For example, policies might need to
reduce a particular group’s disproportionate
influence in politics. They might need to level
the economic playing field through antitrust
measures that promote competition for the
benefit of consumers. In some cases, addressing
the barriers to equality mean tackling social
norms embedded deep with a country’s history
and culture. Many options would enhance both
equity and efficiency—and the main reason
they are not pursued often has to do with the
power of entrenched interests who stand not to
gain much from change.

Thus, while policies matter for inequalities,
inequalities also matter for policies. The human
development lens—placing people at the heart
of decisionmaking—is central to open a new
window on how to approach inequality, asking
why and when it matters, how it manifests itself
and how best to tackle it. This is a conversation
that every society must have. It is also a con-
versation that should begin today. True, action
may carry a political risk. But history shows
that the risks of inaction may be far greater,
with severe inequalities eventually propelling
a society into economic, social and political
tensions.

There is still time to act. But the clock is
ticking. What to do to address inequalities
in human development is ultimately for each
society to determine. That determination
will emerge from political debates that can be
charged and difficult. This Report contributes
to those debates by presenting facts on inequal-
ities in human development, interpreting them
through the capabilities approach and propos-
ing ideas to reduce them over the course of the
21st century.
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PART I.

Beyond income

Inequality of what? In addressing this deceptively simple question, Amartya Sen developed the approach that has informed
Human Development Reports since the first one was published in 1990." Sen posed that question because celebrating
human diversity calls for reflecting on the kind of inequality we should ultimately care about. The answer to Sen’s question
“inequality of what?” is the “inequality of capabilities.”

As the second decade of the 21st century
comes to an end, the questions about inequali-
ty that motivated Sen in the late 1970s have re-
surfaced with a vengeance. Now, however, the
conversation is not only about understanding
what kind of inequality should be measured;
it is also about how to cope with them.> Many
more people around the world, across political
orientations, feel strongly that income ine-
quality should be reduced, a preference that
has intensified since the 2000s (figure I.1).
Indeed, some evidence suggests that interest
in global growth—often equated with broader
improvements in development around the

FIGURE 1.1

world—now takes second place to interest in
global inequality.’

Reducing inequality was enshrined in the
2030 Agenda for Sustainable Development,
with several Sustainable Development Goals
(SDGs) speaking to the aspiration to reduce
inequality across multiple dimensions. In line
with the 2030 Agenda, part I of the Report
argues that we need to go beyond income in
exploring inequality—and especially in con-
fronting the new inequalities of the 21st cen-
tury. It advances the view that the capabilities
approach is well suited to understanding and
confronting these new inequalities.*

The share of the population stating that income should be more equal increased from the 2000s to the 2010s

Change in the share of
population stating that
income should be more

), ouf\\‘

equal between 2000s and 305]‘(;1; 303; g;t i of39 |
2010s (percentage points) : .~ % e A o) P ios
® _countries / S _countries / . _countries /
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Somesanes
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Center

Leaning right

Population in selected countries by political self-identification

Note: Each dot represents one of 39 countries with comparable data. The sample covers 48 percent of the global population. Based on answers on a 1-5 scale, where

1is “income should be more equal” and 5 is “we need larger income differences.”

Source: Human Development Report Office calculations based on data from the World Values Survey, waves 4, 5 and 6.
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across political
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differences between
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those who can and
those who cannot
take full advantage
of the 21st century’s
new opportunities

Why, after all, should concerns about in-
equality be rising today—at a time of great
progress in living standards, with an unprec-
edented number of people around the world
making a “great escape” from hunger, disease
and poverty?® Even though many are still being
left behind, the Human Development Index
(HDI) shows, on average, impressive improve-
ment—even convergence—in the capabilities
included in the HDI. Yet, chapter 1 shows that
along with convergence in the basic capabilities
that were the focus of Human Development
Reports in the early 1990s, divergences are
opening in other indicators, both within and
across countries: Life expectancy at older ages
is becoming more unequal, as is access to ter-
tiary education. In short, despite improvement
and convergence in the capabilities central to
the Millennium Declaration of 2000 and the
Millennium Development Goals, some gaps
remain stark, and new ones are opening in
capabilities that will increasingly determine
differences between those who can and those
who cannot take full advantage of the 21st
century’s new opportunities. Time and again,
the analysis shows that countries and people at
the bottom are catching up in basic capabilities
while those at the top pull away in enhanced
capabilities.”

Convergence in basic capabilities gives the
direction of change but does not mean that the
gaps are fully closed. In fact, those furthest be-
hind are makinglittle to no progress. Chapter 1
thus shows that the world is expected to reach
2030 with preventable gaps in infant mortality,
out-of-school children and extreme income
poverty. Drawing on granular data to zoom in
on geographic areas, it documents overlapping
deprivations and intersectional exclusions.
Finally, the chapter zooms out on the dynam-
ics of risk—health, natural disaster or conflict
shocks that expose groups or individuals to
added vulnerability. Behind these patterns lie
the stubborn challenge of strengthening the
capabilities of those furthest behind.

The persistent and increasing inequalities
in enhanced capabilities matter more than for
their instrumental value. Chapter 1 also looks
at how they have a bearing on human dignity.
Individuals or groups of people might have
access to resources—but not equal treatment
through formal law or social norms. Not all
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social injustices are seen, much less acknowl-
edged, by social institutions, and this is often
the case for indigenous or ethnic groups; mi-
grants; lesbian, gay, bisexual, transgender and
intersex people; and other socially stigmatized
groups that suffer abuse and discrimination.®
Such inequality also—in too many places—
affects the situation of women, who—even
when they share a home with a man giving
them access in principle to similar goods and
services—are subject to imposed roles and
often violence. The #McToo movement has
shown how systematic abuse and humiliation
are widespread and not defined by income or
social status.’

To be sure, income and wealth inequalities
can be significant and central to policymakers’
thinking about inequality in human develop-
ment. Such economic inequalities, narrowly
considered, can be perceived as unfair or can
actually constrain people’s well-being (through
several channels, as explored in chapter 2).
Analysis of income and wealth inequalities is
thus necessary and is considered throughout
the Report, but focusing exclusively on income
and wealth inequalities would be too reductive
by failing to acknowledge the full scope of ine-
quality in human development.

Chapter 2 documents how inequalities in
capabilities emerge, showing how they are often
interconnected and persistent. Even as differ-
ences in basic capabilities are reduced, as more
and more people acquire the basic capabilities
towards meeting minimum achievements in
health and education, gradients—meaning
that individuals who are better off have better
health and education outcomes than those
who are worse off—persist or become more
pronounced.

The mechanisms accounting for the emer-
gence of inequalities in capabilities are described
in chapter 2 at two levels. First, by taking a
lifecycle approach that traces how parents’ ad-
vantages in income, health and education shape
their children’s path over time, often leading to
persistent “hoarding” of opportunities across
generations. Second, by noting that these
mechanisms do not occur in a vacuum and that
context, including economic inequality, shapes
opportunity through multiple channels, such
as how policies are designed and implemented.
The distribution of resources and opportunities



in a society depends heavily on the distribution
of power. Power concentration creates imbal-
ances and can lead to the capture of both gov-
ernment and markets by powerful elites—which
can further drive income and wealth inequality,
in a cycle that weakens responsiveness to the as-
pirations of the general population. This pattern
appears to have already happened in history (see
spotlight 1.1 at the end of chapter 1).”° These
dynamics can in turn erode governance, hurting
human development."

Part I of the Report takes the inequality
discussion beyond income towards capabilities,
broadening the range of data considered in
the inequality debate and uncovering patterns
of convergence and divergence in human

BOX 1.1

development. It shows that focusing on raising
people above minimums is insufficient, given
that gradients of inequality in capabilities con-
tinue to open up and persist.

Part I of the Report opens our view about
inequalities in human development. But
this is just the first step. As United Nations
High Commissioner for Human Rights
Michelle Bachelet points out in her Special
Contribution, “Diagnosis is not enough—we
must push for public policies that tackle these
forms of injustice.” These findings, inspired
by the human development approach, will be
critical to support efforts to implement the
2030 Agenda for Sustainable Development
(box 1.1).12

The capabilities approach and the 2030 Agenda for Sustainable Development

The dimensions of inequality in human development
considered in this report are reflected in the 2030
Agenda for Sustainable Development and its accompa-
nying Sustainable Development Goals (SDGs).

The global consensus around the SDGs represents an
evolution from what the Millennium Development Goals
considered “basic” or essential for developing countries
by the end of the 20th century. This report is inspired by
that evolution and considers dimensions of inequality that
are universally relevant and go beyond the basic.

The SDGs seek to reduce inequality in many forms.
They not only aim to reduce inequality between and
within countries (SDG 10) but also envision an abso-
lute end to some deprivations: poverty in all its forms
(SDG 1) and hunger (SDG 2). They also seek to extend
some basic conditions to all people: healthy lives (SDG

3), quality education and lifelong learning opportunities
(SDG 4), gender equality and empowerment for all wom-
en and girls (SDG 5), sustainable water and sanitation
(SDG 6), sustainable reliable energy (SDG 7), decent
jobs (SDG 8) and access to justice (SDG 16). Other goals
aim to advance the provision of global public goods
(such as climate stability).

As with any global approach, considering a specific
set of dimensions has limitations. It does not address all
dimensions of unfairness and injustice that might be im-
portant in particular places. However, the Report com-
plements and cross-checks globally defined measures of
inequality—based on objective data—with information
on perceptions of inequality, with measures of inequal-
ity in subjective well-being and with some nationally
defined measures.

Focusing on

raising people

above minimums is
insufficient, given that

gradients of inequality

in capabilities continu

e

to open up and persist

PART | Beyond income: To equality in capabilities |

25



SPECIAL CONTRIBUTION

26

A new look at inequality

As every year, the 2019 Human Development Report of the United Nations
Development Programme invites us to take a look at ourselves in the mirror.
In systematically integrating information about the development of our so-
cieties, we are confronted with the evidence of what we have achieved and
where we are failing.

This evidence is much more than a compilation of numbers and figures.
Because it is all about people’s well-being: Each gap that persists or grows
is a call to respond to the injustice of inequality with effective policies.
What can we expect when a girl is born in poverty, with no proper health
coverage and in an environment where it is harder and harder to access
drinking water due to climate change? How much longer can our societies
keep getting it wrong when what they do breaches basic human rights?
These are the issues with which inequality faces us.

We know that inequality takes many forms. Many, such as inequalities
of income or gender inequalities, have been around us for a long time. It
should be a matter of pride that considerable progress has been made in
these issues in much of the globe. This Report highlights that inequalities
in the basic capabilities reflecting extreme deprivations are going down. For
instance, the world is moving towards average gender parity in access to
primary and secondary education. However, at the same time, inequalities
reflecting greater levels of empowerment and more important for the future
tend to be higher and, in some cases, increasing. Here, we have the example
of women's representation at the top political level.

Although we still have a long way to go, we have accumulated experi-
ence about what works in social protection, financial instruments and path-
ways of social mobility. There are success stories of better representation
of women, more equitable participation in the labour market or driving out
discrimination against sexual diversity. The paradox of having such long-
standing inequalities is that we, as a society, have found pathways for posi-
tive change. What is needed in many cases is the political will.

Yet there are inequalities which face us with even greater challenges. It
is precisely on these that the Report seeks to shed light: These are inequal-
ities which stem from new phenomena and global conflicts. These inequali-
ties are more challenging as they respond to complex and dynamic processes
still to be well understood. Are we fully aware of the impact of migrations,
the effects of climate disasters or the new epidemiological threats to our
coexistence? Because that is what it is about; how do we manage to live
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together, in the face of these new scenarios, and achieve greater well-being
for people? It is a path that we must learn to tread together.

Access to health, education, new technologies, green areas and spaces
free of pollution are increasingly an indicator of the way in which oppor-
tunities and well-being are distributed among groups of people and even
between countries.

Explaining and understanding the dimensions of inequalities most
critical to people’s well-being helps in choosing the best lines of action.
Diagnosis is not enough—we must push for public policies that tackle these
forms of injustice.

Therefore, all countries have a job to do. But over many years we have
found that individual efforts are not enough; many challenges demand a
collective approach.

In the United Nations System, we believe that the 2030 Agenda for
Sustainable Development and the Sustainable Development Goals (SDGs)
are the kind of response needed in these modern times: They take an all-
round look at the phenomena and the solutions; they seek convergence
between the actions of governments and international agencies; and they
are based on transparent and comparable measurements. With their inter-
sectoral approach and the commitment of all governments, the SDGs put us
all at the service of a single endeavour.

The best example of what we hold in our own hands is the enormous
challenge of limiting the rise in the global temperature to 1.5°C. Our United
Nations Office for Human Rights has said it clearly: Climate change directly
and indirectly affects a range of human rights which must be guaranteed.
We view with satisfaction that science, governments, business and civil so-
ciety are starting to coalesce around concrete targets. Thus, little by little,
sectoral isolation and arguments are breaking down.

It is the path we must insist on. We have a duty to eradicate old and
new forms of inequality and exclusion which every day breach the rights of
millions of people living on our planet.

[t would be a mistake to think that there have not been successes, that
injustice in the world has not been driven back. But so long as there is pain
and suffering due to inequality, we have a duty to face up to what we are
doing wrong and which we can put right.

\We have more future than yesterday: This is the invitation that we must
all make our own.

Michelle Bachelet Jeria
United Nations High Commissioner for Human Rights
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1.

Inequality in human development:
Moving targets in the 21st century

This chapter considers two main questions: Where do human development inequalities stand today and how are they
changing? Many inequalities in human development embody unfairness. To see how, take two babies, both born in 2000—
one in a low human development country, the other in a very high human development country (figure 1.1). What do we
know about their prospects for adult life today? We know that they are vastly different. The first is very likely to be enrolled
in higher education, along with the majority of 20-year-olds in more developed countries today. She or he is preparing to
live in a highly globalized and competitive world and has chances do so as a highly skilled worker.

In contrast, the child from the low human
development country is much less likely to be
alive. Some 17 percent of children born in low
human development countries in 2000 will have
died before age 20, compared with just 1 percent
of children born in very high human develop-
ment countries. And those who survive have
an expected lifespan 13 years shorter than their
counterparts in the group of more developed
countries. The child born in the low human
development country is also unlikely to still
be in education: Only 3 percent are in higher

FIGURE 1.1

education.' Both of these young people are just
beginning their adult lives, but circumstances al-
most entirely beyond their control have already
set them on different and unequal paths in terms
of health, education, employment and income
prospects—a divergence that can be irreversible.

Some inequalities within countries—wheth-
er developing or developed—are no less
extreme than those in the between-country
example above. In the United States average life
expectancy at age 40 between the top 1 percent
of the income distribution and the bottom

Children born in 2000 in countries with different incomes will have severely different capabilities by 2020

Estimated outcomes in 2020
(percent)

In higher
education

Children born
in 2000 in low human
development countries

Not in
higher
education

17 Died before 1
age 20

Children born

in 2000 in very high
human development
countries

Note: These are estimates (using median values) for a typical individual from a country with low human development and from a country with very high human development. Data for participation in higher education are
based on household survey data for people ages 18-22, processed by the United Nations Educational, Scientific and Cultural Organization Institute for Statistics in www.education-inequalities.org (accessed 5 November
2019). Percentages are with respect to people born in 2000. People that died before age 20 are computed based on births around 2000 and estimated deaths for that cohort between 2000 and 2020. People in higher education
in 2020 are computed based on people estimated to be alive (from cohort born around 2000), and the latest data of participation in higher education. People not in higher education are the complement.

Source: Human Development Report Office calculations based on data from the United Nations Department of Economic and Social Affairs and the United Nations Educational, Scientific and Cultural Organization Institute for Statistics.
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FIGURE 1.2

1 percent differs by 15 years for men and 10
years for women.” Such disparities are widening.

The 21st century presents an unprecedented-
ly broad range of human experiences. See, for
instance, how the distribution of nonincome
indicators of the Human Development Index
for subnational areas covers a huge spectrum
of outcomes in health and education. Extreme
deprivations still exist, not only among low
human development countries (figure 1.2).
Global elites, including people in low human
development countries, enjoy more knowledge,
more years of healthy life and more access to
life-changing technologies.

Why do striking inequalities persist? Partly
because of social structures—many with histor-
ical roots—that remain entrenched in formal
and informal institutions, adamantly resisting
change.? To shift the curve of human develop-
ment inequalities, it is not enough to improve
just one or two particular indicators. Instead,
the social structures that perpetuate inequity
need to change.*

Portraying the scope of inequalities in human
development and their evolution is a daunting

Still massive inequality in human development across the world, 2017
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challenge because they are dynamic, complex
and multidimensional. Which to include?
How to measure them? How to aggregate
them? How to analyse them? And at what
level: globally, nationally, subnationally, within
social groups or even in the household? Amid
this complexity, however, it might be possible
to discern broad patterns of evolution in ine-
qualities that are widely shared. This is the task
that the rest of this chapter explores.

Understanding inequality
in capabilities

Human development means expanding the
substantive freedoms to do things that people
value and have a reason to value.” What people
actually choose to be and do—their achieved
functioning—is enabled by income and wealth
but is distinct from it. And while the achieved
functioning matters, human development is
not defined merely by the choices that people
actually make; it is also defined by “the freedom
that a person has in choosing from the set of

Expected years of schooling
(frequency)

Years
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Human development group

Source: Human Development Report Office based on calculations of subnational Human Development Index values by Permanyer and Smits (2019).
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feasible functionings, which is referred to as
the person’s capability.”® Thus, the analysis of
inequality in this chapter considers inequality
of capabilities (box 1.1).

But what capabilities to consider? Sen argued
that one must adjust in response to evolving
social and economic conditions. For example,
in India at the time of independence in 1947, it
was reasonable to concentrate “on elementary
education, basic health, [...] and to not worry
too much about whether everyone can effec-
tively communicate across the country and be-
yond.”” Later, however—with the internet and
its applications, as well as broader advances in
information and communication technology—
access to the internet and freedom of general
communication became an important capabil-
ity for all Indians. Whereas one relevant aspect
of this insight is strictly linked to capabilities
(access to the internet), another intersects with
human rights and specifically with the right to
freedom of opinion and expression.® Moreover,
capabilities evolve not only with circumstances

BOX 1.1

Inequality of capabilities

In keeping with previous Human Development Reports,
this Report assumes, from a normative perspective,
that the inequalities that matter intrinsically are ine-
qualities in capabilities. Capabilities—broadly defined
as people’s freedom to choose what to be and do—
cannot be reduced to income and wealth alone, be-
cause these are instrumental.” Nor can they be defined
as utility and measured by people’s actual choices, for
that would obscure real differences in how individuals
use income for achievements that they value.? Instead,
capabilities are people’s freedoms to choose what
they want to be and do—regardless of whether they
actually make those choices. Thus, capabilities are
closely related to the concept of opportunities: It is not
enough to know that someone has not travelled to a
foreign country; we need to know whether that was a

Notes

but also with values and with people’s changing
demands and aspirations.

The capabilities approach is thus open-ended,
which some observers see as a shortcoming.’
One objection is that it does not lend itself to
specifying a standard and fixed goal for evalu-
ating social welfare because capabilities are con-
tinuously moving targets. This Report takes a
different view: It considers that the inequalities
we care about may indeed be moving targets and
thus aims to identify patterns and dynamics of
inequality in a wider set of capabilities that may
be increasingly relevant during the 21st century.

Another challenge is how to measure capa-
bilities—that is, how to move from concepts
to the empirical assessment of how capabilities
are distributed. Here the Report follows the
approach taken when the Human Development
Index (HDI) was introduced and identifies a
few observable achieved functionings to capture
broader capabilities (for instance, in the HDI,
having the option to live a long and healthy life
is associated with the indicator of life expectancy

free choice or whether the person wanted to travel but
either could not afford it or was denied entry.®

The first Human Development Reports used the
capabilities approach to intervene in the development
discourse of the time, when debates centred on ba-
sic needs,* leading to the introduction of the Human
Development Index (HDI}—measuring the capability to
live a long and healthy life, to acquire knowledge and to
earn income for a basic standard of living.° The HDI was
meant to be a metric of a very minimal list of capabili-
ties, “getting at minimally basic quality of life.”® [t was
never a statistic to be maximized, as in aggregate utility.
It was computed at the country level, mostly because of
data availability, and was meant to enrich the assess-
ment of countries’ development performance.’

1. Sen (1980) went further than Rawls's social primary commodities, with essentially the same argument—that these are, at best, instrumental. 2. More precisely, Sen
(1980) was showing the limitations of utilitarianism as a normative principle to adjudicate welfare. In utilitarianism, social welfare is assessed based on the actual choices
that people make. People are assumed to maximize their individual utility—an increasing function of income, but one that yields less utility the higher the income. So
achieving the ideal social welfare implies maximizing the sum total of utility in a society. That, in turn, can happen only if income is distributed so that individual marginal
utility is equalized. Sen used a well known and compelling illustration to show how this principle could result in outcomes that violate our sense of fairness. Consider
two individuals: One, who lives with a disability, is not very efficient in turning an additional dollar of income into utility; another, in contrast, derives satisfaction from
every single additional dollar. Utilitarianism would dictate giving more income to the second person, an outcome that violates our sense of fairness. 3. Basu and Lopez-
Calva 2011. 4. Stewart, Ranis and Samman 2018. 5. Sen (2005) credits joint work with Mahbub Ul Haq to develop a general index for global assessment and critique,
going beyond gross domestic product (GDP). 6. Sen 2005. 7. Perhaps more important, quoting Klasen (2018, p. 2), “Many of the battles of the 1990s that came to define
the Human Development Reports have been won. Today, the entire development community accepts that development is more than increasing per capita gross domestic
product (GDP).... The HDI has been canonized in all standard textbooks on development economics or development studies ... and is considered the most serious and

comprehensive alternative to GDP per capita. [...]"

Inequalities we care
about may indeed
be moving targets
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Initial stepping stones,
such as surviving to
age b, learning to read
and doing basic math
are crucial to further
development: These
basic achievements
present some of the
necessary conditions
for creating further
capabilities in life.

The enhanced
achievements that
follow, such as a long
and healthy adult life
or tertiary education,
reflect more advanced
access to opportunities
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at birth). To motivate the empirical information
considered, a lifecycle approach is used, given
that achievements in human development
build over a person’s life through a sequence of
observable and measurable indicators. Initial
stepping stones, such as surviving to age 5, learn-
ing to read and doing basic math are crucial to
further development: These basic achievements
present some of the necessary conditions for cre-
ating further capabilities in life."” The enhanced
achievements that follow, such as a long and
healthy adult life or tertiary education, reflect
more advanced access to opportunities.

While these observable achievements are what
can be measured (and compared across countries
in a global report), they are taken to represent a
wider set of capabilities that also range from ba-
sic to enhanced. Emphasis should be placed on
the underlying concept of basic and enhanced
capabilities over the specific measurements,
which can evolve and change from country to
country. Here the inspiration is Amartya Sen’s
definition of a basic capability as “the ability to
satisfy certain elementary and crucially impor-
tant functionings up to certain levels.”"! Basic
capabilities thus refer to the freedom to make
choices necessary for survival and to avoid or
escape poverty or other serious deprivations.

The differentiation between basic and en-
hanced capabilities is valid also for other human
development dimensions that are not necessarily
tied to an individual lifecycle—for example, in
the progression from basic to frontier technolo-
gies and in the ability to cope with environmental
shocks, from perhaps frequent but low-impact
events to large and unpredictable hazards.

This distinction between basic and enhanced
capabilities resembles the analysis of practical
needs and strategic needs in the context of
gender empowerment, pioneered by Caroline
Moser.!? Associated with the distinction is a
cautionary message: While investment in basic
needs is essential, to focus on them exclusively
is to neglect inequalities in strategic aspects
of life, those that change the distribution of
power.

Thus, the next section presents a stylized
analysis along two key dimensions beyond in-
come: health and access to knowledge—both
core dimensions of the human development
approach since the first Human Development
Report. The sequence from basic to enhanced
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capabilities can be framed in the context of a li-
fecycle analysis (which is also used in chapter 2
when analysing the mechanisms leading up to
the emergence of inequalities in capabilities).
Later in the Report the same patterns will be
illustrated in two other dimensions: human
security in the face of shocks linked to trends
on climate change (chapter 5) and technology
(chapter 6)." These drivers of the distribution
of capabilities in the 21st century are consid-
ered without implying that others, such as
demographic changes, are unimportant or that
they are the only two that matter, but to allow
for a treatable elaboration of the arguments
showing the relevance of analysing the ine-
quality dynamics in both basic and enhanced
capabilities.

Admittedly, constraining the analysis to these
four dimensions is arbitrary. And in no way
should these aspects be regarded as the most
important or have any normative meaning. But
it is plausible to claim that the distribution and
evolution of capabilities across these four dimen-
sions will be paramount in determining people’s
agency over the 21st century—that is, “the abil-
ity to decide on and the power to achieve what
they want”* These capabilities, while essential
for agency, are not their sole determinants be-
cause human motivations are not driven exclu-
sively by improvements in one’s own well-being;
“people’s sense of fairness and concern that they
and others be treated fairly”" also matter. While
a full treatment of the implications of these
broader determinants of agency is beyond the
scope of the Report, this chapter concludes with
a section that looks at perceptions of inequality
(which could indicate how a sense of fairness, or
lack thereof, is evolving) as well as some of the
social and psychological underpinnings of how
these perceptions may emerge and how they
connect with human dignity.

Dynamics of inequality in human
development: Convergence in
basic capabilities, divergence

in enhanced capabilities

On each of the four dimensions considered in
the Report, it is possible to identify a differen-
tiation in capabilities, from basic to enhanced

(figure 1.3):



FIGURE 1.3

Human development, from basic to enhanced capabilities

Enhanced
capabilities

Examples of achievements

- Early childhood survival

- Primary education

- Entry-level technology

- Resilience to recurrent shocks

Basic
capabilities

Source: Human Development Report Office.

* Health. From, for example, the ability to
survive the first years of life to the prospect of
enhanced healthy longevity.

* Education and knowledge. From, for example,
having basic primary education to accessinga
high-quality learning experience at all levels.

* Human security in the face of shocks. From
the daily lack of freedom from fear where
interpersonal violence is rampant to facing
the consequences of conflict. The ability to
face recurrent shocks and the capabilities to
deal with uncertain events linked to climate
change are addressed in chapter 5.

o Access to new technologies. From entry-level to
more advanced ones (discussed in more de-
tail in chapter 6, with some results presented
in this chapter).

Cutting across key human development di-
mensions are the section’s three main findings:
* Inequalities and unfairness persist. Human

development inequalities remain widespread.

» Convergence appears in basic capabilities.
Those at the bottom are catching up in the
basics.

* Divergence appears in enhanced capabilities.
Gaps in enhanced capabilities exceed those
in the basic ones or are rising (or in some
cases, both).

First, inequalities persist and are widespread.
Across all dimensions considered there are
significant inequalities in constitutive areas of
human development: Some refer to life and

death, and others to access to knowledge and
to life-changing technologies. Across coun-
tries the world remains deeply unequal in key
areas of human development in both basic
and enhanced capabilities (figure 1.4). There
is a difference of 19 years in life expectancy at
birth between low and very high human devel-
opment countries, reﬂecting gaps in access to
health. That represents a quarter of a lifespan
lost just for being born in a poor country. The
differences tend to remain over the lifecycle.
The differences in life expectancy at age 70, is
almost 5 years, representing a third of the re-
maining lifespan lost. The percentage of adults
with a primary education is 42 percent in low
human development countries, compared with
94 percent in very high developing countries.
Again, gaps remain through the lifecycle: Only
3 percent of adults have a tertiary education in
low human development countries, compared
with 29 percent in developed countries. In
access to technology, there are 67 mobile-cel-
lular subscriptions per 100 inhabitants in
developing countries, half the amount in very
high human development countries. In more
advanced technologies, such as access to fixed
broadband, there is less than one subscription
per 100 inhabitants, compared with 28 in very
high human development countries.

The same is true within countries. One way
to capture within-country inequalities in key
areas of human development is through the

Inequalities and
unfairness persist.
Human development
inequalities remain
widespread.
Convergence appears
in basic capabilities.
Those at the bottom
are catching up in the
basics. Divergence
appears in enhanced
capabilities. Gaps in
enhanced capabilities
exceed those in the
basic ones or are rising
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FIGURE 1.4

I
The world remains deeply unequal in key areas of human development in both basic and enhanced
capabilities
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Source: Human Development Report Office calculations based on data from the International Telecommunication Union, the United Nations Educational, Scientific and
Cultural Organization Institute for Statistics and the United Nations Department of Economic and Social Affairs.

HUMAN DEVELOPMENT REPORT 2019



Inequality-adjusted Human Development
Index (IHDI), which adjusts the HDI value for
inequality within countries in each of its compo-
nents (health, education and income). According
to the IHDI, the global average loss in human
development due to inequality is 20 percent.
Second, on average, there is convergence in
basic capabilities. Inequality in the basic capa-
bilities of human development included in the
HDI is falling. This can be seen in the evolution
of the IHDI, where indicators representing basic
capabilities have very high implicit weights.'®
In all regions of the world the loss in human
development due to inequality is diminishing
(figure 1.5). This trend is repeated in many
subnational HDI values'” and has happened
against a backdrop of aggregate development
progress across achievements representing basic
capabilities on multiple fronts.”® The global ex-
treme poverty rate fell from 36 percent in 1990
to 9 percent in 2018." Infant mortality rates
have been falling consistently. Primary school
enrolment rates have seen great strides, with uni-
versal coverage in most countries, and secondary
education is making rapid progress (though the
substantive significance of these achievements
needs to be seen in the context of an imped-
ing “learning crisis,” as discussed later in the
chapter).?* The number of people living in low
human development countries is 923 million
today, down from 2.1 billion in 2000. People

FIGURE 1.5

have been “escaping” from the imprisonment
of extreme deprivations, to use Angus Deaton’s
expression.”' This chapter also documents that
this is an unfinished business, as the challenge of
reaching those furthest behind persists.

While there is catching up in the basics, this is
happening years after the wealthier segments of
society exhausted the space to make further pro-
gress on the same fronts. People at the top of the
distribution typically have reached the limit of
progress in basic capabilities: Universal coverage
in primary education and secondary education,
very low infant mortality rates and access to ba-
sic technology are now taken for granted among
better-off segments of most societies. They are
looking towards more advanced goals. What is
happening in these enhanced areas?

Third, there is divergence in enhanced ca-
pabilities. Inequality is typically higher across
enhanced capabilities, and when it is not, it
is growing. In each of the key dimensions of
human development considered—health, ed-
ucation, living standards, access to technology
and security—groups converging in basic capa-
bilities lag behind in access to enhanced capa-
bilities. Greater ambitions are defining moving
targets. Yet this set of enhanced achievements
will increasingly determine people’s lives in this
century, in part because they are linked to some
of the most consequential change drivers of our
time: technology and climate change.

In all regions of the world the loss in human development due to inequality is diminishing, reflecting

progress in basic capabilities

Loss in human development due to inequality
(percent)

| 2010

East Asia and
the Pacific

Arab States

Europe and
Central Asia

Source: Human Development Report Office calculations.

Latin America and
the Caribbean

2018

South Asia Sub-Saharan

Africa

While there is catching

up in the basics, this
is happening years
after the wealthier
segments of society
exhausted the space t
make further progress
on the same fronts
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FIGURE 1.6

Convergence in basic capabilities, divergence in enhanced capabilities
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Source: Human Development Report Office calculations based on data from the International Telecommunication Union, the United Nations Educational, Scientific and
Cultural Organization Institute for Statistics and the United Nations Department of Economic and Social Affairs.
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Figure 1.6 summarizes the emerging human
development divide with pairs of indicators,
measuring progress over the last decade in one
basic and one enhanced indicator for each of
three key human development dimensions:
health, education and access to technologies.
Across human development groups there are
two opposing trends in gradients for basic and
enhanced capabilities. Inequalities are falling in
basic capabilities because lower human devel-
opment countries are making larger progress
on average. When the ones that are behind
grow faster, there is convergence. By contrast,
inequalities are growing in enhanced capabili-
ties because high and very high human devel-
opment countries are getting ahead, leading to
divergence. The Report documents later that
these trends are also observed within countries.

The basic indicators in the figure all reflect
narrowing inequalities between countries in
different human development groups. For
instance, in life expectancy at birth (driven
mainly by survival to age 5), in access to prima-
ry education and in access to mobile phones,
lower human development countries are mak-
ing faster progress. They are catching up with
higher human development countries.

In contrast, the more advanced indicators in
the figure reveal widening inequalities. Higher
human development countries start with an
advantage in life expectancy at age 70, in ter-
tiary education enrolment and in broadband
access—and they are increasing their lead in
these areas. The effect of these widening gaps—
representing just few examples of enhanced
capabilities—will be revealed over the 21st
century. And that effect will impact those born
today, many of whom will see the 22nd century.
The remainder of this section considers the
dynamics of convergence and divergence in
health and education in more detail.

Health: The well-off are living healthier
and longer in the 21st century

Health inequalities can be a clear manifestation of
social injustice (see chapter 2 for a more detailed
discussion). These inequalities also reflect short-
comings in meeting basic human rights, such
as those defined by article 25 of the Universal
Declaration of Human Rights (box 1.2).

BOX 1.2

Article 25 of the Universal Declaration of Human
Rights: The right to a basic standard of living

“Everyone has the right to a standard of living ade-
quate for the health and well-being of himself and of
his family, including food, clothing, housing and med-
ical care and necessary social services, and the right
to security in the event of unemployment, sickness,
disability, widowhood, old age or other lack of liveli-
hood in circumstances beyond his control.

“Motherhood and childhood are entitled to spe-
cial care and assistance. All children, whether born
in or out of wedlock, shall enjoy the same social
protection.”

Source: www.un.org/en/universal-declaration-human-rights/.

Inequalities in health outcomes are
widespread

Life expectancy at birth is a helpful indicator
to track health inequalities. As one of the
three components of the HDI, it has been
used as a proxy for long and healthy life since
the first Human Development Report in
1990.

Here, the analysis extends life expectancy
beyond that at birth to that at different ages
in order to identify the dynamics of health
through the lifecycle. This lifecycle approach
makes it possible to capture changes in both
the demographic and the socioeconomic
transitions. And it shows how, across various
indicators, not only do deep inequalities
persist, but new gaps are also opening. Life
expectancies—both at birth and at older
ages—are considerably higher in countries
with higher income or higher human devel-
opment (figure 1.7)—this is often called a
health gradient. People born in very high
human development countries are expected
to live almost 19 more years (or almost a
third longer) than people in low human de-
velopment countries.”” People at age 70 in
very high human development countries are
expected to live almost 5 more years (around
50 percent longer) than people in low human
development countries. The gaps are also very
large when the quality of health is considered
(box 1.3).

People born in

very high human
development countries
are expected to

live almost 19 more
years (or almost a
third longer) than
people in low human
development countries
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FIGURE 1.7

Inequalities persist in life expectancy and mortality
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BOX 1.3

Inequality in healthy life expectancy

While the length of life is important for human de-
velopment, equally essential is how those years are
lived. Are they enjoyable? Does health remain good?
The indicator of healthy life expectancy suggests large
discrepancies. Healthy life expectancy for very high
human development countries is about 68 years, com-
pared with only about 56 years for low human develop-
ment countries.!

A look at some specific diseases can shed some
light on causes of inequalities in life expectancy and
healthy life expectancy. The prevalence of tuberculo-
sis, for example, is only 0.8 per 100,000 people in the

Notes
1. See Statistical table 8 at http://hdr.undp.org/en/human-development-report-2019. 2. UNDP 2018a. 3. WHO 2017. 4. UNDP 2018a. 5. WHO 2019.

United Arab Emirates but 724 per 100,000 in Lesotho.
The HIV prevalence rate among adults is 27.2 percent
in the Kingdom of Eswatini but only 0.1 percent in many
very high human development countries, among them
Australia, Bahrain, Kuwait and Romania.? Malaria has
been defeated in Sri Lanka and is projected to be de-
feated in 2020 in Argentina, Belize, Costa Rica, Ecuador,
El Salvador, Mexico, Paraguay and Suriname.® But prev-
alence is still high in Mali, with 459.7 cases per 1,000
people at risk, and Burkina Faso, with 423.3.% In May
2019, 1,572 people in the Democratic Republic of Congo
suffered from Ebola.®
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Catching up in the basics: Global
convergence in life expectancy at birth,
especially through reduced infant mortality

The increase in life expectancy at birth—from a
weighted average of 47 years in the 1950s to 72
years around 2020—portrays the extraordinary
progress in health.”* In 2000 several countries still
had life expectancy at birth below 50 years, a cat-
egory expected to disappear from every country
average by 2020.* The improvement has been
observed across human development groups (see
figure 1.7). Moreover, low human development
countries gained almost 6 years of life expectan-
cy at birth between 2005 and 2015, compared
with 2.4 years for very high human development
countries (figure 1.8, left panel). This is consist-
ent with a reduction of more than 4 percentage
points in under-five mortality rates in low human
development countries. Another area with signif-
icant reduction is maternal mortality, which fell
45 percent between 1990 and 2013.

A detailed look at the situation within develop-
ing countries confirms these trends. To facilitate
meaningful comparability, figure 1.9 groups the
within-country results (information per quintile
in 54 countries), according to their human de-
velopment level. Consider infant mortality rates,
an important determinant of life expectancy at
birth. They have been declining everywhere, but
significant gradients remain: Children born in
poorer quintiles have a much higher probability
of dying during the first year of life than those
born in wealthier quintiles. This is the case across
all human development groups.

The convergence in mortality rates at younger
ages is also confirmed within countries: Infant
mortality appears to be falling for all segments
of the population, and in most countries the
greatest reductions in infant mortality are in the
poorest three quintiles. This result is consistent
with the decline in the dispersion of life expec-
tancy at birth documented in an analysis of more
than 1,600 regions in 161 countries, covering
more than 99 percent of the world population.®

Growing inequalities in enhanced
capabilities: Divergence in life
expectancy at older ages

Consider the levels and the evolution of average
mortality rates for different groups of countries,

both at young ages (ages 0-5) and at older ages
(ages 70-79) (figure 1.10). While the level of
inequality in mortality rates is much higher at
young ages than at older ages, the changes in
mortality rates reflect different patterns. Child
mortality rates converge—dropping faster for
lower human development countries—just as
mortality rates at older ages diverge.

If the countries performing poorly in 2005 are
the ones with greater progress over 2005-2015,
there is catching up or convergence. But if the
countries with worse performance in 2005 are
the ones with less improvement over 2005—
2015, there is divergence. Different patterns
can be observed with different definitions of life
expectancy: going from clear convergence in life
expectancy at birth to clear divergence in life ex-
pectancy at age 70 (see figure 1.8, right panel).”

Inequalities in life expectancy at older ages
are an emerging form of inequality in human
development in the 21st century. Divergence
in life expectancy at older ages is much stronger
today than during the second half of the 20th
century.”® And since the turn of the century,
life expectancy at older ages has been increasing
much faster in very high human development
countries than elsewhere. During 2005-2015
life expectancy at age 70 increased 0.5 year in
low human development countries and 1.2 years
in very high human development countries.

Improvements in technologies, enhanced
social services and healthy habits are moving the
frontiers of survival at all ages. While the space
for reducing mortality under age 5 is shrinking
fast, it remains large at older ages (under age
80).” An important factor behind different
mortality rates at older ages are variations in
noncommunicable disease rates across different
groups. People with lower socioeconomic status
or living in more marginalized communities are
at higher risk of dying from a noncommunicable
disease.*

The world is getting older fast. People over
age 60 are the fastest growing age segment of
the global population. By 2050, one person
in five worldwide is expected to be in this
age group; in more developed regions the
proportion is expected to be one in three.’!
Therefore, the relevance of inequalities linked
to older people will grow.

These between-country results are consistent
with emerging evidence from within-country

Low human
development countries
gained almost 6 years
of life expectancy at
birth between 2005
and 2015, compared
with 2.4 years for

very high human
development countries
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FIGURE 1.8

The changing inequality in life expectancy, 2005-2015: Low human development countries catching up in life expectancy at birth but lagging

behind in life expectancy at older age
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Source: Human Development Report Office calculations based on data from the United Nations Department of Economic and Social Affairs.
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FIGURE 1.9

Infant mortality rates, an important determinant of life expectancy at birth, have been declining everywhere, but significant gradients remain
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Note: Data for 2007 refer to the most recent year available during 1998—2007, and data for 2017 refer to the most recent year available for 2008—2017. Data are simple averages across human development groups. Only one
very high human development country (Kazakhstan) is included in the sample. Quintiles reflecting within-country distribution of assets are grouped by human development groups.
Source: Human Development Report Office calculations based on data from the United Nations Department of Economic and Social Affairs.

FIGURE 1.10

Mortality: Convergence in basic capabilities, divergence in enhanced capabilities
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Education is expanding

in most countries,
across all levels of
development. But
inequality remains
in both enrolment

among younger

generations and adults’

42

education attainment

studies. In the United States higher income is
associated with greater longevity. And inequality
of life expectancy has increased in recent years.
Between 2001 and 2014 individuals in the top
5 percent of the income distribution gained
more than 2 years of life expectancy at age 40,
while lifespans in the bottom 5 percent re-
mained nearly unchanged.”” The importance of
socioeconomic factors is highlighted by the fact
that life expectancy at age 40 among low-income
people (the bottom quartile) varies by about 4.5
years across cities: Low-income individuals in
affluent cities with highly educated populations
and high government expenditures, such as
New York and San Francisco, tend to live longer
(and to have healthier lifestyles) than elsewhere.
Those cities also experienced the largest gains
in life expectancy among poor people during
the 2000s. Finally, differences in life expectancy
limit redistribution because low-income individ-
uals obtain benefits from social programmes for
fewer years than high-income individuals do.*®
Other studies show increasing inequalities
in life expectancy in Canada,*® Denmark,”
Finland,* Japan,” the United Kingdom,* the
United States*” and some Western European
countries.”” The literature on developing and
emerging countries is very limited.* In Chile the
increase in inequalities in life expectancy at older
ages between 2002 and 2017 is linked to the
socioeconomic status of municipalities (box 1.4).
These emerging inequalities reflect how ad-
vances in longevity are leaving broad segments
of people behind. More detailed analyses are
necessary to identify determinants and policy
actions to ensure that the fruits of progress are
within reach of everyone. But if these trends
are not reversed, they will lead to increased in-
equality in the progressivity of public policies
focused on supporting older citizens.*

Education: Increasing access but with
widening inequality in capabilities

Through education students from disadvan-
taged backgrounds can improve their chances
of social mobility. But for children who leave
the school system early or do not receive a
high-quality education, gaps in learning can
become a trap with lifetime and even inter-
generational implications.”
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Inequalities in education are widespread

Education is expanding in most countries,
across all levels of development. But inequality
remains in both enrolment among younger
generations and adults’ education attainment.
On average, the lower a country’s human
development, the larger the gap in access to
education (figure 1.11).** For low and very
high human development countries the gaps in
enrolment ratios range from 20 points for pri-
mary education to 58 points for secondary and
tertiary education to 61 points for preprimary
education.

Gaps in access to education among children
and youth are also large within countries (fig-
ure 1.12). Across levels of human development,
the bottom income quintiles nearly always
have less access to education, except for pri-
mary education in high and very high human
development countries, where access is already
universal.

Catching up in the basics: Convergence
in primary education but not fast enough

Inequality is usually smaller in primary and
secondary education, and most countries
are on track to achieve universal primary
education, which represents the potential
acquisition of basic capabilities. Enrolment
in secondary education is nearly universal
in very high human development countries,
while in low human development countries
only about a third of children are enrolled.
The success in reducing inequality is captured
by concentration curves, showing equality as
proximity to the diagonal (figure 1.13, top
panel). Inequality in primary and secondary
education has been falling over the past dec-
ade. People in countries with initially low
enrolment (predominantly low and medium
human development countries) have seen the
highest increases on average (see figure 1.13,
bottom panel). Trends in education attain-
ment are similar: There is a strong reduction
in gaps in primary education (figure 1.14).
But these are averages, and convergence is not
equally strong in all contexts because some
groups are being left behind (as discussed later
in this chapter).



BOX 1.4

Divergence in life expectancy at older ages in Chile

Chile has histarically been an unequal country in terms
of income, with a Gini coefficient of 0.50 in 2017 (of-
ficial figures from the CASEN Survey). For life expec-
tancy at older ages, inequality is significant as well.
In Santiago Metropolitan Region, people living in the
wealthier comunas (municipalities) have a higher life
expectancy at age 65—more than 2 years on average
(those at the upper right in the figure). There has been
generalized improvement in life expectancy over the
last 15 years (between the 2002 and 2017 censuses).
However, the differences between comunas are per-
sistent and, indeed, have increased. Today, in terms
of life expectancy at older ages, there is little overlap
between the situation of the wealthier comunas and
the rest.

There are multiple implications of the divergence
in life expectancy at older ages. First, they reflect the

People living in the wealthiest comunas in the Santiago Metropolitan Region have, on average, increased

unevenness of progress in health across the country.
Advances in healthy life are taking place, but they are
not reaching all social groups and territories equitably.
Second, there are potentially regressive distributive
effects through the pension system, which ties retire-
ment benefits to the amount of money accumulated in
an individual savings account and to the life expectancy
after retirement—that is currently common across so-
cial groups.

This example shows the importance of comprehen-
sive analysis of inequalities using the human develop-
ment lens, going beyond income (assessing the health
dimension), beyond averages (looking at disaggregated
data in different areas) and beyond today (covering in-
equalities expected to become more important in the
years to come). This new look at emerging inequalities
is essential for the design of policies.

their already higher life expectancy at older ages more than people living in poorer comunas have
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FIGURE 1.11

The lower a country’s human development, the larger the gap in access to education

Preprimary Primary
Enrolment ratio Enrolment ratio
(net) (net) 933 95.2 95.4
84.386.5 923. (1]
/78 753 (14
0.]@ 687¢@
o [ )
16.4
10.3.6
Low Medium High Very high Low Medium High Very high

Human development group

Human development group

® 2007 @2017

Secondary Tertiary
Enrolment ratio Enrolment ratio
(net) (gross)
91.0
87.2.
72.4’ 668
534 'l 5519
328 ; 334@
) 20.1 :
53 g_3 1 70
: (D
Low Medium High Very high Low Medium High Very high

Human development group

Note: Data are simple averages of country-level data.

Human development group

Source: Human Development Report Office calculations based on data from the United Nations Educational, Scientific and Cultural Organization Institute for Statistics.

FIGURE 1.12

Gaps in access to education among children and youth are also large within countries
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Note: Only one very high human development country (Montenegro) is included in the sample. Data are for 2016 or the most recent year available. Quintiles are based on distribution of ownership of assets within countries.
Source: Human Development Report Office calculations based on data from ICF Macro Demographic and Health Surveys, United Nations Children’s Fund Multiple Indicator Cluster Surveys and the World Bank.
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FIGURE 1.13

Inequality in primary and secondary education has been falling over the past decade

Inequalities in basic capabilities are lower and falling (convergence):
This is the case of enrolment ratios in primary and secondary education.
Low human development countries are catching up with high and very
high human development countries.

But inequalities in enhanced capabilities are large and

growing (divergence):

Inequalities in enrolment ratios in preprimary education and tertiary
education are high or growing.
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FIGURE 1.14

Dynamics of education attainment, 2007-2017
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Growing inequalities in enhanced
capabilities: Gaps in tertiary education
and in preprimary education are wide
and increasing

Inequalities in preprimary education and post-
secondary education are high and, in many
places, growing. Concentration curves reflect
how these achievements are more unevenly dis-
tributed for preprimary and tertiary education
(see figure 1.13, right side). Moreover, the gaps
are growing on average: Low human develop-
ment countries—already behind—tend to have
slower progress.

These trends—of convergence in basic
education and divergence in enhanced educa-
tion—are not destiny; there is heterogeneity,
reflecting space for policies. Taking information
about attainment, for instance, East Asia and
the Pacific and Europe and Central Asia have
made notable progress in expanding tertiary ed-
ucation, closing in on developed countries (see
figure 1.14). However, the other regions follow
the overall trend, with Sub-Saharan Africa
catching up very strongly in primary education
and lagging behind in tertiary education.

Data for 47 developing countries show
divergence in the acquisition of enhanced ca-
pabilities: Quintiles with higher access to post-
secondary education 10 years ago have seen the

largest gains (figure 1.15).

FIGURE 1.15

The unevenness in distribution has conse-
quences for human development. The largest
gaps appear in the formation of enhanced ca-
pabilities, which are the areas with the highest
returns: in preprimary education, with the
highest social returns,” and in tertiary educa-
tion, with the highest private returns.* This
analysis considers preprimary education an
enhanced achievement because of its impor-
tance and because societies have come to ac-
knowledge its importance only in recent years.
The inequalities in the formation of enhanced
capabilities pave the way to future inequality
throughout the lifecycle, particularly in access
to work opportunities and income.”’

The distinction between basic and enhanced
capabilities in education depends on the effect
of various achievements on what people can
do. The large and widening gaps not only show
differentiated access to tertiary education and
its direct impact on access to learning; they also
determine inequalities in the availability of pro-
fessionals between and within countries, with
effects on multiple areas of human development.
For instance, the inequalities in the availability
of physicians are widening between countries.
High and very high human development coun-
tries had significantly more physicians per capita
in 2006 and have, on average, increased the gaps
between themselves and low and medium hu-
man development countries (figure 1.16).

Inequalities in postsecondary education within countries are growing
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Source: Human Development Report Office calculations based on data from Demographic and Health Surveys and Multiple Indicator Cluster Surveys processed by the World Bank.
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While more than

90 percent of
children in the world
today receive some
schooling, fewer than
half of those in school
achieve minimum
proficiency in reading

and mathematics by the

48

end of primary school

FIGURE 1.16

Widening inequalities in the availability of
physicians between countries
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Note: Data are simple averages for each human development group.
Source: Human Development Report Office calculations based on country-level
data from the World Bank's World Development Indicators database.

Growing inequalities in more empowering
areas: The learning crisis

Education should mean ensuring that schooling
leads to learning. But the great education ex-
pansion has not translated into commensurate
gains in learning, where large inequalities exist.
And much remains to be done—in many coun-
tries achievement in learning is disturbingly
low. While more than 90 percent of children in
the world today receive some schooling, fewer
than half of those in school achieve minimum
proficiency in reading and mathematics by the
end of primary school.”

The rapid expansion of education in devel-
oping countries has led to the enrolment of
millions of first-generation learners, who lack
support from their families when they fall
behind in the curriculum. Students who fall
behind may struggle if the level of classroom
instruction (based on textbooks that follow
ambitious curricular standards) is considerably
above their learning level.”” These problems are
exacerbated at higher grades, if students are
automatically promoted to the next grade with-
out having acquired foundational skills. Low
skills continue to undermine career opportu-
nities—and earnings—long after students leave
school.

In nearly all countries, family background—
including parent education, socioeconomic

| HUMAN DEVELOPMENT REPORT 2019

status and conditions at home (such as access
to books)—remains the strongest predictor of
learning outcomes.>

The learning gradient compounds inequality
over inequality: Those from disadvantaged
groups not only have fewer opportunities to re-
ceive education; they also learn much less once
in the classroom (figure 1.17). These socio-
economic inequalities have remained high and
stable over the past two decades in countries
with a longer history of standard data.’!

Convergence in the basics
is not benefiting everyone:
Identifying those furthest behind

This chapter has documented convergence
across basic capabilities. But does that imply
that the rising tide is lifting all boats? This
section shows that, despite convergence, many
people are excluded and remain stuck at the
very bottom of society. Convergence in basic
capabilities is not absolute—advances in health
and education within countries continue to
leave many behind.

Average convergence is not a sufficient con-
dition to leave no one behind. Convergence
can be characterized into four cases, from the
point of view of a particular group:

FIGURE 1.17

Harmonized test scores across human development
groups
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Note: Each box plots the middle 50 percent of the distribution; the central line
is the median; the extreme lines are the approximate minimum and maximum of
the distribution.

Source: Human Development Report Office calculations based on country-level
data from World Bank (2018b).




* Absolute convergence: the group catches up
with respect to all those above.

* Weak convergence: a group catches up on
average with those at the top.

* Simple divergence: a group records very slow
progress, so the average gap with those at the
top increases.

e Full divergence: there is a setback, with an
increasing gap with respect to the rest and
the initial situation.

Two indicators from the HDI that are more
linked to basic capabilities (life expectancy at
birth and mean years of schooling) can illus-
trate the limits of average convergence. The
analysis is based on the share of the population
in low, medium and high human development
countries converging (or not) to very high
human development achievements (table 1.1).
Over 2007-2017 there was significant con-
vergence, but it was partial (only half the
population) and mostly weak (only 0.3 percent
achieved absolute full convergence). The differ-
ence between absolute convergence and weak
convergence was consequential: the “lost” pro-
gress in terms of life expectancy at birth was 2.8
years and in terms of mean years of schooling
was 0.7 year. By contrast, 36 percent of the pop-
ulation was in a mixed zone, with convergence
in one variable and divergence in the other
(yellow cells in table 1.1). And 14 percent of
the population was in the divergence zone (red
cells in table 1.1).

The partial and weak convergence has impli-
cations for the future and for the achievement
of the SDGs. Today, 5.4 million children,
more than half of them newborns, do not sur-
vive their first five years of life;** 262 million

TABLE 1.1

children are out of school at either the primary
or secondary level; and nearly 600 million
people around the globe still live on less than
$1.90 a day.> This suggests that those with low
human development face a double challenge.
Part of the population has not met the basic
set of human development capabilities in their
life expectancy, schooling and income. And a
larger part is also falling behind the enhanced
capability set that revolves around higher
thresholds of educational achievement, labour
and digital skills.

Despite greater access to immunizations and
affordable medical technologies, child mortali-
ty rates in the poorest households of the world’s
poorest countries remain high (figure 1.18).
The highest rates are concentrated in low and
medium human development countries. And
there are vast disparities within countries:
The poorest 20 percent in middle income
Guatemala have the same average mortality rate
as in low income Senegal.

At current rates of progress there will be
around 3 million child deaths in 2030. Most
would be the result of eminently preventable
causes rooted in poverty and unequal access
to quality health care. Around 850,000 will
reflect the gap between the SDG target and
the outcomes on the current trajectory. Given
that the ratio of deaths between the poorest
and the richest is more than 5 to 1, accelerating
progress for the poorest children would act as
a powerful catalyst for overall progress—and
this illustrates the power of convergence by
moving up those at the bottom, which would
save 4.7 million lives between 2019 and 2030
(figure 1.19).

Limited convergence in health and education, 2007-2017
(percent of population in low, medium and high human development countries)
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Note: Estimates are population weighted with respect to performance of very high development countries.
Source: Human Development Report Office calculations based on subnational data from Permanyer and Smits (2019).
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FIGURE 1.18

Child mortality converges with human development, but not for the poorest 20 percent
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FIGURE 1.19

Some 846,000 of 3.1 million child deaths are
preventable if the bottom 20 percent converge to
the country average
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The leading causes of death among children
under age 5 remain unaddressed. They include
preterm birth complications (18 percent of the
global total), pneumonia (16 percent), compli-
cations during birth (12 percent), with congen-
ital anomalies, diarrhoea, neonatal sepsis and
malaria each accounting for a further 5-10 per-
cent.”* Targeted interventions in tuberculosis,
pneumonia and diarrhoea have some of the
highest return for reducing under-five mortal-
ity in the developing world. And three-quarters
of deaths among those ages 0-14 are from
communicable, perinatal and nutritional con-
ditions.>> Lack of data is also an issue. Targeted
interventions benefit from real-time record
keeping, using home-based records to supple-
ment health provider registries. Early adopters
of electronic medical records—Peru, Kenya,
Malawi and Haiti—show how information
systems can help with micro-targeting of those
furthest behind.

Staying in school remains a challenge at
the bottom of the global distribution. About
262 million children and youth were out of



school in 2017, 64 million of primary school
age, 61 million of lower secondary school age
and 138 million of upper secondary age.>®
Sub-Saharan Africa has the highest rates of
exclusion. And simply attending school does
not guarantee that children are learning.
Over half the world’s children cannot read
and understand a simple story by age 10.” As
with mortality rates, there are wide disparities
within countries, showing that being at the
bottom of the national income distribution
sharply increases the chance of dropping out
(figure 1.20).%8

On current trends the out-of-school rate will
drop from 18 percent in 2017 to 14 percent in
2030. A deviation from the target, representing
225 million children®’ starting their life with a
hardly reversible disadvantage.

The mixed picture of progress can
be seen through the lens of the Global
Multidimensional Poverty Index, produced by
the United Nations Development Programme
and the Oxford Poverty and Human
Development Initiative. Today 1.3 billion
people in developing countries are multi-
dimensionally poor. In a detailed study of 10
countries with comparable data over time, nine
saw a reduction in the multidimensional pov-
erty rate in recent years. And in nine of them
the improvement of the bottom 40 percent

FIGURE 1.20

School dropout rates converge with human
development, but not for the poorest 20 percent
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Note: Each box plots the middle 50 percent of the distribution; the central line
is the median; the extreme lines are the approximate minimum and maximum of
the distribution.

Source: Human Development Report Office estimates.

was faster than the improvement of the total
population. This suggests overall convergence.
However, the situation is heterogencous when
looking beyond the averages. While in India
the territories that were lagging behind were
able to catch up quite significantly—notably
Bihar and Jharkhand—in Ethiopia some of the
poorer territories were the ones with the slow-
est progress, notably Oromia.®

Lack of human security in a broad sense is
one of the factors behind divergence in particu-
lar territories (box 1.5). Human development
for those at the bottom of the distribution is
thwarted by shocks—income, health, conflict
or disaster—that make already vulnerable
households more vulnerable. Risks refer to
events possibly occurring that can damage wel-
fare, and vulnerability can be understood as the
(ex ante) magnitude of the threat to human de-
velopment outcomes.®! Individuals and house-
holds can reduce their vulnerability—that is,
they can strengthen their ability to deal with
shocks when they happen—by having access to
assets that can soften the blow.

The stakes at the bottom are high. Shocks
can affect people’s actions in ways that dimin-
ish human development potential over the
long run (for instance taking children out of
school), but they can also push individuals and
houscholds into extreme deprivation without
much notice.

Towards enhanced agency

The preceding section presented some stylized
facts about inequalities in human develop-
ment—going beyond income. But the analysis
of a few dimensions using a limited set of stand-
ard indicators is far from exhaustive. Relevant
inequalities in human development likely vary
across geographies, cultures and time. Indeed,
the people-centred human development ap-
proach is pluralist—admitting different valua-
tions and priorities—and open-ended.

How best to manage this complexity—the
multidimensional and changing nature of ine-
qualities—to explore the inequalities emerging
in the 21st century?

This section addresses this question by
looking at two aspects that bear on people’s
agency, supplementing the aspects linked to

On current trends the
out-of-school rate will
drop from 18 percent

in 2017 to 14 percentin

2030. A deviation from

the target, representing

225 million children
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BOX 1.5

Crises and divergence

Economic crises are an important factor behind divergence
in economic and social conditions. Countries suffering re-
cessions often take several years to recover.” Moreover,
within countries, crises tend to hurt the most vulnerable.
Ina study of Latin American countries all economic crises
were followed by an increase in the poverty rate, and most
were followed by an increase in inequality.?

Disasters linked to natural hazards can have dev-
astating impacts and harm human development, as
discussed in chapter 5. And such disasters will be-
come mare common as the climate crisis worsens. The
effects can be truly devastating. On 14 March 2019
tropical Cyclone Idai made landfall at the port of Beira,
Mozambique, before moving across the region. Millions
of people in Malawi, Mozambique and Zimbabwe were
hit by Southern Africa’s worst natural disaster in at least
two decades.® Six weeks later Cyclone Kenneth made
landfall in northern Mozambique—the first time in re-
corded history that two strong tropical cyclones hit the
country in the same season. The cyclones left around
1.85 million people in Mozambique alone in urgent need
of humanitarian assistance.

The cyclones were only the beginning of what
has become an education and health disaster. Around

3,400 classrooms had been destroyed or damaged in
Mozambique, with close to 305,000 children losing
out on lessons at school after the floods.* Malaria cas-
es rose to 27,000, and cholera cases to almost 7,000.
About 1.6 million people received food assistance, and
close to 14,000 people had to live in displacement cen-
tres. The cumulative effects of the storms will be fully
understood only over the next few years.

Conflicts are also devastating for human devel-
opment. Before the escalation of conflict in Yemen in
2015, the country ranked 153 in human development,
138 in extreme poverty, 147 in life expectancy and 172
in education attainment. The conflict has reversed the
pace of development—with nearly a quarter of a million
people killed directly by fighting and indirectly through
lack of food, infrastructure and health services. Some
60 percent of those killed are children under age 5. The
long-term impacts make it among the most destructive
conflicts since the end of the Cold War (see figure) and
have already set back human development in the coun-
try by 21 years. If the conflict continues through 2022,
development would be set back 26 years—more than
one generation. If the conflict persists through 2030, the
impact grows to nearly 40 years.

Conflict has already set back Yemen’s human development by 21 years

Human Development Index
(vears set back at the end of the conflict)

1990 2000 2010 2020 2030

1 A 1

2019
1998 (21-year setback)

Source: Moyer and others 2019.

Notes

1996 (26-year sethack)

2030
1991 (39-year setback)

1. Unemployment takes more than four years to recover; output, around two years (Reinhart and Rogoff 2009) and in many cases even more (Cerra and Saxena 2008).

2. Lustig 2000. 3. UNICEF 2019b. 4. See UNICEF (2019b).

inequalities in capabilities discussed until now.
As noted, capabilities are determinants of
well-being and are required for agency—but
are not the sole determinants. Thus, this section
first considers how inequality, often in the form
of discrimination, deprives people of dignity.
Inequalities hurt because they restrict access to
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the fruits of progress, with perverse effects on
social mobility and long-term social progress
(chapter 2), and because they erode human
dignity—and with it social recognition and
respect, which may limit agency. Second, since
inequality is a social and relational concept, it
responds to comparisons across social groups



and between individuals. So, social perceptions
can bring information about the social differ-
ences that matter to people, given that human
actions are also shaped by perceptions of fair-
ness towards what happens to one’s own and to
others.

Inequalities and the search for dignity

The search for dignity is crucial in defining
the constitutive aspects of development in the
21st century. This is true for both basic and
enhanced capabilities and achievements, and
it is a powerful insight to explore emerging
sources of exclusion—sources hard to cap-
ture through indicators typically reported
by national statistical offices. The search for
dignity is explicit in the “central capabilities”
of Martha Nussbaum.®* Amartya Sen, in turn,
emphasizes that, in defining minimally re-
quired freedoms, what matters is not only the
effect of directly observable outcomes—such
as income—but also the potential restric-
tions in the capability to function in society
without shame.®> He follows Adam Smith’s
Wealth of Nations, highlighting the role of
relative deprivations—with symbolic social
relevance, even if not essential for biological
subsistence—as defining basic necessities.
This is one of the roots of moving targets in
development. And indeed, human dignity
has been a central element in the evolution of
the global consensus about universally shared
ambitions, from the Universal Declaration
of Human Rights in 1948 to the Sustainable
Development Goals in 2015.

The search for dignity can also be crucial for
policymaking, particularly when recognition
(in the sense of equal treatment) is required
to complement other pro-equity policies, in-
cluding redistribution.®* One example is pro-
gress in recognition and rights of lesbian, gay,
bisexual, transgender and intersex (LGBTI)
people. The ability to appear in public with-
out shame is severely undermined when a
person’s identity is socially penalized. The
exclusion of LGBTTI people takes the form of
discrimination in work and in communities.
An environment hostile to LGBTI people
forces individuals to choose between facing
oppression and hiding their sexual identity
and preferences, limiting their possibilities of

open social interaction and personal realiza-
tion (box 1.6).

Dignity as equal treatment and non-
discrimination can be even more important
than imbalances in the distribution of income.
In Chile, with its very unequal income distri-
bution, inequality in income appeared high
in the ranking of people’s concerns (53 per-
cent of people said they were bothered by
income inequality) in a 2017 United Nations
Development Programme survey.® But they
expressed even more discontent with unequal
access to health (68 percent), unequal access
to education (67 percent) and unequal respect
and dignity in the way people are treated
(66 percent). Of the 41 percent of people who
said they had been treated with disrespect
over the last year, 43 percent said it was be-
cause of their social class, 41 percent said it
was because they are female, 28 percent said it
was because of where they live and 27 percent
said it was because of how they dress. In this
context, progress in policies to advance agency
and reduce shame and discrimination appear
as important as those to increase material
conditions.® In Japan the concept and meas-
urement of dignity also signal inequalities
that other material indicators cannot capture
(box 1.7).

Lack of equal treatment and nondiscrimina-
tion are also reflected in inequalities between
groups, which are known as horizontal ine-
qualities.”” Horizontal inequalities are unfair,
as they are rooted in people’s characteristics,
beyond their control. The SDGs encourage
examining horizontal inequalities through dis-
aggregation that spotlights priority groups—
those traditionally disadvantaged by income,
gender, age, race, ethnicity, migratory status,
disability, geographic location and other char-
acteristics relevant in national contexts.®®

Horizontal inequalities can reflect delib-
erate discrimination in policies, laws and
actions—or hidden mechanisms embedded
in social norms, unconscious biases or the
functioning of markets. Often the cultural
currents that drive horizontal inequality are
deep enough to perpetuate it despite policies
to ban or reduce it, as in India (box 1.8). In
Latin America horizontal inequalities appear
connected to a culture of privilege, with roots

in colonial times.*’

The search for
dignity is crucial

in defining the
constitutive aspects
of development in
the 21st century
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BOX 1.6

Social exclusion of leshian, gay, bisexual, trans and intersex people

Across the globe, leshian, gay, bisexual, trans and intersex
(LGBTI) people continue to face social exclusion in differ-
ent spheres of life on the basis of their sexual orientation,
gender identity, gender expression and sex characteristics.
Restrictive legal frameworks, discrimination and violence
based on those qualities (perpetrated by state and non-
state actors) and the lack of effective public policy are
among the main causes behind the exclusion of LGBTI
people.!

Restrictive legal frameworks

Criminalization is a major barrier for LGBTI people’s de-
velopment. As of May 2019, 69 UN Member States still
criminalize consensual same-sex sexual acts between
adults, and at least 38 of them still actively arrest, pros-
ecute and sentence people to prison, corporal punish-
ment or even death based on these laws.? Moreover,
many UN Member States also have laws criminalizing
diverse forms of gender expression and cross-dressing,
which are used to persecute trans and gender-diverse
people.?

The lack of legal gender recognition* is one of the
most challenging barriers to trans and gender-diverse
people’s social inclusion. When personal documents do
not match the holder’s appearance, it becomes a huge
obstacle to carry out common activities in daily life, such
as opening a bank account, applying for a scholarship,
finding a job and renting or buying property. It also expos-
es trans people to the scrutiny of strangers, distrust and
even violence. In many countries legal gender recognition
is granted only under pathologizing requirements such as
surgeries, invasive treatments/inspections or third-party
submissions.® Furthermore, when antidiscrimination laws
do not expressly protect people based on their sexual
orientation, gender identity, gender expression and sex
characteristics, LGBTI people are unable to seek justice
against acts of discrimination that may prevent them from
accessing vital services, including health care, education,
housing and social security, and employment.

Discrimination and violence based on sexual

orientation, gender identity, gender expression and

sex characteristics
Suffering violence and discrimination can deeply af-
fect a person’s ability to lead a productive and fulfilling

life. There is abundant research showing how LGBTI
people suffer from erasure, negation, discrimination
and violence:® A spiral of rejection may start at a very
young age within the family and continue in school,’
employment,® health care facilities and public spaces.
State officials can be the main perpetrators of violence
and abuse against LGBTI people, carrying out arbitrary
arrests, blackmail, humiliation, harassment and even
forced medical examinations. LGBTI people also face
exclusion when seeking access to justice, which con-
tributes to under-reporting of violence against LGBTI
people and low rates of prosecution of perpetrators of
such violence because LGBTI people are often isolated
from state institutions for fear of self-incrimination and
further abuses."

Lack of effective public policy

The third main group of causes of social exclusion of
LGBTI people has to do with state inaction on public pol-
icy issues of sexual and gender diversity."" As with other
social groups that have been subjected to protracted
discrimination, full social inclusion of LGBTI people
requires more than removing discriminatory legislation
and enacting legal protections. Effective public policies
designed and implemented to tackle, reduce and even-
tually eradicate social prejudice and stigma are required
to counter the effects of systemic exclusion, especially
among those living in poverty. Affirmative action may
also be necessary.

Intersex people also face particular forms of ex-
clusion that differ from those experienced by leshian,
gay, bisexual and trans people. In particular, they are
often subjected to unnecessary medical interventions
at birth, characterized as intersex genital mutilation.™
These interventions are often conducted in accord-
ance with medical protocols that allow health profes-
sionals to mutilate intersex bodies without consent
to modify atypical sex characteristics, usually when
victims are infants. Such traumatizing and intrusive
experiences can extend throughout childhood and
adolescence and can cause severe mental, sexual
and physical suffering.” This is usually compounded
by the total secrecy about intersex conditions, lack
of information among family members and societal
prejudice.™

Source: International Lesbian, Gay, Bisexual, Trans and Intersex Association and United Nations Development Programme.

International Lesbian, Gay, Bisexual,
Trans and Intersex Association

Notes

1. ILGA 2019; OutRight Action International 2019. 2. ILGA 2019. 3. Greef 2019; ILGA 2019. 4. Legal gender recognition refers to the right of trans people to legally change
their gender markers and names on official documents. For a survey of the legislation in force with regard to legal gender recognition in more than 110 countries, see
Chiam, Duffy and Gil (2017). 5. Chiam, Duffy and Gil 2017. 6. Harper and Schneider 2003. 7. Almeida and others 2009. 8. Pizer and others 2012; Sears and Mallory 2011.
9. Eliason, Dibble and Robertson 2011. 10. ILGA 2019. 11. Oleske 2015. 12. Wilson 2012. 13. WHO Study Group on Female Genital Mutilation and Obstetric Outcome 2006.
14. Human Rights Watch 2017.
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BOX 1.7

Inequality in human security in Japan: The role of dignity

In Japan the Sustainable Development Goals present an
opportunity to revisit the country’s development prior-
ities with a people-centred perspective. What defines
deprivation after most material shortages have been
overcome? The Human Security Index has three dimen-
sions of human security: life, livelihood and dignity. Life
and livelihood are linked to peace of mind and feelings
of safety. Dignity aims for a society where every person
can be proud of himself or herself.

In Japan data were collected on 47 prefectures,
using a battery of 91 indicators. The dignity dimension

Source: Based on Takasu (2019).

was measured through 26 indicators: 7 about the sit-
uation of children and women, 6 about trust in the
public sector, 2 about life satisfaction and 11 about
community, civic engagement and sound absorption of
migrants.

Early results show significant inequalities in
Japan across all three main dimensions. But the dig-
nity subindex shows a lower average than the life
and livelihood subindices. From this perspective the
greatest space for improvement would be in promot-
ing dignity.

Uncovering what is behind perceptions
of inequalities in the 21st century

The proportion of people desiring more in-
come equality has risen over the past decade
(see figure 1.1). Inequality is considered a ma-
jor challenge in 44 countries surveyed by Pew
Research. A median of 60 percent of respond-
ents in developing countries and 56 percent
in developed countries agree that “the gap be-
tween the rich and poor is a very big problem”
facing their countries.”” Remarkably, these feel-
ings are shared across the political spectrum.

Similarly, according to the latest perception
surveys in the European Union, an overwhelm-
ing majority think that income differences are
too great (84 percent) and agree that their gov-
ernments should take measures to reduce them
(81 percent).”" In Latin America the perception
of unfairness in the distribution of wealth has
increased since 2012, returning to levels of the
late 1990s, with only 16 percent of respond-
ents assessing the distribution as fair.”* This is
not to suggest that this is the only, or even the
most important, issue that people are worried
about—but it is clear evidence of the great, and
increasing, desire for more equality.

These perceptions matter and may depend
on whether the broader context is one of
stagnating or expanding incomes. Perceptions
of inequality—rather than actual levels of
inequality—drive society’s preferences for
redistribution.” In Argentina people who be-
lieved themselves to be higher in the income
distribution than they actually were tended to

want more redistribution when informed of
their true ranking.™

The way societies process inequalities is com-
plex. Studies in behavioural economics have
quantified how much people tend to underes-
timate inequalities (see spotlight 1.2 at the end
of the chapter). And social psychology has in-
vestigated the mechanisms and sociostructural
conditions that determine the perception of
inequalities, the perception of inequalities as
unfair outcomes and the response to those per-
ceptions. This literature gives new insights into
why people come to terms with very high ine-
quality from a social perspective. First, people
might accept or even contribute to inequality
through self-segregation following a desire for
harmony. Second, motivational narratives can
justify inequality, and stereotypes and social
norms have enormous influence (box 1.9). This
is a consistent and powerful complement to the
theory of adaptive preferences—based on the
individual’s tendency to underestimate depri-
vations to make them bearable—now from a
social point of view.

In summary, subjective measures consistently
indicate that many people around the world
find current inequality too high. Perceptions
data—when the limitations are well under-
stood—can complement objective indicators.
Indeed, some of the frontier measures of capa-
bilities and agency are subjective indicators.”
Perceptions of inequality tend to underesti-
mate the actual situation, so at high levels, they
have particular value as a red flag. Some of the
objective indicators of inequality—such as the

Chapter 1 Inequality in human development: Moving targets in the 21st century
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BOX 1.8

Horizontal inequalities in India: Different dynamics in basic and enhanced capabilities

India is a fast-growing economy. Its gross national income
per capita has more than doubled since 2005. Thanks to
a mix of fast economic growth and social policies, there
has been a sharp reduction in multidimensional pov-
erty. Between 2005/2006 and 2015/2016 the number
of multidimensionally poor people in India fell by more
than 271 million. On average, progress was more intense
among the poorest states and the poorest groups.'

Despite progress on human development indica-
tors, horizontal inequalities persist, and their dynamics
follow the same pattern described in the context of
vertical inequalities in human development: significant
gaps, convergence in basic capabilities and divergence
in enhanced capabilities.

First, the Scheduled Castes, Scheduled Tribes and
Other Backward Classes underperform the rest of so-
ciety across human development indicators, including
education attainment and access to digital technologies
(box figures 1 and 2).2 These groups have suffered from

stigma and exclusion for centuries. Modern India has
tried to constitutionally redress the disparities through
affirmative action, positive discrimination and reserva-
tion policies for these groups.’

Second, since 2005/06 there has been a reduction
in inequalities in basic areas of human development.
For example, there is a convergence of education at-
tainment, with historically marginalized groups catching
up with the rest of the population in the proportion of
people with five or more years of education. Similarly,
there is convergence in access to and uptake of mabile
phones.

Third, there has been an increase in inequalities in
enhanced areas of human development, such as access
to computers and to 12 or more years of education:
Groups that were more advantaged in 2005/2006 have
made the most gains, and marginalized groups are mov-
ing forward but in comparative terms are lagging further
behind, despite progress.

Box figure 1 India: Horizontal inequality in education of working-age people (ages 15-49)

Population with 5 or more
years of education, 2015 (percent)

87.1
78.7 831 77.9
68.8 -
60.7 66.3
I 50.2

Scheduled  Scheduled Other Other
Tribe Caste  Backward Class

Population with 12 or more
years of education, 2015 (percent)

387
294 304
232 79
I 10.6 II

M Men

Scheduled  Scheduled Other Other
Tribe Caste  Backward Class
[l Women

Change in population with 5 or more years of education
between 2005 and 2015 (percentage points)

206 200
180 178
133
104 13
73 I
Scheduled  Scheduled Other Other
Tribe Caste  Backward Class

Change in population with 12 or more years of education
between 2005 and 2015 (percentage points)

10814 11

98 10.5
88 94
Scheduled  Scheduled Other Other
Tribe Caste  Backward Class

Source: Human Development Report Office calculations based on Demographic and Health Survey data.

(continued)
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BOX 1.8 (CONTINUED)

Horizontal inequalities in India: Different dynamics in basic and enhanced capabilities

Box figure 2 India: Horizontal inequality in access to technology

Households with access (percent)

Mobile, 2015
878 9.0 94.7
716 I I I
Scheduled  Scheduled Other Other
Tribe Caste  Backward Class

Mobile, change between 2005 and 2015
(percentage points)

791 774
726
I 66.2
Scheduled  Scheduled Other Other
Tribe Caste  Backward Class

Computer, 2015

16.7
8.0
48
n B

Scheduled  Scheduled Other Other
Tribe Caste  Backward Class

Computer, change between 2005 and 2015
(percentage points)

10.2
6.0
4.0
243 I

Scheduled  Scheduled Other Other
Tribe Caste  Backward Class

Source: Human Development Report Office calculations based on Demographic and Health Survey data.

Notes

1. See UNDP and OPHI 2019. 2. See IIPS and Macro International (2007) and IIPS and IFC International (2017). 3. Mosse 2018.

Gini coeflicient in developing countries—do
not yet capture this reality, and it is plausible
that those indicators might be missing part
of the story.”® The empirical discussion in this
report provides numerous examples showing
how going beyond income, beyond averages
(and summary measures such as the Gini co-
efficient) and beyond today in measurement
(capturing elements expected to become more
important) makes a difference in uncovering
the growing inequalities that might be behind
those perceptions.

Finally, increasing demand for equality in
perception surveys has concrete consequences
for society. No matter the degree of subjectivity
and potential distortion, these opinions have
the chance to become part of the political dis-
cussion and to stimulate action. There is an ur-
gent need for evidence-based policy approaches
to respond to new demands.

Moving targets and 21st
century inequalities

A shift in people’s aspirations as a result of indi-
vidual and social achievements can be a natural
part of the development process. This moving
target is inherently relative and, therefore, re-
quires a more flexible way to assess inequality. A
definition of inequality from a few decades ago
may no longer be relevant. In a world without
extreme poverty, for example, the poverty line
will inevitably rise—indeed, poverty in devel-
oped countries is usually measured in relative
terms. For human development a shift in focus
from basic to enhanced capabilities may be
relevant. And what is considered enhanced is
bound to change over time: Think of how the
access to electricity and sanitation infrastructure
moved from ambitions to basic during the 20th

A shiftin people’s
aspirations as a result

of individual and social

achievements can be
a natural part of the
development process
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BOX 1.9

A social-psychological perspective on inequality

This box is grounded in an emerging social-psychological perspective on
people as relational beings, motivated to regulate their network of social
relationships. This perspective, which moves beyond more individualistic
perspectives, suggests that social embeddedness (the experience of social
connection within social networks and through group identities) and relative
deprivation (the experience of being unfairly worse off than others, based in
social comparisons with others) have important consequences.

Humans are an ultra-social species, with a need to belong. The psycho-
logical bonds that individuals develop with others through social interac-
tion reflect sources of social support and agency and offer targets for social
comparison (subjective assessments of whether others are doing better or
worse than oneself).! This is key to understanding the consequences of ine-
quality because a social-psychological perspective focuses on whether and
how individuals subjectively perceive and feel about inequality depending
on their network of relationships.

But even when individuals perceive inequality, they may not perceive
it as unfair? Social networks tend to be homogeneous because individuals
tend to self-segregate (“birds of a feather flock together”).® Individuals often
compare themselves with those around them, the ones forming a “bubble,”
who are thus likely to affirm their opinions about inequality. Contact with
others—for instance, between members of advantaged and disadvantaged
groups—may increase people’s awareness of inequality,* but research also
suggests that such contact is often characterized by a desire to maintain
harmony rather than to discuss the uncomfortable truth of inequality be-
tween groups (the “irony of harmony”).5 As such, social embeddedness of-
ten implies a sedative effect when it comes to perceiving inequality—one
cannot act on what one cannot see within one’s bubble.®

There is also a motivational explanation for why inequality, even when
perceived, is not necessarily perceived as unfair. Specifically, individuals can

Notes
1. Festinger 1954; Smith and others 2012. 2. Deaton 2003; Jost 2019; Jost, Ledgerwood and Hardin 2008; Major 1994. 3. Dixon, Durrheim and Tredoux 2005. 4. Maclnnis and Hodson 2019. 5. Saguy 2018. 6. Cakal and others 2011.
7. Jost, Ledgerwood and Hardin 2008; Major 1994. 8. Jost, Ledgerwood and Hardin 2008; Major 1994. 9. Corcoran, Pettinicchio and Young 2011; Green, Glaser and Rich 1998. 10. Marmot 2005. 11. Spruyt and Kuppens 2015.
12. Spruyt, Kuppens, Spears and van Noord forthcoming. 13. Jost 2019.

Source: Based on van Zomeren (2019).

be motivated to deny or justify the existence of inequality to uphold beliefs
about the fairness of the broader system.” Income inequality may be viewed
as fair by those who endorse a meritocratic belief system (affirming a level
playing field for everyone). Indeed, stereotypes are often used to acknowl-
edge inequalities in order to maintain them and thus the broader system in
which they are embedded.?

Against this backdrop, a social-psychological perspective offers an-
swers to questions such as why people do or do not act against inequality
(such as the gender pay gap) and why they often appear to act irrationally
(as in voting for a party that does not protect their interests). Such a perspec-
tive helps move beyond general correlations in aggregated data (such as be-
tween-country indicators of income inequality and public health) and zooms
in on the part of the broader relationship that can be explained through such
psychological processes as embeddedness and relative deprivation.®

A sacial-psychological perspective of inequality also goes beyond in-
come inequality. Many health inequalities have social antecedents in vari-
ous forms of inequality, including gender, ethnicity and race.'® Reference and
social comparison groups suggest that it is important to know whom people
compare themselves with and thus who is in their network and which group
identities they value—and which specific forms of inequality they are likely
to perceive as unfair and feel relatively deprived in. These psychological di-
mensions can be easily lost as the level of analysis and aggregation goes up.

Take education. It is not just an objective factor that affords or inhibits
opportunities for social mobility. It can also be a potential bubble and identi-
ty factor in palitical participation.” For example, making people aware of the
status differences between different education groups only reinforces those
differences, likely based in confirmation of the competence stereotypes as-
sociated with the lower and higher educated."? This is reminiscent of how
beliefs in meritocracy can justify inequalities.
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century. For development-induced gaps, reduc-
tions in inequality are desirable and expected,
not from restricting gains of those taking the
lead, but from broadly diffusing the newer more
advanced dimensions of development.””

This chapter has argued for measuring human
development based on the formation of capabil-
ities, step by step, from basic to enhanced. It has
documented large gaps in human development
in all dimensions. But the evolution of inequal-
ities shows two distinct patterns. Overall, the
global bottom is catching up in basic capabili-
ties, and inequality appears to be falling. But the
global top is pulling ahead in enhanced capabil-
ities, and here inequality is growing. People at
the bottom are catching up with 20th century

HUMAN DEVELOPMENT REPORT 2019

goals and aspirations, while people at the top are
enhancing their advantages in those relevant for
the 21st century. Between the bottom and the
top of the human development distribution is
the most diverse global middle class in history. It
is diverse in its cultural composition, geographic
location and relative position in the dynamics of
convergence and divergence. It is also a middle
class increasingly fragmented within countries in
access to goods and services, as documented in
developed countries.”®

It can be argued that some of the new in-
equalities are a natural result of progress.””
Progress has to start somewhere, so some
groups go first. Based on gradual progress, the
evolution of inequality might follow the shape



of an inverted-U over time, a version of the
Kuznets curve.®® When very few people achieve
a “target” (say, access to a new technology),
inequality is low: Most people perform equally
poorly. Subsequently, as more people obtain ac-
cess, inequality starts to increase, reflecting the
division between the haves and the have-nots.
Later on, once a large proportion of people have
reached access, inequality starts to decrease:
The majority of people are performing equally
well. This shows that there are different types
of inequalities. There are multiple processes of
divergence and convergence taking place at the
same time—overlapping Kuznets curves® —so
the same person could be catching up with ba-
sic capabilities and, simultaneously, being left
behind in the building up of enhanced capabil-
ities. When these patterns are not random, and
some groups tend to be in the lead, while others
are consistently behind, this process is bound
to be perceived as unfair.

Thus, even if transitory inequality goes along
with some forms of progress, that inequality
can be unfair if subsequent progress does not
spread out widely and fast enough. Inequalities
in enhanced capabilities that were already
high 10 years ago have been increasing since.
This can be changed, and it is a motivation for
policies that specifically address equality in
capabilities.

These simultaneous patterns of convergence
and divergence are likely to play a prominent
role in the 21st century. Both trends are im-
portant, not only because of their separate
effects—reducing extreme deprivations in
the first case and concentrating power in the
second—but also because of their political
implications. Progress might not mean as much
if combined with increased inequality in areas
people care deeply about, because of the con-
nections with empowerment and agency.

Once most of the population has attained
certain goals, other elements become more rel-
evant for how people see themselves in relation
to others and how others perceive them. They
begin to focus on their place in society and the
associated rights, responsibilities and opportu-
nities. Emerging inequalities can trigger per-
ceptions of unfairness to the extent that there is
no or slow catching up.

But moving targets could also be a challenge
for human development if more efforts and
accomplishments are needed to get the same
capabilities. People are likely to feel themselves
constantly falling behind.**

These dynamics® pose new and difficult
challenges that will affect development paths
in the coming decades. Chapter 2 turns to a
description of the mechanisms that underpin
these dynamics.

But moving targets
could also be a

challenge for human

development if
more efforts and
accomplishments

are needed to get the

same capabilities

Chapter 1 Inequality in human development: Moving targets in the 21st century
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Spotlight 1.1

Power concentration and state capture: Insights from history on
consequences of market dominance for inequality and environmental

calamities

Bas van Bavel, Distinguished Professor of Transitions of Economy and Society, Utrecht University, The

Netherlands

The organization of markets, their functioning,
their interaction with the state and their broader
effects on an economy and society develop slow-
ly. While debates on inequality are dominated
by developments spanning a few decades, and
often even a few years, observing and analysing
how inequality emerges, how it concentrates
power and how it can lead to the capture of
markets and the state call for a much longer, his-
torical perspective. Such a long-term approach
may have seemed irrelevant for issues pertaining
to the market economy, since it was widely held
that the market economy was a modern phe-
nomenon, having developed only from the 19th
century on, closely associated with moderniza-
tion. Recent economic historical work, however,
has changed this idea, by identifying several
market economies much earlier in history.'
Nine market economies, from antiquity to
the modern era, have been identified with cer-
tainty, and six of them have sufficient data to
investigate them well (table S1.1.1). This is thus

TABLE S1.1.1

Certain and possible cases of market economies

not an arbitrary set, but these are all known cas-
es of economies with dominant markets, which
can be followed over a long period. This allows a
better understanding of how market economies
develop, something that theoretical and formal
work and short-period cases studies cannot do.
All six market economies displayed a similar
evolution. In each of three cases analysed in
depth—Iraq, Italy and the Low Countries>—
markets emerged in an equitable setting and
became dominant, with an institutional or-
ganization that allowed easy market access to
broad groups within society. The opportunities
that market exchange offered further pushed
up economic growth and well-being, with the
fruits of growth fairly evenly distributed. As
markets became dominant, and especially the
markets for land, labour and capital, inequality
also grew in a slow process as ownership of land
and capital became more concentrated. Wealth
inequality in these cases grew to Gini index of
0.85 or higher? from substantially lower levels.

Location Period Date Note
Babylonia Ur Il / old-Babylonian period  c. 1900-1600 BCE Possible case
Babylonia Neo-Babylonian period ¢. 700-300 BCE Limited data
Athens/Attica Classical period ¢. 600 BCE-300 BCE Possible case
[taly Roman period c. 200 BCE-200 CE Limited data
Iraq Early Islamic period ¢. 700-1000 CE

Lower Yangtse Song period c. 1000-1400 CE Limited data
[taly (Center and North) ¢. 1200-1600 CE

Low Countries (especially the West) c. 1500-1900 CE

England c. 1600—

United States (North) c. 1825—

Northwestern Europe c. 1980—

Source: Bas van Bavel (Utrecht University, The Netherlands).
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As inequality grew, economic growth initial-
ly continued, but it became ever less translated
into broad well-being. With the stagnating
purchasing power of large shares of the pop-
ulation, lagging demand and the declining
profitability of economic investments, owners
of large wealth increasingly shifted their in-
vestments to financial markets. They used their
wealth to acquire political leverage through
patronage and buying political positions or by
acquiring key positions in the fiscal regime,
bureaucracy and finance and through their
dominance in financial markets and their role
as creditors of the state. Over the course of
100-150 years markets became less open and
equitable, through both large wealth owners’
economic weight and their ability to skew the
institutional organization of the markets.* As
a result, productive investments declined, the
economy started to stagnate and economic
inequality rose further, coupled with growing
political inequity and even coercion.

Each of the market economies started from
a very equitable situation, with relatively equal
distribution of economic wealth and political
decisionmaking. This was the result of a long
preceding period of smaller and bigger revolts
and forms of self-organization of ordinary
people—in guilds, fraternities, associations,
corporations, commons and companies
(figure S1.1.1).> Their organization enabled

FIGURE S1.1.1

Description of the stages in the development of the
historical market economies

Well-being

A

Dominan Dominance
0(13 ma?kecti G
elites

Rise of markets

Social movements

v

Inequality

Source: van Bavel 2016.

them to break existing inequities and forms of
coercion and to obtain a more equitable distri-
bution of wealth and resources. They also won
the freedom to exchange their land, labour and
capital without restraints by elite power, thus
opening the opportunity to use the market to
this end. Their struggles and forms of self-or-
ganization were thus at the base of the rise of
factor markets—and the rise happened within
a relatively equal setting, ensuring that large
groups could access the market and benefit
from market exchange.

This formative, positive phase was also found
in the more familiar, modern cases of market
economies: England, where the market became
dominant in the 17th century, and the north-
ern United States, in the first half of the 19th
century. Both were the most equitable socicties
of the time, with large degrees of freedom,
good access to decisionmaking and relatively
equal distribution of land and other forms of
wealth.® Market economies were thus not the
base of freedom and equity, as some theories
would have it, but rather developed on the
basis of earlier-won freedom and equity. The
market subsequently replaced the associations
and organizations of ordinary people as the
allocation system, a process that sped up when
market elites and state elites came to overlap
and jointly, and often deliberately, marginal-
ized these organizations. This reduced ordinary
people’s opportunities to defend freedom, their
access to decisionmaking power and their grip
over land and resources.

The allocation systems that prevailed before
the rise of the market, whether the commons or
other associations, had mostly included long-
term security and environmental sustainability
in their functioning, as ensured by their rules.
But the market does not do so explicitly.” And
in these other systems, cause and effect, and
actor and affected person, were more closely
linked, because of their smaller scale. In mar-
kets they are less so. This poses a risk, since
in a market economy, owners of land, capital
and natural resources are often far detached
from those affected by damage from exploiting
resources. They also face fewer constraints on
exploitation than systems with more divided
property rights.

In coastal Flanders, a mature market econ-
omy in the 14th-16th centuries, land was

Chapter 1 Inequality in human development: Moving targets in the 21st century
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accumulated by investors who did not live in
the area. These absentee investors changed the
logic of coastal flood protection from long-
term security to low cost and high risk, increas-
ing the flood risk and further marginalizing
the local population.® More generally, all cases
of market economies in their later, downward
phases experienced grave ecological problems,
from the salinization and breakdown of essen-
tial irrigation systems (medieval Iraq) to in-
creasing floods and famines (Renaissance Italy)
to malaria and floods (coastal Low Countries),
even though the later, modern market econo-
mies increasingly avoided the negative effects
of ecological degradation by acquiring resourc-
es overseas.

To see the interaction among market econ-
omies, material inequality and vulnerability
to natural shocks, look at three of the most
market-dominated parts of the Low Countries
(coastal Flanders, the Dutch river area and

FIGURE S1.1.2

Groningen) over the very long run in confront-
ing the hazard of high water tables.” Growing
material inequality increased the incidence of
serious floods, not directly, but through the
institutional framework for water management.
Only where this institutional organization was
adapted in line with growing material inequality
were disastrous effects avoided (figure $1.1.2).
This adaptation did not happen automatically
or inevitably, however, even when a society was
confronted with major floods.”” When both
property and decisionmaking rights were widely
distributed, chances were best that institutions
for water management were adapted and ad-
justed to changing circumstances to reduce the
risk of flood disaster. When wealthy actors and
interest groups controlled property rights over
the main resources and held decisionmaking
power, however, they upheld the prevailing ar-
rangements to protect their particular interests,
even if this actually weakened a society’s coping

Linking the hazard of high water to flood disasters: Economic and political equality enhances the chance
of institutions becoming adjusted to circumstances and preventing disaster

Hazard
(high water)

Source: Adapted from van Bavel, Curtis and Soens (2018).

Successful
feedback

Failed
feedback

Disaster
Poorly adjusted institutions \  (major flood)
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capacity. And if some adaptation in these cases
did take place, it was often aimed at increasing
the capacity of the economic system to recover
production levels after a shock—but at the ex-
pense of segments of the population that were
no longer included in decisionmaking.!" The
risk of these negative outcomes happening and
of institutions being poorly adjusted to ecologi-
cal and social circumstances was high in market
economies with high wealth inequality, where
the grip of a small group of private owners over
natural resources was strongest and decision-
making power became concentrated in their
hands.

How relevant are these observations for de-
velopments today? The historical cases where
markets emerged as the dominant allocation
system for factors of production (land, labour
and capital) all showed an accumulation of
wealth in the hands of a small group, which
then also concentrated political power, shaping
incentives in markets that increased inequality
and environmental calamities. Today, even in
parliamentary democracies, economic wealth
again seems to be translated into political lev-
erage—through lobbying, campaign financing
and owning media and information—whereas
mobile wealth owners can easily isolate them-
selves, for say, social disruption or environmen-
tal degradation.”” History shows that these

developments are not aberrations or accidental
events. And perhaps they require broader and
deeper consideration of a wider range of policy
actions to curb the concentration of econom-
ic and political power. The concentration of
economic power (wealth), the first stage, is
easiest to curb. But after the establishment of
economic power and its translation to political
dominance, this is far harder to do.

Notes

1 This is true even if the market economy is defined in a very
strict way—that is, as an economy where not only goods,
products and services, but also inputs (land and natural
resources, labour and capital) are predominantly allocated by
way of the market.

2 van Bavel 2016. For an analysis of long, cyclical patterns of rising
and declining inequality see also Turchin and Nefedov (2009).

3 van Bavel 2016 (see pp. 72-73 on Iraq, 128 on Florence in
1427 and 194-195 on Amsterdam in 1630).

4 This is true even in (relatively) inclusive political systems, in
contrast to the argument by Acemoglu and Robinson (2012),
where they are assumed to form a virtuous cycle.

5  van Bavel 2019.

6  For the United States, see Acemoglu and Robinson (2012) and
Larson (2010). To be sure, a position obtained at the expense
of the native population.

7 0On the nonembeddedness of market outcomes, see Gemici
(2007).

8  Soens 2011.

9  van Bavel, Curtis and Soens 2018.

10 See also Rohland (2018).

11 Soens 2018.

12 Gilens and Page 2014; Schlozman 2012.
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Spotlight 1.2

Rising subjective perceptions of inequality, rising inequalities in

perceived well-being

Subjective perceptions of inequality are at
odds with the decline in extreme deprivations
in objective data. Surveys have revealed rising
perceptions of inequality, rising preferences for
greater equality and rising global inequality in
subjective perceptions of well-being. All these
trends should be bright red flags—especially
given the tendencies of subjective views to
underestimate income and wealth inequality
in some countries and to understate global in-
equalities in well-being.

Downward bias in perceived
income and wealth inequality

On average, people misperceive actual income
and wealth inequality. Underestimating ine-
quality is common in some countries, such as
the United Kingdom and the United States.'
In one survey Americans believed that the top
wealth quintile owned about 59 percent of the
total wealth; the actual number was closer to
84 percent.” And ideal wealth distributions are
significantly more equal than respondents’ esti-
mates. All demographic groups desired a more
equal distribution of wealth than the status quo.?
And the actual wage ratio of chief executive of-
ficers to unskilled workers (354:1) far exceeded
the estimated ratio (30:1), which in turn was
substantially higher than the ideal ratio (7:1).

Other studies have asked respondents to esti-
mate their position in the income or wealth dis-
tribution. In Argentina only about 15 percent
of respondents placed their household income
in the correct decile.’ A significant portion of
poorer individuals overestimated their rank,
while a significant proportion of richer indi-
viduals underestimated theirs. Similar biases
emerged in a randomized survey experiment in
eight countries.®

Rising global inequality in subjective
perceptions of well-being

In assessing inequalities, one way to look be-
yond income—a wholly objective measure—is
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to consider subjective perceptions of well-being
and their distribution. They change from region
to region (figure S1.2.1). First, both the ability
to enjoy life and the ability to assess experiences
through well-being play a paramount role in
providing direct well-being and “evidential
merit” to inform individual decisionmaking.’”
Second, subjective indicators can provide val-
uable information to cover some of the blind
spots in objective data.

To be sure, subjective measures of well-be-
ing must be handled with care—but the very
reasons for doubt strengthen the case for at-
tending to rising perceptions of inequality. In
Amartya Sen’s theory of adaptive preferences,
people adapt preferences to their circumstanc-
es.® In data on self-reported happiness, people
facing deprivations moderate their preferences
to make their condition more bearable. In
contrast, the affluent report lower happiness
than their wealth might seem to warrant, be-
cause their high satiation has reduced the space
for adding to personal satisfaction.” For both
reasons subjective measures of happiness can
understate inequalities in well-being.

Remarkably, self-reported happiness shows
increasing inequality in subjective well-being
around the world—a trend that has steepened
sharply since 2010 (figure S1.2.2). This has
been an increasing trend during 2006-2018 in
all regions except Europe.' Inequality in the
Commonwealth of Independent States was
stable at first but has been rising since 2013.
Inequality was steady in Latin America until
2014 and has risen since and rose until 2010 in
the US-dominated North America, Australia
and New Zealand region but has been constant
since. Inequality has been rising since 2010 in
Southeast Asia but has not risen as much in the
rest of Asia. In Sub-Saharan Africa inequality
has followed a steep post-2010 path, similar to
that in Southeast Asia. And in the Middle East
and North Africa inequality rose from 2009 to
2013 but has been stable since.

The trend towards greater inequality in
subjective well-being poses a challenge. First,



FIGURE S1.2.1

Transmitting inequalities in human development across the lifecycle
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Note: Respondents’ answers to life evaluation questions asked in the poll on a scale from 0 (the worst possible) to 10 (the best possible).
Source: Helliwell 2019.
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FIGURE S1.2.2

Distribution of subjective well-being across the
world (measured by people’s overall satisfaction
with their lives)

Global inequality in subjective well-being
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Source: Human Development Report Office calculations based on Helliwell
(2019), using Gallup data.

people’s overall life satisfaction is in many
ways a barometer of everything else in their
lives. There are strong links between higher
life evaluations and several key measures of
human development—including higher job
satisfaction and more effective government—
and moderately strong links between higher
life satisfaction and greater freedom of choice
and lower inequality."" Moreover, the variables
that the literature on subjective well-being, and

HUMAN DEVELOPMENT REPORT 2019

remarkably the World Happiness Reports, show
to be correlated strongly with life evaluations—
namely income, social support, healthy life ex-
pectancy at birth, freedom to make life choices,
generosity and corruption—are all dimensions
of human development.’> So if a society is more
unequal in its experience of life satisfaction, it is
likely more unequal in its experience of life and
human development.

Second, higher inequality in subjective
well-being is associated with lower subjective
well-being.'? In other words, greater inequality
in happiness makes everyone less happy.

Source: Human Development Report Office.

Notes

Hauser and Norton 2017.

Norton and Ariely 2011.

Norton and Ariely 2013.

Kiatpongsan and Norton 2014.

Cruces, Pérez-Truglia and Tetaz 2013.

Bublitz 2016. These countries include Brazil, France, Germany,
the Russian Federation, Spain, Sweden, the United Kingdom and
the United States. With regard to own estimated income posi-
tion, individuals in the bottom income quintile have a positive
income position bias, whereas individuals in higher income quin-
tiles have a negative income position bias (except individuals in
the second quintile, who show almost no income position bias).
7  See Sen(2008a).

8  See, forinstance, Sen (1999, pp. 62-63).

9  Graham 2012.

10 Helliwell 2019.

11 See Hall (2013).

12 See Hall (2013).

13 Helliwell 2019.
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Spotlight 1.3

The bottom of the distribution: The challenge of eradicating income

poverty

Today, about 600 million people live on less
than $1.90 a day.! There has been considerable
progress in the fight against poverty in recent
decades. The extreme income poverty rate fell
from 36 percent in 1990 to 8.6 percent in 2018.
Despite this progress, the number of people liv-
ing in extreme poverty globally is unacceptably
high, and poverty reduction may not be fast
enough to end extreme poverty by 2030, as the
Sustainable Development Goals demand. After
decades of progress, poverty reduction is slow-
ing (box S1.3.1).

Overall, extreme poverty rates tend to be
higher in low human development countries,
but poor people can be found in countries at
all levels of development (figure $1.3.1). While
poverty rates have declined in all regions, pro-
gress has been uneven, and more than half of
people in extreme poverty live in Sub-Saharan
Africa, where absolute numbers of people living

BOX S1.3.1

Income poverty reduction scenarios to 2030

Today, 70 people escape poverty every minute, but once
most countries in Asia achieve the poverty target, the
rate of poverty reduction is projected to slow to below
50 people per minute in 2020. The projected global
poverty rate for 2030 ranges from 4.5 percent (around
375 million people) to almost 6 percent (over 500 million
people) (see figure). Even the most optimistic projec-
tions show more than 300 million people living in ex-
treme poverty in Sub-Saharan Africa in 2030.

According to the benchmark scenario, 24 countries
are on track to reach the poverty target, with 207 mil-
lion people expected to move out of poverty before
2030. In 40 off-track countries, even though poverty
headcounts will fall, 131 million people are expected
to remain in poverty by 2030. In 20 countries the num-
ber of people living in poverty is projected to increase
from 242 million to 290 million (see figure). However,
the benchmark scenario is a relatively optimistic view
of future economic development, especially in Sub-
Saharan Africa.

in poverty are increasing. If current trends con-
tinue, nearly 9 of 10 people in extreme poverty
will be in Sub-Saharan Africa in 2030.2

Income poverty is only one form of poverty.
Those furthest behind suffer from overlapping
deprivations, discriminatory social norms
and lack of political empowerment. Risks and
vulnerabilities only enhance the fragility of
achievements—as explained in the United
Nations Development Programme’s framework
on Leaving No One Behind.?

Among countries that are off track, most are
in Africa and more than one third exhibit high
levels of conflict or violence.* Together they
pose some of the world’s most severe develop-
ment challenges. They also share characteristics
of low tax effort and low health and education
spending. They are hampered by weak private
sector development in the nonagricultural
service sector and share a high dependence on

Box figure 1 Poverty headcount by track
classification, 2017 and 2030

Poverty headcount

based on SSP 2 104 countries
(millions) 23 million
600 -

104 countries 24 countries

10 million 10 million

40 countries 40 countries
202 million 131 million
20 countries 20 countries
242 million 290 million
2017 2030
u Rising poverty m Off track
On track = No extreme poverty

Note: The Intergovernmental Panel on Climate Change's Shared Socioeconomic
Pathways reflect different degrees of climate change mitigation and adaptation.
SSP2 corresponds to the benchmark scenario and assumes the continuation of
current global socioeconomic trends.

Source: Cuaresma and others 2018.
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FIGURE S1.3.1

Some 600 million people live below the $1.90 a day poverty line
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Source: Human Development Report Office estimates.

natural resources. Increasing labour income is
critical for those at the very bottom.> Access to
physical and financial assets is also important—
land, capital and other inputs for production
or services help as income-generating streams
and buffers against shocks.® Social protection,
in the form of a noncontributory minimum
payment, providing for the most vulnerable is
also important.”

Human development progress involves the
capacity to generate income and translate it
into capabilities, including better health and
education outcomes. This process plays out
throughout the lifecycle. Each person’s devel-
opment starts early—even before birth, with
nutrition, cognitive development and educa-
tion opportunities for infants and children. It
continues with formal education, sexual health
and safety from violence before entering the
labour market. For the poorest people the
lifecycle is an obstacle course that reinforces
deprivations and exclusions.

HUMAN DEVELOPMENT REPORT 2019

Multidimensional poverty indices can shed
further light on the people furthest behind by
capturing overlapping deprivations in house-
holds and clusters of households in a geograph-
ic area. These are linked to income poverty,
but with significant variations (figure S1.3.2).
Some people might be multidimensionally
poor even if they live above the monetary pov-
erty line. The global Multidimensional Poverty
Index (MPI) covers 101 countries, home to
77 percent of the world’s population, or 5.7 bil-
lion people. Some 23 percent of these people
(1.3 billion) are multidimensionally poor. The
MPI data illustrate the challenge of addressing
overlapping deprivations: 83 percent of all
multidimensionally poor live in South Asia
and Sub-Saharan Africa, 67 percent in middle
income countries, 85 percent in rural areas and
46 percent in severe poverty.® Poor people in
rural areas tend to have deprivations in both
education and access to water, sanitation, elec-
tricity and housing. But the challenges extend



FIGURE S1.3.2

Poverty at the $1.90 a day level is tied to multidimensional poverty

Population living below PPP $1.90 a day
income poverty line, 2007—-2017 (percent)
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to urban areas, too: Child mortality and mal-
nutrition are more common in urban areas.’
Sub-Saharan Africa has the most overlapping
MPI deprivations—with more than half the
populations of Burundi, Somalia and South
Sudan experiencing severe multidimensional
poverty, with 50 percent or more of overlap-
ping deprivations (figure S1.3.3).

As countries develop, people tend to leave
poverty, but the process is neither linear nor
mechanic. It comprises both an upward motion
(moving out) and a risk of downward motion
(falling back in). The very definition of a mid-
dle-class threshold can be computed by thinking
of the threshold as a probability rather than an
absolute line. That is, a person might be consid-
ered middle class when he or she is not poor and
is at very little risk of becoming poor. For dozens
of countries that have reduced poverty, the stakes
of not losing the progress of the past 15-20 years
are significant. As Anirudh Krishna points out
in his analysis of the life stories of 35,000 house-
holds in India, Kenya, Peru, Uganda and North
Carolina (United States), many low-income

FIGURE S1.1.3

Sub-Saharan countries have the most overlapping
deprivations

People living with
multidimensional deprivations
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Note: Vulnerable nonpoor population refers to people with 20 percent or more
and less than 33 percent of overlapping deprivations. nonsevere poor population
refers to people with 33-50 percent of overlapping deprivations, and severe poor
population refers to people with 50 percent or more of overlapping deprivations.
Source: Human Development Report Office calculations based on the methodology
to compute the Multidimensional Poverty Index in HDRO and OPHI (2019).
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individuals are just one illness away from pov-
erty.'” Even relatively well-oft households can
drop below the poverty line after personal (such
as severe health problems) or communal shocks
(such as a disaster or the termination of the main
source of employment). Another study shows
that just 46 percent of Ugandans who were in
the bottom quintile in 2013 had been there two
years before.! In Indonesia 52 percent of house-
holds with children were new to the bottom
quintile from one year to the next.'?

Between 2003 and 2013, tens of millions of
people moved out of poverty in Latin America.
Yet, large numbers of people remain vulnerable
to falling back in poverty. In Peru having the
head of the household covered by a pension
increased the probability of exiting poverty by
19 percentage points and reduced the probabil-
ity of falling back into poverty by 7 percentage
points. By contrast, access to remittances re-
duced the probability of falling back into pov-
erty by 4 percentage points."

HUMAN DEVELOPMENT REPORT 2019

Horizontal inequalities also have dynamic
effects. Between 2002 and 2005 ethnicity re-
duced the probability of transitioning out of
poverty in Mexico by 12 percentage points and
increased the probability of falling back into
poverty from vulnerability by 10 percentage
points.'

Notes

1 See World Bank (2018a) and the World Poverty Clock (https://
worldpoverty.io).

2 See www.worldbank.org/en/topic/poverty/overview.

3 UNDP 2018b. See also UNSDG 2019.

4 Based on the classification by Gert and Kharas (2018).

5  See Azevedo and others (2013).

6  See Lopez Calva and Castelan (2016).

7 Seell0(2017).

8  OPHIand UNDP 2019.

9 Aguilar and Sumner 2019.

10 Krishna 2010.

11 Kidd and Athias 2019.

12 This analysis follows Martinez and Sanchez-Ancochea (2019a).

13 Abud, Gray-Molina and Ortiz-Juarez 2016.

14 See Abud, Gray-Molina and Ortiz-Juarez (2016).
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2.

Inequalities in human development:
Interconnected and persistent

“Inequality is not so much a cause of economic, political, and social processes as a consequence. [...] Some of the pro-
cesses that generate inequality are widely seen as fair. But others are deeply and obviously unfair, and have become a

legitimate source of anger and disaffection.”

How do the patterns of inequalities in human
development emerge? Where are the opportu-
nities to redress them? Much of the debate on
these questions has centred on the thesis that
income inequality, in and of itself, has detri-
mental effects on human development. So re-
ducing income inequality—primarily through
redistribution using taxes and transfers—
would also enhance capabilities and distribute
them more equally.

Yet, this is far too reductionistic and mech-
anistic a formulation of the links between
income inequality and capabilities. As in
chapter 1, it is crucial to go beyond income
and lay out the mechanisms through which
inequalities in human development emerge—-
and often persist.

This chapter’s approach follows Amartya
Sen’s argument in Development as Freedom
that addressing deprivations in one dimension
not only has benefits in and of itself but can
also support the amelioration of others.” For
instance, deprivations in housing or nutrition
may hinder health and education outcomes.
While income is also a factor, deprivations
are not necessarily tied to household ability to
buy goods and services in markets. That is the
motivation for the global Multidimensional
Poverty Index, the nonmonetary measure
of deprivation published in the Human
Development Report since 2010.” Being in
poor health and having low education achieve-
ments, in turn, can hinder the ability to earn
income or participate in social and political
life. These deprivations can reinforce each
other and accumulate over time—driving and
even amplifying disparities in capabilities.

The difficulty with this approach, however, is
similar to the one in chapter 1: where to start?

This chapter addresses the question by
following a dual approach. The first takes a

lifecycle perspective, similar to the one that
inspired the analysis of capabilities linked
to health and education in chapter 1 (with
climate change and technology addressed at
length in part III of the Report), and considers
what happens to children from birth, and even
before birth, and how families, labour markets
and public policies shape children’s oppor-
tunities.* Parents, through their actions and
decisions, pass on to their children the quali-
ties that the labour market values or devalues,
explaining in part how family background
determines personal income. Children’s edu-
cation attainment depends on their parents’
socioeconomic status, which also determines
children’s health, starting before birth, and
cognitive ability, in part through early child-
hood stimuli. That status also determines the
neighbourhood they grow up in, the schools
they attend and the opportunities they have
in the labour market, in part through their
knowledge and networks.

While this lifecycle approach is helpful to
illuminate mechanisms at the individual and
household levels, the determinants of the
distribution of capabilities cannot be fully
accounted for by behaviour at these levels.
Policies, institutions, and the rate of growth
and change in the structure of the economy,
among other factors, also matter a great deal.
Thus, the chapter follows a second approach to
consider how income inequality interacts with
institutions and balances of power, the way soci-
eties function and even the nature of economic
growth. Going beyond income does not imply
excluding income inequality. Instead, it means
that income inequality should, in the words of
Angus Deaton, not be considered some sort of
“pollution” that directly harms human devel-
opment outcomes.’ It is crucial to spell out the
mechanisms through which income inequality

Addressing
deprivations in one
dimension not only
has benefits in and

of itself but can

also support the
amelioration of others
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interacts with society, with politics and with the
economy in ways that can both beget more ine-
qualities and harm human development.

One example is how income inequality,
institutions and balances of power co-evolve.
When elite groups can shape policies that fa-
vour themselves and their children, that drives
further accumulation of income and opportu-
nity at the top. High income inequality is thus
related to lower mobility—individuals® ability
to improve their socioeconomic status.

Intergenerational income mobility—the
extent to which parents’ income accounts for
their children’s income—is persistently low in
some societies. When that happens, the skills
and talent in an economy are not necessarily
allocated in the most efficient way, reducing
economic growth from a counterfactual that
allocates resources to earn the greatest returns.
The point to emphasize is less the precision of
cross-country econometric estimates and more
the identification of a plausible mechanism that
runs from high inequality through opportuni-
ty (key for human development) to economic
growth—and back.

The nature of inequalities also matters. For
example, horizontal inequalities—which, as
highlighted in chapter 1, refer to disparities
among groups rather than among individuals—
seem to matter for conflict. Once again, spell-
ing out the mechanism is crucial: In this case,
horizontal inequalities not only lead to shared
grievances within a group but can also interact
with political inequality to mobilize collective
action for that group to take up arms.

How inequalities begin at
birth—and can persist

In countries with high
income inequality the
association between
parents’ income and
their children’s income
is stronger—that is,
intergenerational
income mobility

is lower

In countries with high income inequality the
association between parents’ income and their
children’s income is stronger—that is, intergen-
erational income mobility is lower. This relation
is known as the Great Gatsby Curve,” often
portrayed in a cross-plot of country data with
income inequality on the horizontal axis and a
measure of the correlation between parents’ in-
come and their children’s income on the vertical
axis. The Great Gatsby Curve also holds using
a measure of inequality in human development
instead of income inequality alone (figure 2.1):
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FIGURE 2.1

I

Intergenerational mobility in income is lower
in countries with more inequality in human
development
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Note: The measure of inequality used is the percentage loss in Human
Development Index (HDI) value due to inequality in three components: income,
education and health. The loss can be understood as a proxy for inequality in
capabilities. The correlation coefficient is .6292. Inequality in income is the strongest
correlate among the three components (with a correlation coefficient of .6243),
followed by inequality in education (.4931) and inequality in life expectancy (.4713).
Source: Human Development Report Office using data from GDIM (2018),
adapted from Corak (2013).

The greater the inequality in human develop-
ment, the greater the intergenerational income
elasticity—that is, the lower the mobility. This
relation does not imply direct causality in either
direction and can be accounted for by a number
of mechanisms running in both directions.®
This section explores how “the adult outcomes
of children reflect a series of gradients between
their attainments at specific points in their lives
and the prevailing socioeconomic inequalities
to which they are exposed.”

The underlying mechanisms of this relation
can be understood, departing from inequal-
ity (because it is possible to account for the
relationship also in the direction running
from low mobility to high inequality), as fol-
lows: “Inequality lowers mobility because it
shapes opportunity. It heightens the income
consequences of innate differences between
individuals; it also changes opportunities, in-
centives, and institutions that form, develop,
and transmit characteristics and skills valued
in the labour market; and it shifts the balance
of power so that some groups are in a position



to structure policies or otherwise support
their children’s achievement independent of
talent.”!® Opportunities are thus shaped by
incentives and institutions that interact as driv-
ers behind the Great Gatsby Curve. In more
unequal countries it tends to be more difficult
to move up because opportunities to do so are
unequally distributed among the population."
But what factors constitute inequality of op-
portunity? There are several, including—but
not limited to—family background, gender,
race, or place of birth—all crucial in explaining
income inequality.'” The above hypothesis is
supported by a negative association between
a measure of inequality in opportunity and
mobility in education, finding that the share
of income inequality that is attributable to
circumstances is higher in countries with lower
education mobility.”* A similar relation was
found between inequality in opportunity and
mobility in income.'*

Inequality in opportunity is thus a link be-
tween inequality and intergenerational mobil-
ity: If higher inequality makes mobility more
difficult, it is likely because opportunities for
advancement are more unequally distributed
among children. Conversely, the way lower
mobility may contribute to the persistence of
inequalities is by making opportunity sets very
different among the children of the rich and
the children of the poor.” These opportunities
not only affect the level of welfare that will be
attained; they also determine the efforts that
will have to be invested to achieve certain out-
comes.'® A measure of inequality that assesses
only outcomes will thus never be able to fully
assess the fairness of a certain allocation of
resources.!”

But relative mobility is not alone in being im-
portant for human development. Without ab-
solute mobility, education and income would
not increase from one generation to the next,
which is important for progress, especially for
low human development countries that need to
catch up in capabilities (see chapter 1).

As introduced in chapter 1, a gradient de-
scribes how achievements along a dimension
(say, health or education) increase with socio-
economic status. A vast literature describes how
gradients emerge and persist. Angus Deaton
described how health gradients were flat—
with very little difference in health outcomes

between the rich and the poor—until health
innovations around the 18th century made it
possible for the richest to start having access
to health technologies: “Power and money are
useless against the force of mortality without
weapons to fight it”"” In the second half of the
19th century health gradients were carefully
documented in Britain and elsewhere, with
their persistence remaining an enduring area of
policy and academic debate.?

How do health and education gradients
evolve to opportunity? Some interactions
can describe what happens over the lifecycle
(figure 2.2).

A key channel for a potential vicious cycle of
low mobility is an education loop. Education
mobilizes individuals to improve their lot,
but when low education is passed on from
parents to children, those opportunities for
improvement are not fully seized. To break the
cycle requires understanding how these loops
operate, pointing to opportunities for interven-
tions, considered in the next section. Another
significant loop relates to health status, starting
at birth and evolving through life depending
on family choices and health policies.”' The
unequal distribution of health conditions can
contribute to inequalities in other areas of life,
such as education and the possibility to gener-
ate income.”” The relation also goes the other
way, with health gradients in income suggesting
that higher income “protects” health, which in
turn enables people to be less prone to losing
income as a result of being sick (with a vicious
cycle in reverse potentially happening to those
with lower income).

Inequalities in key areas of human devel-
opment are thus interconnected and can be
persistent from one generation to the next.
Many aspects of children’s outcomes can be
carried through to other stages of the lifecycle,
where they affect adults’ ability to generate
income. The resulting socioeconomic status
shapes mating behaviours among adults.”
People with a certain income and education
tend to marry (or cohabit with) partners with
similar socioeconomic status (assortative mat-
ing).** When these couples have children, the
feedback loop can start from the top again,”
with parents’ socioeconomic status shaping
their children’s health and early childhood

development.?

People with a
certain income and
education tend to

marry (or cohabit with)

partners with similar
socioeconomic status
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FIGURE 2.2

Education and health along the lifecycle
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Note: The circles represent different stages of the lifecycle, with the orange ones resenting final outcomes. The rectangle represents the process of assortative mating.
The dashed lines refer to interactions that are not described in detail in this chapter. A child's health affects early childhood development and prospects for education.
For example, an intellectually disabled child will not be able to benefit from early childhood development and education opportunities in the same way as a healthy child.
Education can also promote a healthy lifestyle and convey information on how to benefit from a given health care system if needed (Cutler and Lleras-Muney 2010).

Source: Human Development Report Office, adapted from Deaton (2013b).

Education: how gaps can
emerge early in life

Similar to the Great Gatsby Curve and to
figure 2.1, countries with higher inequality in
human development see higher intergenera-
tional persistence of education (a coefficient
that estimates the impact of one additional year
of parents’ schooling on respondents’ years of
schooling).?” This means that education levels
across generations are stickier (that is, there is
less relative mobility) in more unequal coun-
tries (figure 2.3). The component with the
strongest correlation coefficient is education,
meaning that intergenerational persistence in
education is higher the more unequally distrib-
uted the mean years of schooling in a given so-
ciety are. As above, no direct causation should
be inferred without looking at the mechanisms
behind the correlation, which requires exam-
ination at the individual level rather than the
country level. The questions are how parents’
socioeconomic status (most importantly their
education levels) and health status (see the
next section) are related to their children’s
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FIGURE 2.3

Intergenerational persistence of education is
higher in countries with higher inequality in human
development
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Note: The measure of inequality used is the percentage loss in Human Development
Index (HDI) value due to inequality in three components: income, education and
health. The loss can be understood as a proxy for inequality in capabilities. The
correlation coefficient is .4679. Inequality in education is the strongest correlate
among the three components (with a correlation coefficient of .5501), followed by
inequality in life expectancy (.4632) and inequality in income (.1154).

Source: Human Development Report Office using data from GDIM (2018).




education, and what role do institutions play in
the relationship?

Inequalities in education start during infancy.
Exposure to stimuli and the quality of care, both
in the family and in institutional environments,
are crucial for expanding children’s choices in
later life and for helping them develop their full
potential.”® Parents provide stimuli for young
children, and families can be nurturing. Parents’
education shapes the nurturing care provided to
a child from conception to early childhood: a
home environment that is responsive, emotion-
ally supportive, conducive to children’s health
and nutrition needs, and developmentally
stimulating and appropriate, including oppor-
tunities for play, exploration and protection
from adversity.” But parents are unequally
able to exploit the opportunity to nurture. For
example, children in US professional families
are exposed to more than three times as many
words as children in families receiving welfare
benefits.” This has effects on early learning and
later achievement test scores, leading to inter-
generational persistence in education.

Institutions can play a crucial role in
fostering mobility. For example, there is a

FIGURE 2.4

Skill gaps emerge in early childhood, given parents’
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13.7 percent return on investment for compre-
hensive, high-quality, birth-to—age 5 early ed-
ucation, which is even higher than previously
estimated.’! However, children from families
with different socioeconomic status also have
unequal access to these programmes, nation-
ally and globally. Enrolment in preprimary
programmes (age 3 to school entrance age)
ranges from 21 percent in low human devel-
opment countries to 31 percent in medium
human development countries to 74 percent
in high human development countries and to
80 percent in very high human development
countries.??

But even if children attend preprimary
programmes, disparities in learning abilities
are often already apparent for the reasons ex-
plained above. Consider the relation between
average achievement test scores by a child’s age
and levels of parents’ education in Germany
(a proxy for socioeconomic status; figure 2.4).
The differences in age-specific scores are sub-
stantial, and they increase enormously during
the first five years of a child’s life and persist
throughout childhood. This does not mean
that children do not learn in school (as the tests
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become more difficult), nor does it mean that
schooling contributes nothing to help disad-
vantaged children (because the gaps could, and
probably would, significantly increase through-
out childhood were it not for the equalizing
effect of schooling). But it does highlight the
substantial influence of parents’ education
on the education achievements of their chil-
dren—even in a very high human development
country with low inequality in human develop-
ment and low intergenerational persistence in
education.” Therefore, universal participation
in early childhood development programmes,
even before preprimary education, has the po-
tential to reduce inequality in education as well
as increase education mobility.

In many lower human development countries
unequal early childhood stimuli are not the
only barrier to mobility in education. Children
from lower socioeconomic status families may
be unable to attend school because they have
duties around the house or on the farm or be-
cause they need to earn income for the family.*
But even if all children had the same grade at-
tainment, the gap in universal numeracy would
close by only 8 percent in India and 25 percent
in Pakistan, and the gap in universal literacy
would close by only 8 percent in Uganda and
28 percent in Pakistan. So, even if a child from
a poor household completed as many grades as
a child from a rich household, the likelihood of
becoming numerate or literate would still not
be the same for both children. Children from
the poorest 40 percent of houscholds usually
show lower abilities in numeracy and literacy
at each grade. If these children had the same
learning profiles—that is, the same relation be-
tween years of schooling and a measure of skills
or learning—as children from rich families,
the gap in universal numeracy would close by
16 percent in Pakistan and Uganda and 34 per-
cent in India, and the gap in universal literacy
would close by between 13 percent (Uganda)
and 44 percent (India).”® Hence, in addition to
expanding access to education, gaps in learning
ability have to be reduced, the earlier the better,
as the example from Germany shows.

Early childhood stimuli are not the only
advantage children from high socioeconomic
status families have. Even if they perform poor-
ly in school, they are still much more likely to
move on to higher education, as evidenced in
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France, Germany and other European countries
as well as in different institutional and political
contexts, such as Soviet Leningrad in the late
1960s and the United States in the late 1970s.3¢
Parents with high socioeconomic status can
provide direct help, pay for private tutoring,
computers and travel or move their children to
remedial school or to a less demanding school
and thus give them a second chance.?”

Another potential source of divergence is so-
cial and emotional learning, which is critical for
creating productive adults (box 2.1).*® Social
and emotional learning is conducive not only
for productivity but also for peaceful social in-
teraction in cohesive societies.’? Modern forms
of education increasingly take such learning
into account when designing curricula, but it is
an additional challenge for many low and me-
dium human development countries that are
undertaking substantial efforts to provide uni-
versal basic education. There is thus potential
for even more divergence between countries.

This illustrates a crucial point consistent with
the evidence of chapter 1: While much attention
has been paid to raising people above a certain
“floor,” that does not eliminate the persistence
—and in some cases the generation—of steeper
gradients in achievement. Policies geared to
raising people above a floor fail to boost young
people’s opportunities to move on to higher
education. Interventions thus need to consider
both how to finish closing the gap in basic
education achievements and how to stem the
persistent—or even the increasing—divergence
in more advanced education achievements.

The effect of the gradient is also carried on
to the labour market. Someone with high
socioeconomic status but low final education
attainment—such as a member of a privileged
family who lacks a university degree or an upper
secondary diploma—has a much higher chance
than a less privileged person of working at a well
paid job and avoiding manual labour. People
from families with high socioeconomic status
often manage to avoid downward occupational
mobility relative to their parents, even with poor
education performance.”’ A crucial role in this
can be attributed to social networks and family
networking activity."! In some countries improve-
ments in mobility in education have not had the
expected equalizing effect on income because
of the increasing importance of networks and



BOX 2.1

Key competencies of social and emotional learning

Five key social and emational competencies have been
identified as essential: self-awareness, self-manage-
ment, social awareness, relationship skills and respon-
sible decisionmaking (see figure). They are interrelated,
synergistic and integral for children’s and adults’ growth
and development.' Including and strengthening learning
material that teaches social and emotional compe-
tencies in core curricula have been highly effective in

European countries, especially for at-risk children such
as children from ethnic and cultural minarities, children
from deprived socioeconomic backgrounds and children
experiencing social, emotional and mental health chal-
lenges.? Social and emotional learning can thus flatten
the education gradient by expanding capabilities, with
the potential to reduce inequalities in human develop-
ment and promote equity and social inclusion.

Five key social and emotional competencies and how to obtain them

\omes and commu,,,'t,-es

Schools

Classrooms

Self- Self-
awareness management
Social and
emotional
Social learning Responsible
decision-
awareness

Source: Jagers, Rivas-Drake and Borowski 2018.

Notes
1. Jagers, Rivas-Drake and Borowski 2018. 2. Cefai and others 2018.
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networking activities that may at times be more
effective than higher levels of education in the
labour market.*?

In sum, children start on an unequal footing
because of their experiences before entering
the formal education system—particularly, the
early education and stimuli that their parents
provide. Together with differences in the access
to and quality of education (see chapter 1), this
accounts for intergenerational persistence in
education within countries. Children from low
socioeconomic status families are less likely to
continue education, even if it is available and

accessible. Moreover, networks are crucial for
entering the labour market. So, important op-
portunities to redress inequalities exist at three
main points in the lifecycle: early childhood,
school age and youth (especially during the
transition from school to the labour market).
Additionally, there is a need for lifelong learning.
Especially in today’s job markets, which are sub-
ject to constant technological advances and thus
reskilling, substantial investments are needed at
every stage of life. This is both an economic and
asocial strategy, in the search for ways to expand

In today’s job markets,
which are subject to
constant technological
advances and thus
reskilling, substantial
investments are
needed at every

stage of life
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capabilities throughout life.”® (Part III elaborates
on concrete ideas of interventions.)

Health: How unequal outcomes both
drive and reflect unequal capabilities

Parents’ income and education have profound
effects on their children’s health, which in turn
affects the children’s education achievement
(and health in adulthood) and thus future
income, if not counteracted.** Hence, health
gradients—disparities in health across socio-
economic groups—start at birth, or even before,
and can accumulate over the lifecycle. Higher
socioeconomic status families invest in health,
consume more healthily and are mostly able to
avoid physically and psychosocially demanding
work conditions. This in turn increases the gap
between low and high socioeconomic status
individuals, even resulting in differences in life
expectancy.”

Health conditions at birth, or even before,
strongly influence health throughout the lifecy-
cle.* And when affected adults become parents
themselves, the socioeconomic status health
gradient can be carried on to future genera-
tions, because health inequality starts very early
in life—indeed, with the foetus.”” For example,
parents’ occupational status and home postal
code indicate a baby’s health at birth for several
reasons:*® the mother’s cating and other health
behaviour (smoking), which are closely related
to education; the mother’s exposure to pollu-
tion, which is related to parents’ socioeconomic

BOX 2.2

status; and whether the mother received prena-
tal health care.”’

And parents’ health behaviour also shapes
children’s health after the child is born. For
example, child obesity is a result of both na-
ture and nurture, depending partly on genes
and partly on family eating and living pat-
terns.”® For adolescents the mechanism of the
socioeconomic status health gradient works
differently. Subjective social status is more
important for self-reported health than is
parent-reported household income and assets,
even when parents’ education is controlled for.
This is either because subjective social status
and self-reported health feed into each other
due to their bidirectional causal relation or
because other factors that are more important
at this stage of the lifecycle weigh strongly on
the subjective social status evaluation (doing
well in school, having friends).’! Even adults’
health outcomes can sometimes be affected by
perceived socioeconomic status (box 2.2).

The debate around the relationship between
income inequality and health outcomes has
used mainly the proxies of life expectancy at
birth and infant mortality.”* But the effects
of the socioeconomic status health gradient
may not always be fatal, and they may also not
be immediate. A nuanced look at different
types of health outcomes reveals how socio-
economic status affects some specific areas
of health later in the lifecycle (figure 2.5). A
summary calculation shows that in selected
middle-income countries the probability

How perceived relative deprivations affect health outcomes

Perceived relative deprivation—how people perceive
their situation compared with others'—Ileads to poorer
health outcomes.! Why is this so? One answer is that
perceived relative deprivation is experienced as an emo-
tional state. People feel worse off than others, which
causes feelings of anger and resentment.? Even people
who are objectively well off may feel this, while those
who are objectively worse off may not. These emotional
states, not always related to actual average inequality in
a country, cause poorer health outcomes such as greater
self-reported stress and mental and physical illness.®

Notes

A potentially mitigating factor for this mechanism
is social embeddedness—sacial connections in in-
terpersonal relationships within social networks and
group identities.* Social embeddedness acts as a buffer,
dubbed the “social cure,” reducing stress and anxiety.®
Social embeddedness also promotes health because
socially integrated people exercise more, eat better,
smoke less and adhere to medical regimes, unless they
engage in toxic networks that foster risky behaviours.®
Health and social embeddedness thus reinforce each
other.

1. Mishra and Carleton 2015; Sim and others 2018; Smith and others 2012. 2. Smith and others 2012. 3. Van Zomeren 2019. 4. Van Zomeren 2019. 5. Jetten and others

2009. 6. Uchino 2006.
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of poor health outcomes in some aspects of
health is two to almost four times higher for
those in the lowest socioeconomic status group
than for those in the highest socioeconomic
status group—a pattern that is similar in the
United Kingdom and the United States.*® The
gradients in middle-income countries can be
partially related to urbanization (the steepest
gradients are in urban areas). They could also
reflect deficiencies in the countries’ public
health systems. But even in Sweden, a country
well served through universal health coverage,
gradients in health achievements persist and
sometimes increase throughout the lifecycle.
Most significantly, having medical experts in
the family benefits family members’ health as

FIGURE 2.5

reflected in longevity, low drug use and vac-
cination at all ages.”* Hence, it is not enough
to raise people above a certain floor to ensure
that gradients do not persist.

Socioeconomic status thus influences health,
which in turn is pivotal for other opportunities
in life. Policies that redistribute income cannot
break this cycle without addressing the under-
lying mechanisms. Universal health coverage is
needed so that people can use the preventive,
curative, palliative and rehabilitative health ser-
vices they need (see Sustainable Development
Goal target 3.8). The available services need to
be communicated and promoted to the public
together with information on healthful lifestyles
so that people can make educated choices. Still,

Socioeconomic status affects specific areas of health later in the lifecycle
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tackling gradients in health cannot be achieved
simply by gearing policies towards providing a
minimum level of access to health services to all.
Other social determinants are also relevant.

How inequalities interact with
other contextual determinants
of human development

This section moves beyond the individual-level,
lifecycle analysis and considers how inequalities
interact with other contextual determinants of
human development. Not intended to be com-
prehensive, it considers four dimensions that
are crucial for human development: the econ-
omy (how inequalities interact with patterns of
economic growth), the society (how inequali-
ties affect social cohesion), the political arena
(how political participation and the exercise
of political power are influenced by inequali-
ties) and peace and security (how inequalities
interact with violence, which is influenced by
economic, social and political factors).

Income and wealth inequalities,
economic growth and
structural change

There are longstanding debates on the rela-
tion among structural change in an economy,
economic growth, and income and wealth in-
equality. Sustained economic growth typically
happens with structural shifts in the economy
(with employment and value added moving
from agriculture to both manufacturing and
services). But the relation with income distri-
bution is more ambiguous. Simon Kuznets
was the first to take up the issue systematical-
ly, putting forward the hypothesis that with
economic growth, as labour moved away from
the agricultural and rural sector to nonagri-
cultural and urban economic activities (with a
higher mean wage than agriculture and a more
widespread distribution of earnings), there
would be two stages in the evolution of overall
income distribution.’® During the initial stage
economywide inequality would increase with
economic growth as the relative weight of the
nonagricultural sector expanded from very
low levels. But as the share of labour in the ag-
ricultural sector shrank, a tipping point would
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eventually be reached, and inequality would
start to fall (given the very low weight of the
agricultural and rural sector).

What came to be known as the Kuznets hy-
pothesis thus predicted an inverse-U relation
(or curve) between income levels and income
inequality, with structural change as the main
mechanism accounting for the relation. This
became the most enduring legacy of Simon
Kuznets’s 1955 article, but it was by no means
the only contribution of that work.

Simon Kuznets analysed other mechanisms
that he thought influenced the interplay among
growth, structural change and inequality. These
ranged from demographic changes (includ-
ing the economic paths of immigrants into
fast-growing modernizing economies) to the
influence of political processes in determining
the distribution of income: “In democratic
societies the growing political power of the
urban lower-income groups led to a variety of
protective and supporting legislation, much
of it aimed to counteract the worst effects of
rapid industrialization and urbanization and
to support the claims of the broad masses for
more adequate shares of the growing income of
the country.”>® The more nuanced and sophis-
ticated analysis in Kuznets’s original article has
been lost over time, replaced almost exclusively
by a description of a mechanistic relation be-
tween growth and inequality.’” And perhaps
the Kuznets hypothesis can be best understood
as describing the evolution of income during
major phases of structural change, in “Kuznets
waves, as opposed to a deterministic “once and
for all” pathway for inequality as economies
develop.®®

In addition, structural change, growth and
inequality can interact through mechanisms
other than the changes in sectoral composition
highlighted by Simon Kuznets. The nature
of technological change and how it interacts
with labour markets is a particularly important
channel. Jan Tinbergen posited that if tech-
nological change is skill-biased—that is, if it
demands higher skilled workers—then a “race”
between technology and skill supply would be
expected.”” With technology forging ahead, if
skill supply lags, then a wage premium would
be expected for higher skills, increasing wages
at the top of the skill/income distribution and
thus inequality, as lower skilled workers fail to



keep up with the race. There is some evidence
that is consistent with this hypothesis for some
developed economies in the latter part of the
20th century,® but Tinbergen’s “race” does not
seem to account fully for more recent develop-
ments in labour markets this century.

Rather than a steep gradient, many labour
markets in developed economies have polar-
ized. This polarization is sometimes manifested
with an increase in the labour shares both at the
bottom and the top of the skill distribution and
ahollowing out at the middle.®' Jan Tinbergen’s
race model, therefore, needs to be adjusted to
account for wage growth at the bottom—
assuming that the same mechanism can explain
either wage increases or gains in employment
shares at the top. A large literature has emerged
to account for job polarization, premised on
the concept that not only technology but also
other factors—including trade—determine the
demand for skills.

The most influential approach in this field
considers tasks and assesses the extent to which
they can be easily replaced by either technolo-
gy or globalization (with production moving
to lower labour cost economies). With this
framework, some tasks that are nonroutine
(thus difficult to automate) and more immune

FIGURE 2.6

The hollowing out of the middle in South Africa

Annual average growth rate
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to globalization (nontradable, in more techni-
cal terms, such as personal and social care, for
instance) can be in high demand, even if they
correspond to low skills.®* It is in the middle
of the skill distribution, with several tasks in
the manufacturing sector, that there is higher
vulnerability to offshoring or technology re-
placement, which explains the hollowing out of
the middle.®® These factors seem to be at play in
some developing countries as well.* Over the
course of this century there has been a hollow-
ing out of the middle, in this case measured by
changes across the wage distribution in South
Africa (figure 2.6).% This can be accounted for
in part by these mechanisms, along with the
fact that labour market institutions such as the
minimum wage do not protect those in the
middle and that trade unions have been cap-
tured in part by those at the top. The relation
between polarization and inequality is still con-
tested, with the impact on aggregate inequality
measures ambiguous.®

The debate has ebbed and flowed on the
empirical validity of the Kuznets hypothesis,
its interpretation, alternative mechanisms, di-
rections of causality and the relation between
economic growth and income inequality.’
Assessing the weight of the empirical evidence
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is particularly challenging, given the range of
income inequality measures in the literature
as well as the difficulty of disentangling meas-
urement error from plausible causal relations.®®
Further compounding the analysis are factors
that, at some point in history and in some
contexts, have a greater bearing on inequality
than either growth or structural change. This is
at the heart of Thomas Piketty’s critique of the
Kuznets hypothesis, which argues that inequal-
ity dynamics depend primarily on institutions
and policies.”” And Walter Scheidel argues that
violence and major epidemics have historically
been the greatest downward drivers of inequali-
ty, not structural change or policies.”

Beyond the more secular and longer term
structural approach explored by Simon Kuznets
and the subsequent debate is the related ques-
tion of whether there are tradeoffs between
growth and inequality over shorter time spans.
Concerns with efficiency, or how much in-
come is growing, have traditionally dominated
concerns with equity, or how it is distributed.
Arthur Okun has suggested a tradeoff between
economic efficiency and equality, arguing
that more equality could weaken economic
growth by harming incentives to work, save
and invest.”! And because income growth has
such an overwhelming impact over the longer
run in improving living standards, the impact
of redistributing production would pale in
comparison with the “apparently limitless
potential of increasing production.””* Yet re-
cent empirical studies have found that higher
income inequality can be associated with
lower and less durable growth,” including in
developing countries.”* But both the data and
techniques used in some of these econometric
studies remain contested, casting a shadow of
uncertainty over claims that inequality is either
“bad” or “good” for economic growth.”

Ultimately, it is less relevant to explore
whether inequality is harmful to growth (in
a mechanistic way) than to understand the
impact of policies on income distribution and
economic growth.”® And the evaluation of the
impact of policies on distribution, in turn,
depends on the weights that society and poli-
cymakers attribute to different segments of the
population. Thus, blanket statements on the
effect of inequality on growth are not helpful,
in part because they do not enable insights into
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whether income is accruing to the middle class
or to the bottom of the distribution. Moreover,
since at least Simon Kuznets’s 1955 article, it
has been well understood that growth processes
can at times be unequalizing. What matters is
to identify policies that can lead both to growth
and to more inclusive sharing of the gains from
expanding income.

Identifying these more inclusive growth
patterns matters in particular for those at the
bottom of the income distribution. In this
case, the redistribution of productive capacity
(leading to the accumulation of assets, access
to markets and connection of returns to asset
use at the bottom) can lead to both growth
and income gains at the bottom, reducing in-
equality.”” More mechanically, interactions be-
tween growth and inequality affect how much
income flows to poor people.”® As a matter of
pure arithmetic decomposition, the impact of
expanding mean income on poverty depends
on the growth rate as well as on how much
additional income flows to the bottom of the
distribution.” Redistribution to the bottom
can create more than a one-off reduction in
poverty and inequality—it can change the pov-
erty elasticity of income, which would make
growth more impactful on poverty reduction
over time.’® A recent simulation exercise
quantifies how reducing inequality could help
reduce poverty using those direct relationships.
The number of extremely poor people would
remain above 550 million in 2030 if GDP per
capita were to grow according to International
Monetary Fund forecasts and inequality were
held constant. But reducing the Gini index by
1 percent a year in each country would cut the
global poverty rate to about 5 percent in 2030,
which would bring 100 million more people
out of extreme poverty.*!

In the spirit of understanding further pos-
sible mechanisms for the interaction between
inequality and growth, one hypothesis is that
if high inequality reduces mobility, that would
lead to an inefficient allocation of resources
(talent, skills and capital) that, compared with
a counterfactual in which the resources are
allocated efficiently, would hurt growth. If this
mechanism holds, there would be a negative im-
pact of income inequality on economic growth,
with the channel running through inequalities



in opportunity.** Yet, once again, the empirical
support for this channel is ambiguous.®

Another hypothesis is that the relation
works through efficiency: Productivity, and
hence GDP, increase most when resources are
efficiently used and the potential for technolog-
ical learning is fully exploited.* This has been
shown historically by the East Asian growth
model. Investments in education, among
others, have contributed to economic growth
through productivity increases.®> Productivity
is lower in most countries with high income
inequality than in countries with low in-
come inequality.** One reason could be that
inequality reduces incentives for innovation
and investment through various supply-side
mechanisms.¥”

The relation could also work in reverse: Slow
economic growth could increase inequality
under certain circumstances. For instance,
when rates of return are higher than economic
growth, especially for large wealth portfolios,
wealth inequality tends to increase.*® Together
with other mechanisms contributing to the rise
of top-end bargaining power and high incomes
(including top executive compensation), this
dynamic could create a vicious circle of slow

growth and high inequality.

Trust and social interaction
in unequal societies

Income inequality can damage social cohesion
in societies. Trust, solidarity and social interac-
tion can be diminished by large income gaps,
impairing the social contract (sets of rules and
expectations of behaviour with which people
voluntarily conform that underpin stable
societies). But does income inequality simply
damage social cohesion, or is the relation two-
way—does low social cohesion block redistrib-
utive policies?

Important features of social cohesion include
the strength of social relationships, shared
values, feelings of identity and the sense of
belonging to a certain community.*” One of
the most common measures of social cohesion
is the level of trust among society. Trusting
people means accepting strangers as part of the
community and sharing with them the under-
lying commonality of values. Trust is based on
senses of optimism and control: Putting faith

in strangers is not seen as risky.”® But higher
inequality may cause the less wealthy to feel
powerless and less trusting in a society generally
perceived as unfair, while people at the top may
not feel that they share the same fate as people
at the bottom or that they should strive towards
a common goal.”

Empirical evidence shows that in developed
countries the higher the income inequality, the
lower the level of trust within society.”” And
in European countries with higher income
inequality, people are less willing to improve
the living conditions of others, independent of
household income, while there is probably less
solidarity and people are less likely to support
redistributive institutions.”> The interaction
between inequalities and solidarity may thus go
in both directions.

When horizontal inequalities are high, or
perceived to be high, people may withdraw
from certain social interactions (box 2.3), which
can also diminish trust and social cohesion.?* In
highly unequal countries people from differ-
ent social strands are also less likely to mingle
and interact.” They probably live in different
neighbourhoods, their children attend different
schools, they read different newspapers and
they are in different groups on social media
(box 2.4). Their worldviews likely differ, and
they know little about the fate of their fellow
citizens. People who do not meet and interact
do not directly see the concerns and needs of
others (see box 1.9 in chapter 1),” which may
reduce support for equalizing policies.

A comparison between Canada and the
United States at the subnational level shows
the effect of segregation on intergenerational
income mobility. On average, mobility is lower
in the United States than in Canada, but at the
subnational level the southern United States is
least mobile, like northern Canada. One reason
for low mobility in the southern United States
is the history of exclusion of African Americans,
many of whom have not been fully integrated
into the economic mainstream.” Some parts
of northern Canada also have lower mobility
than the rest of the country, due most likely to
the remote geographic locations of some indig-
enous peoples, which make their integration
into the economy challenging. However, their
proportion of the population is much smaller

When horizontal

inequalities are high, or

perceived to be high,
people may withdraw

from certain social
interactions, which
can diminish trust
and social cohesion
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B0OX 2.3

The power of perceived inequalities in South Africa

South Africa is an interesting case study of social cohe-
sion and inequalities, given its history of racial segre-
gation and related vertical and horizontal inequalities.
According to multidimensional living standards meas-
ures, inequality has declined significantly among indi-
viduals and among races since 2008. And yet interracial
interactions—measured by actual interracial social in-
teractions, the desire to interact and the desire to know
about the customs of people of other races—nhave also
declined since 2010. While interracial interaction is just
one part of social cohesion, it is crucial in South Africa.
These findings are thus counterintuitive and run contrary
to the empirical findings of other countries.

One possible explanation is that perceived trends in
inequality, which are substantially different from actu-
al trends, are more important for predicting interracial
socialization. The roughly 70 percent of South Africans
who feel that inequality has not changed much or has

even increased over time are less likely to participate
in interracial socialization than those who perceive
that inequality is declining. Across race groups, interra-
cial socialization and the desire to interact increase as
perceived inequality declines (see figure). The desire to
interact is crucial here, as it varies from the actual inter-
actions due to circumstances. The finding remains sig-
nificant even after a multidimensional Living Standards
Measure, race, education, trust and other measures are
controlled for.

These findings are important because interracial
interaction is crucial for social cohesion in South Africa.
Social cohesion in turn increases the possibility of con-
sensus on equalizing policies that reduce inequality.
There is also weak evidence for reduced objective ine-
quality improving social cohesion. This opens an oppor-
tunity to create a virtuous cycle of social cohesion and
low inequalities.

More interracial interaction with lower perceived inequalities

Actual interracial interaction
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BOX 2.4

The power of your neighbour

Human beings do not act in isolation—their behaviour depends partly on
the behaviour of peaple in their cognitive neighbourhood." An example from
agent-based models demonstrates the emergent nature of human inequal-
ities.2 A model of neighbourhood segregation along ethnic lines—which
can be thought of as a form of geographic inequality—shows that even
when there are few individual prejudices, segregation can nonetheless arise
merely from the interaction of individuals.®

The segregation model has two types of agents—red and green—in
equal numbers, each occupying one “patch” of the model’s environment
(equivalent to a house). On average, each agent begins with an equal
number of green and red neighbours. A key parameter is the average per-
centage of same-colour neighbouring agents wish to live near (such as
30 percent or 70 percent). If an agent does not have enough neighbours
of its own colour (according to the preference parameter), they move to
a spot nearby.

The results of the simulation are dramatic. Starting from a preference
for perfect equality (having 50 percent of one's neighbours the same col-
our), agents’ individual movements give rise to an aggregate segregation of
around 86 percent (in other words, roughly 86 percent of one's neighbours
end up being the same colour despite each person wishing to have a 50 per-
cent level of diversity). Reducing the preference to 40 percent results in the
overall rate of segregation dropping to around 83 percent; reducing it to

How segregation can arise from interaction

Starting point with equal number of green and red neighbours

Source: Wilensky 1997.

30 percent brings segregation down to about 75 percent (see figure).* Only
lowering the preference to the single digits results in very low emergent
segregation (for example, 9 percent leads to 52 percent). This means that
people of similar ethnic characteristics automatically move closer together.
These behavioural patterns can accelerate inequalities due to the power
of the neighbourhood effect—an expression used to describe the impact
of neighbourhood on the possibility of an individual moving up the social
ladder, especially through the influence of peers and role models. In most
developing countries neighbourhood effects are likely to be even stronger
given the vast differences in the provision of public goods and services, es-
pecially between rural and urban areas.’

However, public policy interventions can help shape human behaviour,
providing counterincentives to mitigate the power of the neighbourhood ef-
fect. In the United States inequality in housing prices limits workers" ability
to move to a location with higher earning potential.® Similarly, the quality
of public services such as schools can differ across neighbourhoods, fur-
ther heightening inequalities. Government subsidies for housing or equal-
ly good quality public schools could help offset this effect. The Moving to
Opportunity experiment showed the effectiveness of these policies by of-
fering randomly selected families housing vouchers to move into better off
neighbourhoods. The mave increased college attendance and earnings for
people who moved during childhood.”

After interaction between agents

Notes

1. Iversen, Krishna and Sen 2019. 2. Agent-based models have been used to predict human behaviour. Using a variety of software tools, agent-based models typically create a group of agents (people, firms, trees, animals,
societies, countries and so on), design simple behavioural rules (either for all agents or for subgroups), place the agents in a given simulated environment (usually consisting of time and space dimensions) and then set the agents
free to interact based on the behavioural rules. The point of the simulation is to see what emergent phenomena and aggregate properties arise from the interactions based on these basic settings, with no ex ante determination of
equilibrium or any other goal. 3. Schelling 1978. 4. The exact numbers depend on the specific run of the simulation and on the density parameter (that is, the proportion of the neighbourhood that is occupied; in this case 95 percent).
5. Iversen, Krishna and Sen 2019. 6. Bayoumi and Barkema 2019. 7. Chetty, Hendren and Katz 2016.
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Government policy
space to address
inequalities becomes
constrained because
political decisions
reflect the balance
of power in society.
This is often referred
to as elite capture

of institutions

than the African American population in the
southern United States.”®

When more incentives for interaction are
directed towards diversity (including people
from all ethnicities, religions and social strands)
interaction, trust, networks and social cohesion
can be built.”” Ethnicity quotas and subsidies
for cultural activities, civic associations, schools
and the like could be an effective way of facil-
itating interaction in the long run. Initially
people may resist interaction, and there could
be a temporary decline in trust, but in the long
run intergroup interaction counters these in-
itial negative effects, increasing trust and even
improving the perceived quality of life.'”

The cycle of social cohesion and inequalities
is strongly connected to the cycle of education
and inequalities, which, again, is connected to
the cycle of health gradients. Education can cre-
ate strong social bonds among different groups
in a society by teaching people about different
cultures and bringing them into contact with
people of different backgrounds. Likewise, it
can teach norms and values and promote par-
ticipatory and active citizenship. But schools
can also act as a flattener for the health gradi-
ent, teaching children healthy habits and how
to follow a balanced and nutritious diet.!! The
convergence in primary and secondary educa-
tion (see chapter 1) thus gives hope for creating
virtuous cycles of equity in the future.

How inequalities are transferred
into political inequality—and back

Most of the literature has found that in high hu-
man development countries inequalities depress
political participation, specifically the frequency
of political discussion and participation in
elections among all citizens but the richest.'”
Economic elites (or sometimes even the upper
middle class) and organized groups representing
business interests thus shape policies substantially
more than average citizens or mass-based interest
groups do. Additionally, mechanisms through
which this can happen include opinion making,
lobbying and clientelism.'”* Income and wealth
inequalities are thus transferred into political ine-
quality (box 2.5), with privileged groups mould-
ing the system according to their needs and
preferences, leading to even more inequalities.
Government policy space to address inequalities

| HUMAN DEVELOPMENT REPORT 2019

becomes constrained because political decisions
reflect the balance of power in society. This is
often referred to as elite capture of institutions.'**

Power asymmetries can even lead to break-
downs in institutional functions, constraining
the effectiveness of policies. When institutions
are afflicted by clientelism and captured by
elites, citizens may be less willing to cooperate
on social contracts. When that translates into,
for instance, lower compliance with paying tax-
es, the state’s ability to provide quality public
services is diminished. This, in turn can lead to
higher and more persistent inequalities—for
instance, in health and education. As the overall
system will be perceived as unfair, people tend
to withdraw from political processes, which
further strengthens the influence of elites.'”

In a world in which information becomes
more and more accessible and important,
media is a decisive channel through which the
imbalances of power can be further amplified.
Different stakeholders “create, tap, or steer
information flows in ways that suit their goals
and in ways that modify, enable, or disable
the agency of others, across and between a
range of older and newer media settings.”’%
Even though information is easily accessible
for many people, not everyone is equally well
informed. In countries with high internet pen-
etration, income inequality correlates positively
with both information inequality (measured
by the Gini coefficient estimated over the
number of news sources individuals use) and
information poverty (the probability of using
zero or only one news source). In Australia,
the United Kingdom and the United States,
where income and information inequality are
high, 1 individual in 10 uses zero or only one
news source (information poverty).'”” Less well
informed voters become more susceptible to
the above described political influence by the
few media sources they consume. Depending
on how these sources are financed, they may
promote and protect the interests of a specific
group. This form of biased reporting has been
referred to as media power.'”® A combination
of high information poverty and media power
can weaken democratic processes'®” because it
can influence voters’ behaviour, which is espe-
cially delicate with fake news.'"°

Inequalities can also increase both the demand
for and supply of populist and authoritarian



BOX 2.5

I
Economic inequality and human development Elizabeth Anderson, Arthur F. Thurnau Professor and John Dewey
Distinguished University Professor of Philosophy and Women's Studies at the University of Michigan
How does inequality matter for human development? It limits the prospects top 1 percent of income and wealth distributions® as well as by a small or
for development of the less advantaged. It undermines the ability of untar- stagnant middle class.
geted pro-growth policies to reduce poverty because most of the growth will The independent normative significance of inequality suggests that
be appropriated by the better-off. And it reduces social mobility by enabling abolishing poverty and deprivation should not be the only aim; the concen-
advantaged groups to hoard opportunities and close ranks against those tration of income and wealth at the top should also be limited.* In 2019 the
beneath them. richest 26 individuals in the world owned as much wealth as the bottom
Beyond these concerns, political theorists have drawn attention to the half of the world's population.® There is no normative justification for such
relational aspects of inequality, beyond the bare facts of distributive ine- extreme inequality. The wealth of the ultra-rich has not always been accu-
quality: Distributive inequalities reflect, reproduce and sometimes consti- mulated legally—given the vast scale of global corruption, organized crime,
tute oppressive social relations of domination, esteem and standing." It is financial manipulation, money laundering and tax evasion. But even when
not simply the material injury of wage theft or of being physically beaten by it has, that would only call into question the justification of laws so heavily
a domestic partner but the fact of living in subjection to others who wield tilted towards the interests of the rich. It is absurd to credit such inequality
the power to inflict harm with impunity and who feel free to sacrifice one’s to differences in merit, given the rising capital share of income, which re-
vital interests to their own greed or vanity that not only deprives but also wards mere ownership, and the large impact of chance on outcomes. Nor
oppresses. It is not simply the bare fact of lacking adequate clothing but the can such extreme inequality be rationalized as necessary for poverty reduc-
stigma others attach to such deprivation that makes poverty sting. It is not tion or as socially advantageous in any other way. Extreme wealth does not
simply the physical difficulty the disabled have of navigating public spaces even enhance the consumption possibilities of the ultra-rich, who cannot
but also the little account public architects and public policy have given to personally consume all of their wealth or even a significant fraction of it.
their interests that not only inconveniences but constitutes their diminished Indeed, most of what the ultra-rich do with their wealth is exercise
standing in the eyes of others. power over others. If they own, direct or manage a firm, they deploy their
Across the world, inequality tracks differences of social identity such wealth to control their workers and their working conditions. If they hold a
as gender, race, ethnicity, religion, caste, class and sexual orientation— monopoly or monopsony pasition, they may dominate consumers, suppliers
arbitrarily marking some social groups as superior to others in the oppor- and the communities where they operate. If they lobby or donate money to
tunities they enjoy, the powers they command and the respect others owe politicians, they capture the state. The ultra-rich also have disproportionate
them. Under such conditions members of subordinated groups lack effective clout in global institutions, particularly regarding the rules of global finance,
means to vindicate their human rights, even in states that legally acknow!- which have contributed to systemic financial risks and to the instability ex-
edge these rights. Groups targeted for sexual harassment and assault can- perienced by many countries around the world.
not vindicate their rights if social or legal norms systematically disparage The current era is witnessing global demacratic backsliding, following
the credibility of their testimony. Groups subject to disproportionate siting a surge of democratization in the 1990s and early 2000s. Freedom House
of toxic waste dumps and polluting industries cannot vindicate their rights reports that 22 of 41 democracies have become less free in the last five
if they are disenfranchised or if state decisionmakers are otherwise unac- years.® While the causal connections between distributive inequality (in-
countable to them. Groups denied effective access to education cannot vin- cluding extreme concentrations of wealth at the top and declining prospects
dicate their rights if they do not know what their rights are or lack the ability for the global middle) and the decay of democratic norms and institutions
to navigate the judicial and bureaucratic processes needed to secure them. have yet to be fully explored, what is already known should raise alarms.
Distributive inequality for social relations undermines trust among While the ultra-rich might escape the worst of unmitigated global climate
members of society as well as trust in institutions. It depresses political, civ- change, what will happen to the hillions left homeless, sick or stateless
ic, social and cultural participation. It spurs communal violence and crime. It by rising sea levels, extreme floods, droughts, heat waves and attendant
undermines democracy by enabling the rich to capture the state and thereby social conflict and civil war? The great inequalities defined by citizenship
appropriate a disproportionate share of public goods, shift tax burdens in status threaten the freedom of environmental and wartime refugees, while
a regressive direction, enforce fiscal austerity and avoid accountability for politicians in receiving states attack democratic institutions in the name of
predatory and criminal behaviour. Even the laws and regulations that consti- closing their borders. Just at the point where meeting the challenges of
tute the basic economic infrastructure of markets, property and firms have climate change is demanding ever-greater international cooperation, states
been designed under the influence of powerful groups to rig purportedly are retreating from global institutions. Greater attention to the case for
neutral rules in their interests. equality, both within and between states and in the governance of global
These effects occur in states at all levels of human development, even institutions, is needed to promote human development and cope with the
those with low poverty. They are exacerbated by extreme inequalities in the greatest challenge humanity faces in the 21st century.
Notes

1. Anderson 1999; Fourie, Schuppert and Wallimann-Helmer 2015. 2. Harcourt 2011; Pistor 2019. 3. Piketty 2014. 4. Robeyns 2019. 5. Oxfam 2019. 6. Freedom House 2019.
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leaders. When higher inequalities lead to an
enhanced sense of systemic unfairness, it can
raise the public’s openness to nonmainstream
political movements.""! In some contexts polit-
ical participation increases under high income
inequality, when populist leaders trigger griev-
ances by explicitly connecting political and
socioeconomic exclusion.'” More generally,
populist leaders use economic anxiety, public
anger and the reduced legitimacy of status quo
parties to build narratives that exploit one of the
following two cleavages: Right-wing populism
thrives on cultural cleavages, including religious,
ethnic or national differences, while left-wing
populism emphasizes economic differences be-
tween the wealthy elite and the lower classes.'"
Both divide society and weaken social cohesion.

One way of understanding the interplay
between inequality and the dynamics of power
is to draw on a framework that explores one of
the processes through which inequalities are
generated and perpetuated. At its core, this
process is often referred to as governance—or
the way in which different actors in society
bargain to reach agreements (policies and
rules). When these agreements take the form of
policies, they have the power to directly impact
the distribution of resources in society (the
bottom arrow in the right loop of figure 2.7,
“outcome game”). For example, policies on tax-
ation and social spending determine who pays
into the fiscal system and who benefits from it.
These policies directly influence development

FIGURE 2.7

The effectiveness of governance: An infinity loop

outcomes such as economic inequality (and
growth). However, by redistributing economic
resources, these policies are also redistributing
de facto power (the top arrow in the right loop
of figure 2.7). This can generate (or reinforce)
power asymmetries between actors bargaining
in the policy arena, which can in turn adversely
affect the effective implementation of devel-
opment policies. For example, power asym-
metries can manifest in the capture of policies
by elite actors—undermining the ability of
governments to commit to achieving long-term
goals. Or they may manifest in the exclusion
of certain population groups from accessing
high-quality public services—undermining
cooperation by harming tax morale. This can
lead to a vicious cycle of inequality (inequality
traps) in which unequal societies begin to insti-
tutionalize the inequality. This loop plays out
in prevailing institutions and social norms (the
outcome game) and can lead to actors deciding
to change the rules of the game (the bottom ar-
row in the left loop of figure 2.7). In this way, de
jure power is also redistributed. This can be far
more consequential because it not only changes
current development outcomes but also sets
the conditions that shape actors’ behaviour in
the future. Once again, the way in which power
asymmetries play out in the policy arena can ex-
acerbate and entrench inequalities or pave the
way to more equalizing and inclusive dynamics.
This is one clear way in which inequality may
undermine the effectiveness of governance.'

Power asymmetries

De jure power

Policy

arena

Rules game

De facto power

Outcome game

Note: Aules refer to formal and informal rules (norms). Development outcomes refer to security, growth and equity.

Source: World Bank 2017b.
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Violence and inequalities: The
cruellest vicious cycle

This last section expounds on what can be
considered the two cruellest vicious cycles: the
relations between inequalities and homicides
and violent conflict. There are more homicides
in countries with higher income inequality
across all categories of human development.
For high and very high human development
countries the association is strong: Income
inequality explains almost a third of the overall
variation in homicide rates, even after years of
schooling, GDP per capita, democratization
and ethnic fractionalization are accounted
for.""> Education has a moderating effect on
this relation, but only in high and very high hu-
man development countries: 1.8 more years of
average schooling more than halves the associa-
tion between income inequality and homicide
rates.''® Findings from a study of Mexico’s drug
war are in line with the hypothesis that income
inequality is associated with more violence. A
1 point increase in the Gini coefficient between
2006 and 2010 translated into an increase
of more than 10 drug-related homicides per
100,000 inhabitants.'!”

The mechanism behind this relation is less
clear. Some suggest that the feeling of shame
and humiliation in unequal societies drives vi-
olence, predominantly by young men pressured
to ensure status.'® Others suggest a psychosocial
explanation: Income inequality intensifies so-
cial hierarchies, causing social anxiety and class
conflict, damaging trust and social cohesion."”?
This is empirically supported by data showing a
negative correlation between trust and income
inequality—at least in developed countries (see
above). Societies with low trust and weak social
cohesion have lower capacity to create safe com-
munities, and this, together with high pressure
for status, may increase violence.

On a macro level, evidence about the rela-
tion between inequalities and violent conflict
is mixed. Some studies find that income in-
equality triggers instability that may lead to

120 Others find no relation between
121

violence.
income inequality and violent conflict.
More recently, Frances Stewart has argued
that political disturbances—including violent
conflict and civil war—arise from horizontal
inequalities between different groups, each

distinguishing itself from the others by its his-
tory, religion, language, race, region, class or the
like."”* Group differences appear in all societies,
but they are only likely to lead to conflict and
violence when social, economic and political
inequalities are exacerbated by politically ex-
cluding certain groups.'*

A condition for horizontal inequalities to
lead to conflict is that leaders or elites have
an interest in mobilizing groups and initiat-
ing a conflict. That interest often arises from
horizontal political inequalities among the
elite.'** Added to this are more determinants
of conflict: the nature of the state, the role
of local institutions, the presence of natural
> and the struggle between some
groups for access to power, resources, services

resources'?

and security.'

Shocks can also interact with horizontal
inequalities and contribute to outbreaks of
instability. One example is the contribution
of the drought that affected Syria prior to the
uprisings of 2011, showing how shocks and
horizontal inequalities (primarily between the
rural population affected by the drought and
the population in urban areas) can interact to
trigger instability.'”

While only 9 percent of armed conflict
outbreaks between 1980 and 2010 coincided
with disasters such as droughts or heatwaves,
the proportion increases to 23 percent in eth-
nically fractionalized settings, where disruptive
events seem to play out in a particularly tragic
way.® Droughts also significantly increase the
likelihood of sustained violent conflict in low-
income settings where ethnically or politically
excluded groups depend on agriculture. This
leads to a vicious cycle between violent conflict
and environmental shocks, with the groups’
vulnerability to one increasing their vulnerabil-
ity to the other.!”

Comparisons of civil and communal con-
flicts among 155 politically relevant ethnic
groups in Africa show that both political and
economic horizontal inequalities can lead
to conflict. But the targets of violence differ.
Political exclusion leads to violence that targets
the central government. Horizontal income
or wealth inequalities act more broadly as a
determinant of organized political violence,
increasing the risk of civil and communal con-
flicts. Communal conflicts appear to be driven

Political disturbances
—including violent
conflict and civil
war—can arise from
horizontal inequalities
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Some forms of

horizontal inequalities

increase before,
during and in the

immediate years after

the onset of conflict

mostly by politically included groups with less
reason to fear government intervention.'
Afrobarometer perceptions data suggest that
not only real horizontal inequalities but also
perceived inequalities and exclusion matter

for conflict (see box 2.3). The likelihood of

B0X 2.6

Internal armed conflict and horizontal inequalities

The impact of internal armed conflict on horizontal ine-
qualities can play out in several ways. In some cases it
can reduce horizontal inequalities,’ while in others it can
exacerbate them. First, if the costs of internal conflict are
greatest for those who are already poorest,? horizontal in-
equalities may increase. Many countries and areas expe-
riencing armed conflicts had high horizontal inequalities
prior to the conflict, and such inequalities are exacerbat-
ed when the most disadvantaged groups are dispropor-
tionately affected by it. Second, internal armed conflict is
often restricted to or focused largely in certain areas of a
country. These areas, and the groups that reside in them,
may be cut off from the rest of society and the economy.
Some areas will also suffer disproportionally from the de-
struction of facilities, buildings and human lives.

In the postconflict phase these outcomes may
wear off, as the economy picks up and the conflict

social unrest increases when individuals per-
ceive their group as disadvantaged. Support
for violence is highest when included groups
enjoying high political status perceive that the
government treats them unfairly. But the effect
of exclusion on support for violence can also

Peace Research Institute Oslo

no longer imposes direct costs (on some areas).® Yet,
postconflict redistributions of power and resources
may depend on the outcome of the conflict. Patterns
of inequality in the aftermath of conflict may be con-
tingent on whether the outcome is a postconflict
agreement securing the interests of both the losers
and the winners.

In the years prior to armed conflict, regional ine-
quality in infant mortality rates—used here as a proxy
for one dimension of horizontal inequalities—increases
(see figure). This increase continues in the immediate
years (1-5) after the onset of conflict, which is con-
sistent with the argument that horizontal inequality in-
creases during conflict. But this acceleration wears off
after 5-10 years. Hence, some evidence suggests that
the postconflict phase is associated with a decrease in
a measure of one dimension of horizontal inequalities.

Regional inequality in infant mortality rates prior to and after conflict onset

Regional inequality in infant mortality rates
(deviation from country-mean)
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Note: The x-axis is the number of years prior to and after the onset of conflict. Conflict is defined here as armed conflict with at least 1,000 battle deaths. The
y-axis is the global average of countries’ deviation from their mean level of horizontal inequality. In other words, it captures whether countries have higher or lower
horizontal inequality than usual. Regional inequality is measured using the ratio between best- and worst-performing region in infant mortality rates.

Source: Dahlum and others forthcoming.

Notes

1. Women's political participation, for instance, often increases in postconflict settings (World Bank 2017b). 2. Gates and others 2012. 3. Bircan, Briick and Vothknecht 2017.

Source: Dahlum and others forthcoming.
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be attenuated by subjective perceptions (on
perceptions of inequalities, see spotlight 1.2 in
chapter 1)."!

Horizontal inequalities can drive violent
conflict, and in some cases they may increase
even more before, during and in the immediate
years after the onset of conflict (box 2.6). Even
though major conflicts such as World War I
and World War II can bring income inequality
down (essentially by increasing the bargaining
power of labour, when there is a need for mass
mobilization),"*? empirical evidence from recent
(internal) conflicts shows that income inequality
increases during violent conflict and during the
first five years of typical postwar reconstruction.
The rise in income inequality associated with
violent conflict is not permanent—but it takes
19-22 years for inequality to fall again, and it
may take up to 40 years to return to prewar levels
of income inequality if peace is sustained.'”®

Violent conflicts can also widen inequalities
in other areas of human development, such as
health and education. This is because violent
conflicts disproportionately affect poor peo-
ple: They increase undernourishment, infant
mortality and the number of people deprived
from access to potable water.** Given that
social spending often declines as a consequence
of rising military expenditure,' public service
provision is also weakened—another potential
source for increasing inequalities in human
development.

Preventing violence at the early stage of
conflict is without a doubt the best approach
to avoid suffering, deaths and other costs of
violent conflict. Violence is path dependent:
Once it starts, incentives and systems work in
a way that sustain it. Group grievances have
to be recognized early so that patterns of ex-
clusion and institutional weaknesses can be
addressed.’* When prevention is ineffective,
postconflict settlements, which often involve
political power sharing and could also include

economic redistribution, offer opportunities to
prevent recurrence.'?’

Inequalities can accumulate
through life, reflecting
deep power imbalances

This chapter has taken a dual approach in
revealing the mechanisms through which in-
equalities in key areas of human development
emerge, reproduce and persist across genera-
tions. It has also shown how these areas of hu-
man development are connected and how they
interact, transferring inequalities in one area of
human development to another.

The first part took a lifecycle perspective,
arguing that parents’ socioeconomic status
strongly influences children’s health and early
childhood development, both of which shape
the way children benefit from universal prima-
ry and secondary education. Their education
attainment in turn constitutes the stepping
stone for a successful start in the labour market.
But parents’ socioeconomic status is relevant at
this stage of the lifecycle as well. Depending on
parents’ knowledge and networks, adolescents
may receive a jump start for better opportuni-
ties in the labour market. Assortative mating
then closes the feedback loop by creating fami-
lies in which both parents come from a similar
socioeconomic status.

The second approach transcended individual
outcomes and looked at the macro framework
for these mechanisms. It considered how in-
equalities affect institutions and balances of
power, how societies function and whether
inequalities nurture economic growth. One
key point was that the nature of inequality
matters as well: Inequalities between groups
can determine war or peace—a pivotal decision
for any desired expansion of capabilities at the
individual and societal levels.

Income inequality
increases during
violent conflict

and during the

first five years of
typical postwar
reconstruction. But
violent conflicts can

also widen inequalities

in other areas of

human development,

such as health
and education
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PART II.

Beyond averages

Part | of the report focuses on inequalities of capabilities, going beyond income. In parallel, part | points out that, even
within segments of the population the disparities are large, particularly for those at the bottom. The evolution of indicators
such as the poverty headcount ratio fail to account for what happens to those who are left behind, as well as to those who,
having escaped or not even having been deprived, fall into destitution. Part | also highlights that a consequential aspect
of inequality has to do with group—or horizontal—inequalities. Some groups get ahead, while others are in practice
blocked—sometimes insidiously—from full economic and social participation. Even so, information on group inequality
is often ignored, and sometimes is simply not available, despite the strong call in the Sustainable Development Goals to

collect such data.

These aspects have one thing in common: They
hide behind average patterns of inequality that
harm progress in human development.” Part II
tackles this issue head-on. It goes beyond av-
erages’ to report on what is happening across
entire distributions of income and wealth,
uncovering patterns in the evolution of these
distributions.* And it zooms in on horizontal
inequality’s most systematic and widespread
manifestation—inequality across gender—of-
ten obscured because biases in data collection
and analysis hurt women in a world “designed
for men.” Spotlight 3.1 at the end of chapter 3
illustrates the importance of looking within
countries and even within households to bet-
ter identify those farthest behind, who may
have been hidden by averages.

Tackling inequality starts with good meas-
urement and good data. Indeed, a major weak-
ness of today’s public discourse on inequality
is its reliance on summary measures, whose
choice is far from trivial (see spotlight 3.2 at
the end of chapter 3). This is not an academic
issue—it is critical for policy.

Conventional summary measures of inequal-
ity can fail to identify what truly concerns peo-
ple about the distribution of income, wealth
and other human development outcomes. For
instance, income share ratios are insensitive to
regressive transfers within the poor (as noted
in spotlight 3.1), a matter of importance for
policymaking. Income inequality is often
described using the Gini coefficient. True,
the Gini coefficient is sensitive to regressive
transfers throughout the distribution and is
frequently used in this Report—as it is in pol-
icy and much of the inequality research. But
it may not fully express what is of concern to

people and so may need to be complemented
with more information.

In fact, summary measures of inequality are
sensitive to different parts of the distribution.
Every summary measure implies judgements
about how much to value the income shares of
poorer and richer people. Sometimes these are
called “weights” in a social welfare function.
Each summary statistic assigns these weights
implicitly—and, for most people, not that
transparently. Some may even be using social
weights that do not reflect social values. Tony
Atkinson, writing in the late 1960s, asserted:
“[In examining] the problem of measuring in-
equality [...] at present this problem is usually
approached through the use of such summary
statistics as the Gini coefficient [...]. This con-
ventional method of approach is misleading
[because the] examination of the social welfare
functions implicit in these measures shows
that in a number of cases they have proper-
ties which are unlikely to be acceptable, and
in general there are no grounds for believing
that they would accord with social values. [...]
I hope that these conventional measures will
be rejected.” In other words, the concept of
inequality one uses, and its implied ethical
judgements, will determine the conclusion one
reaches about it.”

As it happens, the Gini coefficient is more
sensitive to transfers of income in the middle
of the distribution than at the bottom or the
top—while in many countries most of the
action on income and wealth dynamics is
precisely at the ends of the distribution (chap-
ter 3). In particular, much of the inequality
action occurs at the very top, so that measures
looking at the top 10 percent—even, in some
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cases, the top 1 percent—lack the resolution to
fully capture the accumulation of income and
wealth.

In addition, concepts and measurement in-
teract, each shaping how the other evolves. It is
historically inaccurate to assume that the com-
plete axiomatic foundation of all inequality
measures was developed before these measures
were used. The Human Development Index,
which Human Development Reports issue
regularly, is a good illustration. As Amartya
Sen said, it was introduced as a “rough and
ready” measure of basic capabilities, and several
aspects of it—including changes introduced
over the years—remain controversial.® But the
same can be said of national accounts estimates
and the origin of macroeconomic aggregates
such as gross domestic product (GDP). In
the edifice of statistical manuals agreed to by
the United Nations Statistical Commission,
national accounts may seem an unassailable
construction—but they are no more than just
that: a construction.

Tracing the history of national accounts and
GDP, Diane Coyle recounts the 1940s debate
in the United States on whether to include
government spending in GDP.” The Commerce
Department at the time argued that govern-
ment spending should be included. But a
founding father of GDP measurement, Simon
Kuznets, argued for leaving it out (partly be-
cause he viewed some government spending as
not necessarily enhancing welfare). Ultimately,
Coyle argues, the decision to include it had
profound implications for the government’s
perceived role in the economy as another agent
alongside private actors (the same approach
advocated by John Maynard Keynes). Hugh
Rockoff goes further, showing how economic
statistics such as price indices and unemploy-
ment rates originated “in bitter debates over
economic policy, ultimately debates over the
distribution of income.”!°

Clearly, measurement influences policy. Yet
the issue is more complex that just measure-
ment. It is one thing to agree to look beyond
summary measures of income inequality, and
another to have the data to do this. To be
sure, summary measures are constructed from
information on the very distribution that
they collapse into a single summary statistic,
although the data on that distribution are
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often too coarse. Thanks to innovative efforts
combining information from various sources
on income and wealth distribution, however,
it is now feasible to estimate at a more gran-
ular level how income is distributed and how
this distribution changes over time for various
population segments. Meeting the growing de-
mand for comparable cross-country inequality
estimates, a number of databases with regional
or global coverage provide estimates for a range
of countries and years. Although there is much
agreement across different databases, there are
differences across the concepts of income that
are used, with important implications for con-
clusions, such as the extent to which fiscal re-
distribution affects inequality (see spotlight 3.3
at the end of chapter 3)."

To go beyond averages, part II has two
chapters. Chapter 3 presents recent findings
on inequality levels and trends in global pre-
tax incomes and wealth, pointing out that, as
things stand, the wealthiest 1 percent of the
population is on track to capture 35 percent of
global wealth by 2030. The chapter breaks out
these trends across regions, using recent data
and new methods to survey income inequali-
ty. It then delves into the dynamics of wealth
concentration.

The use of innovative methods to account for
the evolution of income and wealth inequality
across the distribution has captured previously
hidden patterns of accumulation at the very top
in many countries. The drivers of this accumu-
lation need to be understood in depth and are
likely to vary by country. (For instance, recent
analysis has shown that the typical top earners
in the United States derive their high incomes
from founding or managing their businesses
rather than from financial capital).? The inno-
vative methods in this chapter are still evolving,
requiring assumptions that are contested in the
literature.'

Chapter 3 is transparent about assumptions
and decisions in dealing with data challenges
to encourage the type of scrutiny that, over
time, will improve data and information on
inequality. It bears recalling that even the
best-established economic statistics have
some uncertainty. The chapter argues that
today’s innovations in measuring economic
inequality can open the way for the more sys-
tematic measuring and reporting of income



and wealth distribution. Such reporting would
complement the aggregate measures that tend
to dominate literature and policy at present,
whether GDP growth rates or changes in the
Gini coefficient.

Chapter 4 considers gender inequality.
While there are signs of progress, the chapter
points out that it may be slowing. In fact, there
are troubling signs of reimposing inequality—
linked to backlash in social norms observed in
half the countries with data. It is true that most
girls around the world are catching up in the
basics, such as primary education. These prac-
tical achievements are evident. But as women

catch up, targets move, and the enhanced ca-
pabilities that bring strategic empowerment all
too often elude them. The chapter documents
that gender inequalities are multidimensional,
pervading life in varying degrees across devel-
oping and developed countries alike. That is
because they are cultural and rooted in social
norms—biases and gender discrimination are
endemic to our social institutions.”* The chap-
ter discusses how the challenge of reducing
gender inequalities ranges from how to create
enabling conditions for cultural change to how
to avert societal reactions against progress to-
wards gender equity.
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3.

Measuring inequality in income

and wealth

A contribution by the World Inequality Lab

Measuring income inequality is a key step to properly address it. Public debates grounded in facts are critical for societies
to determine to what extent they accept inequality, what policies they should implement to tackle it and what taxation they

will use—a particularly difficult decision.

Transparency in income and wealth dynamics
is also essential to evaluate public policies
and track government progress towards more
inclusive economies. Sound data on income
and wealth are also required to fight (legal) tax
avoidance and (illegal) evasion, made possible
in part by the built-in opacity of the global
financial system.! Greater transparency would
thus support the highest return to tax policy,
part of the policy package to reduce inequality
and to finance investments for the Sustainable
Development Goals.”

The secrecy surrounding ownership of assets
around the globe—particularly financial as-
sets—currently makes it impossible to properly
track capital accumulation, just as it makes it
impossible to ensure that top earners and wealth
holders pay their fair share of taxes. Some pro-
gress on financial transparency has been made
since the 2008 financial crisis, but it has been
too slow and limited in relation to the challenge.
The share of global wealth hidden in tax havens
is an estimated 8 percent of global GDP.?

The current lack of transparency on income
and wealth dynamics is a political choice. While
most governments have (or can find, if they
wish) detailed information on the top incomes
and wealth, they do not disclose it. This is a dig-
ital age paradox: Multinationals have detailed
information on individuals’ lives and can trade
it in the global marketplace. Yet people struggle
to get basic information about how growth in
income and wealth is shared across the popula-
tion. Public statistics still rarely move beyond
reporting averages. This weakness applies to
economic inequality and to other forms of
inequality—particularly inequality related to
pollution—which are not scrutinized by most
statistical institutions today (see chapter 5).

Tackling inequality starts
with good measurement

Publishing timely, standardized and universally
recognized statistics is key to properly address in-
equality. Indeed, the production of standardized
GDP statistics from the 1950s onwards,” thanks
to the United Nations Systems of National
Accounts, has had huge impacts on framing pol-
icy debates and policymaking over the past seven
decades. A new generation of growth statistics
distributed across income groups (distributional
national accounts®) is also likely to shape these
policy debates. Moving towards developing
and publicizing such indicators requires efforts
from all actors: policymakers, academia and civil
society. The synergies among different actors
committed to transparency become apparent
when, for example, information on evaded
taxes is released by journalists and subsequently
analysed by researchers, including some at the
World Inequality Lab.®

This chapter discusses challenges and recent
advances in methodology and data collection to
fill a crucial gap in data on human development.
It first introduces a new inequality data trans-
parency index. Then, based on data from the
World Inequality Database and analysis from
the World Inequality Report, it presents recent
findings on inequality in global incomes. It
also surveys income inequality in three country
groups, assessing the evolution of inequality by
comparing the rate of income growth of the
bottom 40 percent with that of the entire pop-
ulation—a target for Sustainable Development
Goal 10. The first country group is African
countries—where new inequality estimates
have recently become available. The second
is for Brazil, China, India and the Russian

Publishing timely,
standardized

and universally
recognized statistics
is key to properly
address inequality
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have a score of 0

Federation. And the third is European countries
and the United States, noting the relative impact
of different policies on income distribution.
Finally, the chapter turns to the measurement of
wealth inequality around the world.

Measuring the transparency gap

Data for tracking income and wealth inequal-
ity remain scarce across the globe (figure 3.1).
To measure inequality in a country, national
statistical authorities ideally would produce
rich annual houschold surveys of individuals’
living conditions. And the tax administration
would publish income and wealth administra-
tive tax each year. To track income and wealth
inequality, survey data and tax data would be
linked so that it would be possible to know
the fiscal income reported in the tax data by
an individual who participated in the living
conditions survey. But linked survey and tax
data are an exception across the globe, done by
only a few countries: for example, Sweden and
other Nordic countries. And even there, the
ability to measure inequality has deteriorated
in recent decades, partly because of the large
wealth hidden in offshore financial assets with-
out a proper international registration system
to follow them.”

In many countries tax data are not available to
the public. The production of administrative tax
data has historically been closely related to the
existence of an income or wealth tax in a country.
It was the introduction of the income tax in the
United States in 1913, and in India in 1922, that
led public administrations to publish income
tax statistics. Such information is critical for tax
administrations to properly administer taxes
and for legislators and taxpayers to be informed
about tax policy. But governments are sometimes
unwilling to publicly release the data.?

While some countries have released new
tax data over the past decade, others have
actually stopped producing them. And when
governments repeal income or wealth taxes, the
statistical tools to measure inequality also dis-
appear. The deterioration of administrative tax
data thus raises serious concerns, since proper
information on wealth and income is key to
track inequality and inform public debates. But
the situation is worsening in several countries
rather than improving.
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On a new inequality data transparency index
that ranges from 0 to 20, no country scores
above 15, and dozens have a score of 0 (see fig-
ure 3.1). Data are particularly scarce in Africa
and Central Asia. This simple index is prelim-
inary and will be improved as more informa-
tion is released on income and wealth taxes
and availability of survey data. But it already
provides an overview of the efforts required to
supply transparent data on inequality.

Though the availability of official data is low,
the triangulation of different sources has shed
new light on income and wealth inequality.
Investigative journalism has played a critical role,
providing new information that has influenced
public discussions and decisionmaking (box 3.1).

Where to look for global
income inequality data

Several global income inequality databases
have been constructed over the past decades.’
They include the World Bank’s PovcalNet,
which provides inequality data from house-
hold surveys; the World Inequality Database,
which produces distributional national
accounts based on tax, survey and national
accounts; the LIS Cross-National Data Center
in Luxembourg (LIS)," which harmonizes
to a high level of detail income and wealth
concepts in rich countries using houschold
surveys; the Organisation for Economic
Co-operation and Development’s Income
Distribution Database,'! which contains
distributional survey data for advanced econ-
omies; the University of Texas Inequality
Project Database,'” which uses industrial and
sectoral data to measure inequality; and the
Commitment to Equity Data Center,'* which
provides information on fiscal incidence—the
impact of taxes and transfers on different in-
come groups. The United Nations University
World Institute for Development Economics
Research’s World Income Inequality Database
provides a range of statistics on income ine-
quality for several countries.”® There are also
detailed regional databases such as the Socio-
Economic Database for Latin America and the
Caribbean," the harmonized regional statistics
maintained by the Economic Commission
for Latin America and the Caribbean'® and
the European Union Statistics on Income and



FIGURE 3.1

Dozens of countries have almost no transparency in inequality data
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About the Inequality data quality index:
The data quality and availability index measures the current availability of inequality data around the globe. The index ranges from 0 (a country with no survey or
tax data to track inequality available at all) to 20 (an ideal case where there are income and wealth surveys and income and wealth tax data, and the sets of

information are linked with one another). Currently, no country has a score above 15, and dozens of countries have a score of 0. Data are particularly scarce in
Africa and Central Asia.

Note: The index presents the level of availability and quality of data on income and wealth inequality.
Source: World Inequality Lab (http://wid.world/transparency); accessed 17 July 2019.
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BOX 3.1

Investigative journalism uncovering inequality

Investigative journalism can shed light and generate
data on aspects of inequality for which no measurement
standards exist or that have remained opaque because
of asymmetries in the distribution of power (see chap-
ter 2). New and widespread protocols to assess who
is being left behind or extreme wealth concentration
might take years or even decades to generate, with con-
straints ranging from corruption to pressure by interest
groups.

Investigative journalism has played a remarkable
role in informing the public of important dimensions of
inequality. Today, we know more about the globalization
of hidden wealth because of disclosures such as those
in the Panama Papers and the Paradise Papers." On the
other side of the distribution, decentralized reporting
based on investigative journalistic research routinely
uncovers abuse towards disadvantaged groups: When
all other mechanisms that give voice to excluded groups
fail, journalism is often their last hope.?

Amartya Sen has argued that a free press and
an active political opposition constitute an effective
early warning systems against famines because infor-
mation and political pressure push for action.® By the
same token, the media has played an important role
in thwarting behaviours that impede human develop-
ment—nhuman trafficking and, in the worst instances,
slavery; child labour; child marriages; genital muti-
lation; and malnutrition, especially among children,
which can cause stunting that has lifelong effects.*

Notes

Journalistic exposure of corruption can also protect
public finances.®

In a globalized world, internationally coordinated
efforts to find and disclose information can catch up
with actors that operate strategically in different coun-
tries, taking advantage of transparency blind spots.
The Global Investigative Journalism Network and the
International Consortium of Investigative Journalism
are two prominent examples of this approach.® These
networks have the potential to develop and defend
standards of responsible reporting and diversify the
risks of pressure from interest groups.

Quality journalism tends to face financial, polit-
ical and safety challenges. When journalism and me-
dia produce information and knowledge that has the
characteristics of a public good, indirect and direct
subsidies remain fundamental to avoid underprovision.’
Journalists can be subject to pressures, intimidation
and attacks, which appear to be on the rise in many
countries,® highlighting the importance of protecting an
independent, plural and diverse media.

Investing in quality investigative journalism has
high social returns, deterring and correcting corruption,
protecting those left behind and informing public poli-
cies. One area to explore is an enhanced role for inter-
national cooperation: Currently only around 0.3 percent
of official development assistance is spent in media de-
velopment, a small fraction of which is clearly linked to
investigative journalism.®

1. In additional to the increase in public awareness and accountability, these data have been used as part of academic research. See, for instance, analysis of the relation
of tax evasion and inequality by Alstadseeter, Johannesen and Zucman (2019). 2. See examples and discussion in Brunwasser (2019). 3. Sen 1982, 1999. 4. Schiffrin 2019.
5. Brunwasser 2019; Schiffrin 2019. 6. Brunwasser 2019; Schiffrin 2019. 7. Schiffrin 2019. 8. In resolution 33/2, the United Nations Human Rights Council expressed “deep
concern” at the increased number of journalists and media workers who had been killed, tortured, arrested or detained in recent years as a direct result of their profession
(UNHRC 2018). 9. Over 2010-2015, $32.5 million appears to be clearly linked to investigative journalism. See annex 1 of Myers and Juma (2018). This is a small amount
compared with the net benefits associate with individual investigative journalism projects. See examples in Hamilton (2016) and Sullivan (2016).

Source: Human Development Report Office based on Brunwasser (2019) and Schiffrin (2019).

Living Conditions database (see spotlight 1.3
at the end of the chapter for more sources)."”
These databases have helped researchers,
policymakers, journalists and the general public
focus on the evolution of inequality over the
past decades. There is no one perfect database on
inequality, and there will never be: The different
datasets support complementary insights on
inequality, and whether to use one or another
depends largely on the specific issues to be stud-
ied.’® Some, such as PovcalNet have been used to
compute global poverty measures. Others, such
as the LIS database, have been used by genera-
tions of researchers to study economic inequality
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and its interactions with other dimensions of
welfare in an international perspective. Regional
databases, such as the Socio-Economic Database
for Latin America and the Caribbean and the
European Union Statistics on Income and Living
Conditions database, enable detailed regional
analyses of inequality, while the Commitment
to Equity Data Center can be used to analyse the
impact of tax and transfer policies.

Most of these databases rely almost exclusively
on one type of information source—household
surveys with face-to-face or virtual interviews
that ask individuals about their consumption,
income, wealth and other socioeconomic aspects



of their lives. Surveys, like any other data source,
have pros and cons in the measurement of ine-
quality (table 3.1). One way of overcoming the
limitations of each data source is to combine data
from different types of sources, particularly com-
bining administrative tax data with survey data.
For example, consider the level and evolution
of inequality in Brazil and India. In Brazil house-
hold surveys show that the richest 10 percent
received just over 40 percent of total income in
2015, but when all forms of income are consid-
ered—not just income reported in surveys—the
revised estimates suggest that the top 10 percent
actually received more than 55 percent of total
income. In India estimates based on adminis-
trative tax data show that the top 1 percent may
have an income share close to 20 percent. But

households report an income share of around
10 percent, suggesting that houschold survey
data starkly underestimate incomes at the top of
the distribution. The extent to which they do so
varies by country but is likely to be substantial.
In addition, surveys may also miss important
evolutions. In Brazil, household surveys indicate
the income share of the top 10 percent has fallen
over the past two decades.” But revised estimates
based on additional sources of information from
national accounts and tax data suggest that the
income share has been fairly stable. Household
surveys captured fairly well the increase in wage
income across most of the distribution, which
has indeed taken place in Brazil since the 2000s,
but failed to fully capture the dynamics of top
incomes—particularly capital incomes.

TABLE 3.1

Main data sources for inequality measurement

Data source

Pros

Cons

Household survey data

Administrative (tax) data

National accounts data (gross
national product, national
income, national wealth)

Survey data gather information about income or assets as well as
social and demographic dimensions, key for human development.

Households surveys support a better understanding of the
determinants of income and wealth inequality and allow income
and wealth inequality to be analysed in combination with

other dimensions—such as racial, spatial, education or gender
inequality.

In countries with sound enforcement of taxes, tax data capture the
income and wealth of those at the top of the wealth distribution.

Tax data also cover longer periods than surveys. Administrative
data are usually available annually starting at the beginning of
the 20th century for income taxes and in some countries as far
back as the early 19th century for inheritance taxes.

National accounts data follow internationally standardized
definitions for measuring the economic activity of countries,

so they allow for a more consistent comparison over time and
across countries than fiscal data. National account definitions, in
particular, do not depend on local variations in tax legislation or
other parts of the legal system.

Limited sample size is a problem. Given the small number of
extremely rich individuals and of some vulnerable groups, the
likelihood that they will be included in surveys is typically very
small. These are called sampling errors.

Self-reported information about income and wealth is erratic.
Generally, it largely underestimates the income share of the
top. Oversampling cannot correct this bias. These are called
nonsampling errors.

Concepts and scope may vary widely across countries and over
time, rendering international and historical comparisons difficult.
Surveys may be administered with uneven frequency.

Income and wealth totals generally do not match national
accounts totals, so growth rates are typically lower in surveys
than in macroeconomic growth statistics.

Tax data have limited coverage of the lower tail of distribution.
Particularly in developing countries, they typically cover only a
small share of the population.

Tax avoidance and evasion affect tax data. Tax data tend to
underestimate income and wealth at the top. In most cases
inequality estimates based on these data should be viewed as
lower-bound estimates.

Tax data are subject to changes in fiscal concepts over time and across
countries, making historical and international comparisons difficult.

National accounts do not provide information on the extent to
which different social groups benefit from growth of national
income and gross domestic product.

National accounts are heterogeneous across countries, determined
by quality of national data and country-specific assumptions.

Source: Based on Alvaredo and others (2018).
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and consistently in
order to estimate
the distributions of

national income and

national wealth

World Inequality Database and
distributional national accounts

Studying inequality in a context of extreme
data opacity is difficult, and results are neces-
sarily imperfect and preliminary. Yet, income
and wealth dynamics must be tracked as sys-
tematically as possible. The World Inequality
Database project seeks to combine data sources
transparently and consistently in order to esti-
mate the distributions of national income and
national wealth. In doing so, the project’s main
objective is to reconcile the macroeconomic
study of income and wealth (which deals with
economic growth, public debt or interna-
tional capital flows) with the microeconomic
study of inequality (which considers how the
income and wealth growth rates actually expe-
rienced by individuals in a single country differ
depending on their position in the income
distribution).

The World Inequality Database project
began with renewed interest in using tax data
to study the long-run dynamics of inequality,
following the pioneering work on income and
wealth inequality series by Simon Kuznets and
by Tony Atkinson and A.J. Harrison.” Top in-
come shares, based on fiscal data, were initially
produced for France” and the United States?
and rapidly expanded to dozens of countries
thanks to the contribution of more than 100
researchers.” These series had a large impact on
the global inequality debate because they made
it possible to compare the income shares of top
groups (say, the top 1 percent) over long peri-
ods of time, revealing new facts and refocusing
the discussion on long-run historical evolutions
of income and wealth inequality.

More recently, the World Inequality
Database project has sought to go beyond the
top income shares based on tax data to pro-
duce distributional national accounts, relying
on a consistent and systematic combination of
fiscal, household survey, wealth and national
accounts data sources.”* The objective of the
distributional national accounts is to make
the most of all data sources (see table 3.1). Tax
data are used to track the top of the distribu-
tion properly—and when available, informa-
tion on tax evasion is also used.” Survey data
are used to obtain information not available
from administrative records. And national
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accounts data are used as the overarching
framework, since they provide the most uni-
versally recognized concepts of income and
wealth to date.

The World Inequality Database project em-
phasizes the distribution of national income
and national wealth equally. There are two
main reasons for this. First, it is impossible
to properly track income inequality, particu-
larly at the top of the distribution, without a
sound measure of wealth inequality dynamics.
Indeed, where there has been a recent rise
in income inequality, it has often been due
largely to the surge in capital income (rents,
dividends, retained earnings and so on) among
the wealthy.” Second, rates of return on wealth
have been much higher than macroeconomic
income growth over the past four decades,
implying that wealth is taking an increasingly
important place in 21st century economies.”’
How the fast growth of wealth is distributed
across the population becomes a pressing
question. Unfortunately, available official data
are even scarcer for wealth than for income, so
distributional national accounts estimates for
wealth inequality cover only a few countries at
this stage.

For transparency, the distributional national
accounts project releases distributional nation-
al accounts estimates and the methods used
to compute them. Technical details and the
computer codes used to produce the estimates
(including those presented in this chapter)
are published online on the World Inequality
Database website.?® This level of transparency
should become the norm for existing economic
statistics databases.

Inequality series published online should
also be as comprehensive as possible, given the
limitations of summary measures of inequality
(as discussed in the introduction to part II of
the Report), which can mask relevant inequal-
ity dynamics behind a veil of stability. Beyond
offering summary measures and a limited set of
decile shares, the World Inequality Database
project publishes average income and wealth
levels for each 1 percent of the population in
a given country or region (that is, income and
wealth percentiles). Given the importance
of the very top groups in income and wealth
growth, the project decomposes the top 1 per-
cent itself into smaller subgroups (up to the



top 0.001 percent) and estimates income and
wealth levels for each.

Currently, the United Nations System of
National Accounts includes standards and
guidance only for aggregate indicators.”” The
next revision, due sometime in 2022-2024,
might consider how to cover distribution of
income and wealth growth across the popu-
lation, in line with the recommendations of
the 2008 Report of the Commission on the
Measurement of Economic Performance and
Social Progress.*® Such an evolution would
represent significant progress for global public
statistics and global public debates on growth
and inequality. The distributional national
accounts framework considered in this chapter
provides a concrete model of how this shift
beyond averages could work.

B0X 3.2

What income concepts are we measuring?

This chapter focuses on the distribution of national
income, which is the sum of all income received by
individuals in an economy. This corresponds to gross
domestic product, to which are added net income from
abroad (when a Brazilian citizen owns a company in
India, the income from the capital of the company is
counted in Brazil) and from which are subtracted the
amounts required to replace any productive apparatus
(roads, machines, computers) that has become obsolete.

There are two broad ways to measure income
received by individuals in a country: before taxes and
government transfers (pretax income) and after taxes
and government transfers (post-tax income). There are
different ways to define pre- and post-tax incomes, and
definitions can affect the results substantially. In the
World Inequality Lab’s distributional national accounts
framewark, pretax national income is defined as the
sum of all personal income flows, before taking into ac-
count the tax and transfer system but after taking into
account pension and unemployment insurance systems.
This concept adjusts traditional computations of “mar-
ket income,” as explained in spotlight 3.3. Contributions
to pension and unemployment insurance schemes are
considered deferred income and therefore deducted, but
the corresponding benefits are included.

The adjustment is crucial for good comparability of
pretax inequality across countries. Otherwise a country
with a public pension system would appear to have

Note

The elephant curve of global
inequality and growth

The release of new tax data and the recent
methodological developments by research-
ers collaborating with the World Inequality
Database and at the World Inequality Lab make
it possible to produce new inequality estimates
(see boxes 3.2 and 3.3 for definitions of income
and consumption concepts used throughout
the Report).*" A starting place in tracking the
evolution of income inequality over time and
across countries is to estimate the share of total
income received by the richest 10 percent of the
population. But such an indicator should be
complemented by others—ideally, the income
level or growth of each percentile, or 1 percent
of the population, as below.

artificially high pretax inequality (because retired indi-
viduals would have no pretax income and would appear
as “virtual poor” before taxes), while a country with
private pensions would have positive pretax income for
the elderly (because they would benefit from pretax in-
come from their pension plans). Differences in inequal-
ity measures between the countries would not reflect
differences in income concentration or the effectiveness
of pension systems but simply different choices made
for organizing the pension system.

In the end, pretax income is similar to the taxable
income of many countries, but its definition is usually
broader and more comparable across countries. Several
variants of pretax income should be looked at, and the
distributional national accounts guidelines discuss them
in more detail. Unless stated otherwise, the income
concept in this chapter is pretax income.

Post-tax national income equals pretax income after
subtracting all taxes and adding all forms of government
transfers. In line with the distributional national accounts
methodology, all forms of government spending are allo-
cated to individuals, so that post-tax income sums to na-
tional income. Not doing so would make countries with
a stronger provision of public goods appear mechanically
poorer. By definition, at the aggregate or macroeconomic
level—when summing all income of all individuals in a
country—post-tax national income is exactly equal to
pretax national income and to national income.

1. See Alvaredo and others (2016) for a technical description of income concepts and methods used for this chapter.
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Income inequality
based on the top

10 percent’s income
share has risen since
1980 in most regions
but at different rates

BOX 3.3

What about consumption?

For the distributional national accounts project of the
World Inequality Lab and its network of partners, the
objective is a fully integrated representation of the
economy. It would link the microeconomic study of
income and wealth inequality (typically focusing on
household wages, transfers and poverty or inequality)
with macroeconomic issues such as capital accumula-
tion, the aggregate structure of property and privatiza-
tion or nationalization policies. Too often, “micro” and
“macro” issues have been treated separately.

To be clear, however, a lot of progress is needed
before it will be possible to publish a fully integrated ap-
proach to these issues, analysing the joint evolution of
inequality of income and wealth in all countries. Indeed,
that approach requires careful measurement not only of
pretax and post-tax income inequality but also of the
distribution of savings rates across different income
groups.

The production of such series—pretax inequality,
post-tax inequality and savings rate inequality—will

Source: Extracted from Alvaredo and others (2018).

make it possible to systematically relate income, wealth
and eventually consumption (income minus savings). In
our view, however, it would be a mistake to overempha-
size the consumption perspective, as the literature on
poverty has sometimes done. Consumption obviously is
a very important indicator of wealth, particularly at the
bottom of the distribution. The problem is that house-
hold surveys routinely used to measure consumption
tend to underestimate income, consumption and wealth
at the top.

In addition, consumption is not always well defined
for top income groups, which generally save a very large
share of their income, choosing to consume more in lat-
er years, but more generally to consume the prestige or
economic or political power conferred by wealth owner-
ship. To develop a consistent and global perspective on
economic inequality—one that views economic actors
not only as consumers and workers but also as owners
and investors—requires putting equal emphasis on in-
come and wealth.

The European Union stands out as the most
equal region based on the top 10 percent’s share
of pretax income, with 34 percent. The Middle
East is the most unequal, with the top 10 percent
holding 61 percent of pretax income.” In be-
tween are a variety of inequality levels that do not
appear to be correlated with average income. The
top 10 percent received an estimated 47 percent
of income in the United States, 41 percent in
Chinaand 55 percent in India.?®

Income inequality based on the top 10 per-
cent’s income share has risen since 1980
in most regions but at different rates (fig-
ure 3.2). The rise was extreme in the Russian
Federation, which was one of the most equal
countries in 1990 (at least by this measure)
and became one of the most unequal in just
five years. The rise was also pronounced in
India and the United States, though not as
sharp as in the Russian Federation. In China,
after a sharp rise, inequality stabilized in the
mid-2000s. The rise in inequality in Europe
was more moderate than in other regions.
Inequality in Sub-Saharan Africa, Brazil
and the Middle East stayed extremely high,
with the 10 percent’s income share around
55-60 percent. These extreme inequality
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levels in low- and middle-income countries
also deserve particular attention.™

The diversity of patterns across countries
since 1980 shows that the extreme rise in
inequality in some parts of the world was not
inevitable but resulted from policy choices.
Openness to trade and the digitalization of
the economy are often put forward to explain
the rise in inequality in a country, but such
arguments fail to fully account for the diversity
of trajectories just presented. The radical diver-
gence of the United States and Europe—de-
spite similar exposures to technological change
and trade openness—shows that other factors
were at play—specifically, factors related to na-
tional policies. Differences between the United
States and Europe were due less to direct
taxes and transfers and more to other policy
mechanisms, particularly health, education,
unemployment and pensions systems, as well
as labour market institutions.” Fiscal redistri-
bution and monetary transfers to the worse-off
indeed helped low-income groups in Europe
but did not play the main role in restraining the
increase in income inequality.*®

What happened to inequality among indi-
viduals globally—treating the world as just one



FIGURE 3.2

Income inequality based on the top 10 percent’s income share has risen since 1980 in most regions but at

different rates
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single country? Branko Milanovic pioneered
such analysis, arguing for its relevance in a
more integrated and globalized world.

A graph of income growth from 1980 to
2016 for the world population, ranked from
the poorest to the richest,”” presents the sil-
houette of an elephant with a raised trunk
(figure 3.3).%* At the bottom of the global in-
come distribution (the left side), the low- and
middle-income emerging countries had high
growth: above 100 percent—for a doubling
of income per adult since 1980. In some coun-
tries, such as China, the bottom 50 percent of
the population saw growth of around 400 per-
cent—incomes quintupled.”

The dynamics illustrate how hundreds of
millions of individuals were lifted out of income
poverty and saw improvements in their living
standards. Note that the figure represents relative
gains, which for the bottom of the distribution
are from very low levels—a figure representing
absolute gains looks essentially flat except for a
spike for people at the very top.** In India the
absolute poverty rate was more than halved over
the period, and at the global level the share of
people living in absolute poverty was reduced by
afactor of more than three.* In the upper half of
the distribution, however, incomes grew much
less rapidly, with less than 50 percent since 1980.
That segment of the global income distribution
corresponds to the bottom and middle-income

and poor countries,
made huge gains
over 1980-2016

groups in Europe and North America. In the
United States the situation was even worse: The
bottom 50 percent was almost entirely left out of
economic growth.

At the very top of the global income distribu-
tion, growth rates were extremely high—more
than 200 percent. The global top 1 percent,
the economic elite of rich and poor countries,
made huge gains over 1980-2016. In China
and India, for instance, growth rates at the
top of the income ladder reached triple digits.
These results, based on new and more precise
data (combining tax, survey and national ac-
counts data), magnify the results of previous
studies using fewer sources of data.”

The top 1 percent alone received 27 percent
of income growth over the period, compared
with the 12 percent received by the bottom
50 percent. A huge share of global growth
thus benefited the top of the global income
distribution.

Was such a concentration of global growth in
the hands of a fraction of the population neces-
sary to trigger growth among bottom income
groups? Country and regional case studies
provide very little empirical support to the
trickle-down hypothesis over recent decades.”
Higher income growth at the top of the distri-
bution are not correlated with higher growth
at the bottom. The comparison between the
United States and Europe is an illustration. As
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FIGURE 3.3

The elephant curve of global inequality and growth
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Note: On the horizontal axis the world population is divided into 100 groups of equal population and sorted in ascending order from left to right by each group’s income.
The top 1 percent group is divided into 10 groups, the richest of which is also divided into 10 groups of equal population and the richest of that group is again divided
into 10 groups of equal population. The vertical axis shows the total income growth of an average individual in each group between 1980 and 2016. For percentile group
p99p99.1 (the poorest 10 percent among the world's richest 1 percent), growth was 74 percent between 1980 and 2016. The top 1 percent captured 27 percent of total
growth over this period. Income estimates account for differences in the cost of living between countries. Values are net of inflation. The composition of each group

evolved between 1980 and 2016.

Source: Based on Alvaredo and others (2018), with data from the World Inequality Database (http://WID.world).

noted, growth at the top was much higher in
the United States than in Europe, but the bot-
tom 50 percent benefited little from growth,
while Europe was more successful at triggering
growth for the majority of its people, despite
lower growth at the top.

Between-country convergence
versus within-country divergence

To understand the dynamics of global income
inequality over the past four decades, it is also
useful to decompose global inequality into
two components.* One is the evolution of
global inequality between countries, driven by
the rise in productivity in emerging countries
and the technological catch-up with countries
at the frontier. The other is inequality within
countries. Both forces have been at play over
the past four decades, but the latter appears to
have dominated.

The share of global income held by the top
10 percent rose from less than 50 percent in
1980 to 55 percent in 2000 and slipped from
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the mid-2000s to 52 percent in 2016 (fig-
ure 3.4). Consider two counterfactual scenar-
ios. The first is a world with no differences in
average income across countries (all countries
have converged to the same average income)
but with within-country inequality matching
the levels observed in reality since 1980. The
second is a world with no within-country
inequality (all individuals in a country have
the same income) but with countries’ average
incomes differing exactly as observed in reality
since 1980.%

In the first counterfactual the income share
of the top 10 percent increases significantly
over the period because of the rise of income
inequality in most countries. In the second sce-
nario the income share of the top 10 percent in-
creases slightly, falls then recovers in the recent
period to its 1980 level. Since the mid-2000s
the reduction in between-country inequality
has dominated but not enough to bring global
inequality back to its early 1980s level.

Another way to look at the relative im-
portance of within- and between-country
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FIGURE 3.4

In 2010 the top 10 percent of income earners received 53 percent of global income, but if there had been
perfect equality in average income between countries, the top 10 percent would have received 48 percent

of global income
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Source: Based on Alvaredo and others (2018), with data from the World Inequality Database (http://WID.world).

inequalities is to focus on the Theil index,
which provides a measure of inequality that can
be decomposed into a between-country and
a within-country component. The two com-
ponents sum to an overall measure of global
inequality. The decomposition confirms and
amplifies the results above: The decline in be-
tween-country inequality has not been enough
to counter the rise of within-country inequality
since 1980 or 1990. Global inequality accord-
ing to the Theil Index rose from 0.92 in 1980
to 1.07 in 2016, peaking in 2007 before a
slight decline and then a plateau since the early
2010s.%

Going beyond summary
measures of inequality

The dynamics of global income inequality over
the past decades are the result of the dynam-
ics of between-country and within-country
inequalities. These are not well captured by
an oft-used measure of inequality: the Gini
coefhicient. Since 1980 the Gini coefhicient for
global income has hovered around 0.65, with
a peak of 0.68 in 2005-2006. This summary

measure of inequality thus masks the catch-up
of low-income groups with the middle of the
global income (reduction in between-country
inequality) as well as the relative decrease of
the middle compared with the top (rising with-
in-country inequality in rich countries). From
1980 to 2016 the income gap between the top
10 percent and the middle 40 percent increased
by 20 percentage points (figure 3.5). But the
gap between the middle 40 percent and the
bottom 50 percent fell by more than 20 per-
centage points. In short: The Gini coeflicient
masks a lot of movement.

The changing geography of
global income inequality

Understanding the dynamics of global inequal-
ity also entails looking at the changing geo-
graphic distribution (box 3.4). The geographic
breakdown of each percentile of the global
distribution of income has evolved. In 1990
Asians were mostly absent from top global in-
come groups, and massively represented at the
bottom of the global distribution (figure 3.6),

while Americans and Canadians were the
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FIGURE 3.5
I
The ratio of the average income of the top 10 percent to that of the middle 40 percent increased by

20 percentage points between 1980 and 2016, but the ratio of the average income of the middle 40 percent
to that of the bottom 50 percent decreased by 27 percentage points
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Source: Based on Alvaredo and others (2018), with data from the World Inequality Database (http://WID.world).

BOX 3.4

Where do you stand in the global distribution of income?

Who is part of the global top 1 percent? And how much
does one need to make to belong to the global middle
40 percent? It is not always clear how much income one
needs to belong to different income groups discussed in
academic or public debates on inequality.

The World Inequality Database’s online simulator
allows anyone to position their income relative to that
of others throughout the world. With $1,000 a month,

On different rungs in different countries

Monthly income

for instance, an adult individual is part of the top 8 per-
cent of earners in Cote d'lvoire (see table). The same
income would place an individual in the top 33 percent
in China and in the bottom 22 percent in the United
States. At the world level, that individual belongs to the
top 33 percent. The global top 1 percent entry threshold
is $11,990 per adult per month.

United States World

per adult (PPP §) Céte d’lvoire China

$100 Bottom 20 percent Bottom 7 percent
$1,000 Top 8 percent Top 33 percent
$2,0000 Top 3 percent Top 12 percent
$5,000 Top 1 percent Top 4 percent
$12,000 Top 1 percent Top 1 percent

Source: World Inequality Database website (http://WID.world/simulator).

Bottom 5 percent
Bottom 22 percent
Bottom 42 percent
Top 24 percent
Top 5 percent

Bottom 8 percent
Top 33 percent
Top 18 percent
Top 5 percent
Top 1 percent
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FIGURE 3.6

The geographic breakdown of each percentile of the global distribution of income evolved from 1990 to 2016

In 1990, 33 percent of the population of the world's top 0.001 percent income group were residents of the United States and Canada.
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In 2016, 5 percent of the population of the world's top 0.001 percent income group were residents of the Russian Federation.
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Source: Based on Alvaredo and others (2018), with data from the World Inequality Database (http://WID.world).

largest contributors to global top income earn-
ers and almost absent at the very bottom of the
distribution. Europe was well represented in
the upper half of the global distribution but less
so in the very top groups. Middle Eastern and
Latin American elites were disproportionately

among the very top global groups, as they each
made up about 20 percent of the population of
the top 0.001 percent earners.

The situation had changed considerably by
2016. Chinese earners are now present through-
out the income distribution. Indians remain
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reported in surveys

concentrated at the bottom. Russian earners are
also stretched throughout, from the poorest to
the richest income groups, in contrast to 1990.
Africans, present throughout the bottom half
of the distribution, are now even more concen-
trated in the bottom quarter, due to Africa’s slow
growth relative to Asian countries. At the top
of the distribution, both North Americas and
Europe’s shares fell (leaving room for their Asian
counterparts), Europe’s share fell much more. The
reason? Most large European countries followed
a more equitable growth trajectory over the past
decades than the United States and Asian giants.

How unequal is Africa?

Based on survey data for African countries,
the income share of the top 10 percent is
typically around 30-35 percent (except in
Southern African countries), compared with
34 percent in Europe, 45-55 percent in North
and South America and 40-55 percent in
Asia.®® The comparison could thus suggest that
most African countries have low inequality.”’

But there are good reasons to think that
survey-based data significantly underestimate
inequality across Africa. First, the concepts to
measure inequality and growth (at times con-
sumption, at times income) are often compared
indiscriminately, even though using consump-
tion typically underestimates inequality by
25-50 percent compared with using income.>
Second, individuals at the top of the distribu-
tion are largely under-represented in surveys,
particularly in developing countries.” Available
global and African evidence shows that the
average income of the top 1 percent of earners
is typically 1.5-2 times higher than what is
reported in surveys.>*

So, are African countries characterized
by low or high inequality? The question, as
simple as it may be, is difficult to answer due
to the dissimilarity of data sources. Applying,
to the extent possible, distributional national
accounts methods to Africa yields estimates
that are more in line with recent ones for devel-
oped and emerging countries. Such estimates,
however, are still far from perfect and will be
greatly improved as more administrative data
are released, as has occurred with Céte d’Ivoire,
Senegal, South Africa and Tunisia.
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New estimates combining survey, fiscal and
national accounts data suggest that inequality
remains very high in most African countries.
The income received by the top 10 percent
ranges from 37 percent in Algeria to 65 percent
in South Africa, while that received by the bot-
tom 40 percent is at most 14 percent in Algeria
and about 4 percent in South Africa.

Regional differences across Africa are sig-
nificant.’® Southern Africa is clearly the most
unequal. The share of national income received
by the top 10 percent is highest in South Africa
(65 percent in 2014) and Namibia (64 percent
in 2015), while the bottom 40 percent received
4 percent of national income in both countries.

On average, income inequality is lower in
Central Africa but still very high. For instance,
in 2011 the top 10 percent of income earners in
Congo received 56 percent, while the bottom
40 percent received 7 percent. East African
countries are a bit less unequal, especially at the
bottom. In Kenya in 2015 the top 10 percent
received 48 percent of national income, while
the bottom 40 percent received 9 percent.

Income inequality tends to decrease towards
the north and the west of the continent. In
Sierra Leone in 2011 the top 10 percent re-
ceived 42 percent of national income, while the
bottom 40 percent received 12 percent, and its
neighbours show similar income shares. The
lowest inequality is in North Africa: In Algeria,
the least unequal country in Africa for which
estimates are available, the top 10 percent of
earners received 37 percent of national income
in 2011, while the bottom 40 percent received
14 percent.

Heterogeneous trajectories:
Inequality trends from 1995 to 2015

There is no single African trend in inequality,
not even clear regional trends. Income distri-
butions evolved in a wide variety of ways across
countries, which underlines the role of national
institutions and policies in shaping inequality.
Given the important differences in data quality
across African countries, the lack of harmoniza-
tion of data collection instruments and welfare
concepts, and the irregularity of survey availa-
bility, comparing inequality trends is a perilous
exercise, and the results must be interpreted
with great caution. (In this section, countries



with an asterisk [*] have data available only
from 1995 to 2005, and countries with two as-
terisks [**] have data available only after 2005.)

On average, it appears that inequality, as
measured by the share of income going to the
top 10 percent and to the bottom 40 percent,
increased in Southern Africa but fell in East
Africa in the late 1990s before stabilizing in
the 2000s and stagnated in North, Central
and West Africa, despite small fluctuations
(figure 3.7).

In Southern Africa the dramatic rise of the
income share of the top 10 percent occurred
at the expense of both the middle and the bot-
tom of the distribution, whose income shares
fell. Indeed, Southern Africa’s performance
between 1995 and 2015 was highly nega-
tive (on average, the incomes of the bottom
40 percent grew 70 percentage points less than
the average) and is the worst among African
subregions (table 3.2). This trend was very
much driven by South Africa (by far the most
populous country in Southern Africa), which
saw a strong increase in income inequality
(table 3.3)—despite declining poverty rates.™
Based on these estimates, it is possible to pres-
ent evidence on the evolution of inequality,
comparing the growth in income of the bottom
40 percent with that of the entire population

FIGURE 3.7

(box 3.5). For Botswana, Lesotho, Eswatini*
and Namibia** inequality fell: The incomes of
the bottom 40 percent grew at different paces:
from 10 percentage points to 88 percentage
points more than the average.

In East Africa the income share of the top
10 percent fell significantly from 1995 to 2000,
and the incomes of the bottom 40 percent grew
more than the average. Since the beginning
of the 2000s, however, the distribution has
remained rather stable: Income shares fell only
slightly at the top and grew slightly at the bot-
tom (see figure 3.7).

This general trend can be explained by
the decline of inequality in two of the most
populous countries, Ethiopia and Kenya. The
overall decline was drastic in Ethiopia, where
the incomes of the bottom 40 percent grew
48 percentage points more than the average.
Inequality rose in most other countries in
the subregion. The increase was modest in
Madagascar and more significant in Djibouti**,
Tanzania and Uganda, where the incomes of
the bottom 40 percent grew 6-15 percentage
points less than the average. In Mozambique**
the incomes of the bottom 40 percent grew
40 percentage points less than the average, and
in Zambia they grew 60 percentage points less.

Between 1995 and 2015 the income share of the top 10 percent in North Africa and West Africa remained
relatively stable, while the share of the bottom 40 percent in Southern Africa declined

Share of total
income (percent)

Top 10 percent

40
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East Africa

Share of total
income (percent)
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0
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Note: Data are weighted by population. Estimates combine survey, fiscal and national accounts data.
Source: Chancel and others (2019), based on data from the World Inequality Database (http://WID.world).
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TABLE 3.2

Difference between income growth of the bottom 40 percent and average income
growth in Africa’s five subregions, 1995-2015 (percentage points)

Subregion
East Africa
Central Africa
North Africa
Southern Africa

West Africa

1995-2015

1995-2005 2005-2015

Note: Estimates combine survey, fiscal and national accounts data. Estimates combine survey, fiscal and national accounts data and are
derived from panregional distributions; they are not averages of national indicators. Green (red) cells indicate where the income growth
rate of the bottom 40 percent was higher (lower) than the average.

Source: Chancel and others (2019), based on data from the World Inequality Database (http://WID.world).

TABLE 3.3

Difference between income growth of the bottom 40 percent and average income
growth in selected African countries, 1995-2015 (percentage points)

Country
Algeria
Angola
Botswana
Cameroon
Cate d'lvoire
Egypt
Ethiopia
Gabon
Ghana
Kenya
Madagascar

Mali

1995-2015
8285

1995-2005 2005-2015
19.6 9.6
—26.1

-9.8

-13.7
-8.6
10.4°
70.6

Nigeria
South Africa

Zambia

—74.4

-59.6

19.2
—22.7 -57.8
—24.7 -20.9

Note: Estimates combine survey, fiscal and national accounts data. Green (red) cells indicate where the income growth rate of the
bottom 40 percent was higher (lower) than the average.

a. Average income fell.

Source: Chancel and others (2019), based on data from the World Inequality Database (http://WID.world).

In North Africa the incomes of the bottom
40 percent grew 18 percentage points more
than the average from 1995 to 2015. The de-
cline in inequality resulted from two opposite
trends. Inequality fell significantly in Algeria,
where the incomes of the bottom 40 percent
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grew 33 percentage points more than the aver-
age, and in Tunisia, where the incomes of the
bottom 40 percent grew 54 percentage points
more than the average. The decline of the in-
come share of the top was driven much more
by the very top of the distribution in Tunisia,
while inequality stagnated in Morocco and
increased modestly in Egypt.

In West Africa the incomes of the bottom
40 percent grew 25 percentage points more
than the average. But this hides a wide diversity
of trajectories. Inequality rose in Cote d’Ivoire,
Ghana and Guinea-Bissau, with the incomes of
the bottom 40 percent growing 20 percentage
points less than the average, and even more so
in Benin**, with the incomes of the bottom
40 percent growing 30 percentage points less
than the average.

Inequality declined elsewhere in the subre-
gion. In Senegal the improvement was mild
(the incomes of the bottom 40 percent grew
only 2 percentage points more than the aver-
age). In Mauritania the incomes of the bottom
40 percent grew 21 percentage points more
than the average. In Nigeria* the incomes of the
bottom 40 percent grew 19 percentage points
more than the average. In Niger inequality fell
substantially, as the incomes of the bottom
40 percent grew 35 percentage points more
than the average.

Inequality fell in Gambia, Guinea and Mali*,
where the incomes of the bottom 40 percent
grew 60-80 percentage points more than the
average. The largest inequality declines were in
Burkina Faso, where the incomes of the bottom
40 percent grew 93 percentage points more than
the average, and Sierra Leone, where they grew
117 percentage points more than the average.

Data for Central Africa are scarce and cover
a short time span. No country showed a strong
trend in inequality, up or down, especially at
the top. For most countries the data cover only
2000 and 2010. In Cameroon**, Chad** and
Congo** inequality increased, as the incomes
of the bottom 40 percent grew 13-19 per-
centage points less than the average. Inequality
stagnated in Sao Tome and Principe™ and
decreased markedly in Gabon**, where the av-
erage income fell: the incomes of the bottom
40 percent grew around 12 percentage points
more than the average. The two countries
with data for 1995 and 2005 are Angola* and


http://WID.world
http://WID.world

BOX 3.5

Income growth of the bottom 40 percent—higher than the national average?

Sustainable Development Goal target 10.1 reads, “By
2030 progressively achieve and sustain income growth
of the bottom 40 percent of the population at a rate
higher than the national average.”’

Including that inequality target in the list of
Sustainable Development Goals was not straight-
forward. Several countries initially opposed it, arguing
that only poverty reduction mattered.? Its inclusion thus
marks an important shift in how countries think about
sustainable development.

What is the income inequality target about? It seeks
to ensure that people in the bottom income groups see
growth that is at least as high as the average. While the
target is meant to be achieved by 2030, it is useful to
look at the past to consider how countries have fared on
the indicators relevant to the target. The United States,
despite high overall economic growth, the bottom
40 percent of the population has seen pretax income per
adult fall by 2 percent, from $13,700 in 1980 to $13,400
in 2017.3 During the same period the average income
in the United States grew 66 percent, from $41,900 to
$61,400. If the bottom 40 percent’s income had grown
as fast as the average, it would be $22,600 today.

Notes

Ensuring that the bottom 40 percent sees growth
thatis at least as high as the average may not be enough
to contain rising inequalities. Take another example: At
the global level, average annual pretax income increased
95 percent (net of inflation) for the bottom 40 percent,
from €1,300 in 1980 to €2,500 in 2017, but increased
40 percent overall, from €11,100 to €16,600. Thus, the
global bottom 40 percent saw growth that was 45 per-
centage points higher than the global average.

At the other end of the distribution, the top 0.1 per-
cent’s average annual pretax income increased 117 per-
cent, from €671,600 to €1,462,000. Despite its small size,
the 0.1 percent saw a larger share of total growth than
the bottom 40 percent of the population—about 12 per-
cent versus about 8.5 percent. Indeed, it is mathematical-
ly impossible for all groups to see growth that is higher
than the average. At the global level, those who lost
were the middle 40 percent, whose average income rose
just over 33 percent, from €11,900 in 1980 to €15,600 in
2016. So, their share in global income was reduced. This
shows that ensuring that the bottom 40 percent grows
at the same rate as the average may be insufficient for
tackling inequality at all segments of the distribution.

1. www.un.org/sustainabledevelopment/inequality/. 2. For a discussion of the debates surrounding inclusion of the income inequality target, see Chancel, Hough and Voituriez
(2018). 3. All figures are net of inflation. Since distributional national accounts data for 2014-2016 are not yet available, it was assumed that since 2014, the bottom 40 percent
has seen growth that is at least as high as the average—a very optimistic assumption since that occurred only six times between 1980 and 2014, two of which were recessions.

Source: World Inequality Lab.

Central African Republic*. In Angola inequali-
ty increased at both ends of the distribution. In
Central African Republic inequality fell, but so
did average incomes.

Inequality in BRIC countries
since the 2000s

This section presents the income growth of
the bottom 40 percent and the top 1 percent
compared with average income growth for
the four BRIC countries—Brazil, the Russian
Federation, India and China (table 3.4).

In China the incomes of the bottom
40 percent grew at an impressive 263 percent
between 2000 and 2018, which contributed to
the fast reduction of extreme poverty and to
the decline of the global extreme poverty rate.
But that growth was significantly below the
average for China (361 percent) and just half
the rate of the top 1 percent. Such different

growth rates led to a rise in income inequality
in China. From 2007 to 2018, however, the
135 percent growth rate of the bottom 40 per-
cent and the 138 percent average in China were
much closer, and the rise of inequality halted
(this stabilization could partly reflect data lim-
itations). The more recent period in China is
also characterized by wages growing more than
output, to the benefit of low-income groups.

In India the income growth of the bottom
40 percent—58 percent between 2000 and
2018—was significantly below the average. At
the other end of the spectrum the top 1 percent
saw their incomes grow significantly more than
the average since 2000 and since 2007.

In Brazil the incomes of the bottom 40 per-
cent grew 14 percentage points more than the
average between 2000 and 2018. But the top
1 percent also saw higher growth than the av-
erage. Since all groups cannot grow more than
the average, this means that middle-income
groups (between the bottom 40 percent and
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TABLE 3.4

Inequality and growth in the BRIC countries

2000-2018 2007-2018
Difference Difference
between between

income growth
of the bottom

income growth
of the bottom

40 percent 40 percent

Bottom and average Top Bottom and average Top

Average 40 percent income growth 1 percent Average 40 percent income growth 1 percent

income growth growth (percentage growth income growth growth (percentage growth

Country (percent) (percent) points) (percent) (percent) (percent) points) (percent)
Brazil 5 20 14 16 -3 3 -2
China 361 263 —97 518 138 135 117
India 122 58 —64 213 68 4 78
Russian Federation 72 121 49 68 6 35 -20

Note: Distribution of per adult pretax national income growth. See http://wid.world/methodology for country-level information on the series. Income growth between 2016 and 2018 is assumed to be distribution neutral (all
groups benefit from average national income growth). Green (red) cells indicate where the income growth rate of the bottom 40 percent was higher (lower) than the average.
Source: Based on data from the World Inequality Database (http://WID.world).

120 |

the top 1 percent) were squeezed with lower
than average growth.

In the Russian Federation the incomes of the
bottom 40 percent grew more than the average
between 2000 and 2018, while the incomes of
the top 1 percent grew at a rate close to the aver-
age. The top 1 percent actually saw their incomes
fall between 2007 and 2018. Between 1980 and
2018 the top 0.01 percent saw four-digit income
growth rates. Income and wealth inequality to-
day remain extreme by global standards, and the
recent decline of the top 1 percent has not gone
nearly far enough to reverse this.”®

A rapid review of growth and inequality
trajectories in the BRIC countries shows that
the evolution of the indicators underpinning
Sustainable Development Goal target 10.1
must be interpreted with care. Complementing
the bottom 40 percent target with other indica-
tors (such as the income growth rate of the top
1 percent) more fully accounts for the dynamics
of growth in a given country. Assessing dynam-
ics over various timeframes is also enriching.
Good performance over a short time may mask
a huge increase in income and wealth inequality
in the longer run. The income share of the top
1 percent has significantly increased in China,
India and the Russian Federation since the early
1980s (figure 3.8). In Brazil the income share of
the top 1 percent has been broadly stable since
the early 2000s but at a high level.
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FIGURE 3.8

The income share of the top 1 percent has
significantly increased in China, India and the
Russian Federation since the early 1980s

Top 1 percent share of national
income (percent)

Brazil

India
Russian
Fed.

1980 1986 1992 1998 2004 2010 2016

Note: Distribution of per adult pretax national income growth. See http://wid.
world/methodology for country-level information on the series. Income growth
between 2016 and 2018 is assumed to be distribution neutral.

Source: Based on data from the World Inequality Database (http://WID.world).

Inequality and redistribution in
Europe and the United States

Income inequality in European countries and
the United States has risen to varying degrees
and at different speeds.® Inequality, both at
the top and at the bottom of the distribution,
varies widely across developed countries. These


http://wid.world/methodology
http://WID.world
http://wid.world/methodology
http://wid.world/methodology
http://WID.world

heterogeneous dynamics are linked to different
institutional trajectories, policy choices and
patterns of inclusive growth.

By combining surveys, tax data and national
accounts, it has become possible to produce
estimates tracking inequality dynamics across
individuals from the bottom to the top
0.001 percent in a way fully consistent with
national accounts.”” How have European coun-
tries and the United States performed in pro-
moting inclusive growth in the past decades?

Since the beginning of the 1980s almost no
country considered in the analysis has seen the
incomes of the bottom 40 percent grow more
than the average (table 3.5). Growth has been
either distributionally neutral or associated with
rising inequality. In Norway, Spain, France and
Croatia the difference is close to zero: The bot-
tom 40 percent saw their incomes grow at a rate
similar to that of the average income. In Norway
and France, however, the top 1 percent of in-
comes grew more than the average, meaning
that the income share of the groups in between
was squeezed. In all other countries, especially
in Eastern Europe and the United States, poorer
individuals have lagged far behind national

TABLE 35

averages between 1980 and 2007, and richer
people have benefited from a disproportionate
share of income growth, although the income
growth of the bottom 40 percent has been high-
er than the national average for several countries
since 2007, especially in Eastern Europe.

Income inequality has risen more in
the United States than in any other
developed country since 1980

Driving the rising inequalities in the United
States since the 1980s has been a surge in top in-
comes combined with little or no pretax income
growth among poorer individuals. The current
income inequality in the United States is vastly
different from the levels seen at the end of World
War II. Indeed, changes in inequality since 1945
can be split into two phases (figure 3.9). From
1946 to 1980 inequality fell. During that period
the average incomes of the bottom 50 percent
more than doubled. By contrast, the 1980-2014
period coincided with lower and much more

skewed growth, with the average income of

the bottom half essentially stagnating (it grew
less than 2 percent, while that of the bottom

Driving the rising
inequalities in the
United States since

the 1980s has been a
surge in top incomes
combined with little

or no pretax income

growth among
poorer individuals

Post-tax average and hottom 40 percent growth in Europe and the United States, 1980-2017 and 2007-2017

1980-2017 2007-2017
Difference Difference
between between

income growth
of the bottom
40 percent
and average

income growth
of the bottom
40 percent

Income growth and average Income growth Income growth Income growth

Average of the bottom income growth of the top Average of the bottom income growth of the top
income growth 40 percent (percentage 1 percent income growth 40 percent (percentage 1 percent
Country (percent) (percent) points) (percent) (percent) (percent) points) (percent)
Eastern Europe
Albania 17.8 20.0 5.4
Bosnia and Herzegovina 318.7 229.8 4755 16.7 15.4 16.8
Bulgaria 102.2 39.6 583.3 36.6 30.1 51.9
Croatia 38 2.2 715 0.8 5.0 2.2
Czechia 37.3 17.6 3825 10.3 9.5 21.0
Estonia 88.1 44.4 202.7 7.4 8.3 -18.8
Hungary 471 2.3 426.0 11.8 6.4 2.9
Latvia 48.0 10.4 212.2 12.5 15.2 19.8
Lithuania 66.9 15.1 318.4 20.8 12.1 31.5
(continued)

Chapter 3 Measuring inequality in income and wealth | 121



TABLE 3.5 (CONTINUED)

Post-tax average and bottom 40 percent growth in Europe and the United States, 1980-2017 and 2007-2017

1980-2017 2007-2017
Difference Difference
between between
income growth income growth
of the bottom of the bottom
40 percent 40 percent
Income growth and average Income growth Income growth and average Income growth
Average of the bottom income growth of the top Average of the bottom income growth of the top
income growth 40 percent (percentage 1 percent income growth 40 percent (percentage 1 percent
Country (percent) (percent) points) (percent) (percent) (percent) points) (percent)
Moldova (Republic of) 36.5 54.6 23.7
Montenegro -20.1 -334 16.7 16.2 17.2 22.3
North Macedonia 0.2 -19.3 16.0 22.3 39.1 10.5
Poland 94.8 33.6 551.2 30.8 28.0 18.0
Romania 69.9 21.0 242.0 30.6 43.0 -32
Serbia -8.1 -27.1 44.4 10.5 9.0 40.6
Slovakia 69.1 57.7 198.0 19.1 19.7 7.3
Slovenia 12.4 7.3 127.7 1.1 5.6 353
Southern Europe
Cyprus -15.5 -19.1 6.8
Greece -31.3 -43.8 5.9
Italy 16.5 -35 69.5 -10.6 -16.3 -16.6
Malta 28.8 13.4 183.2
Portugal 60.1 341 54.4 -0.3 43 —-14.7
Spain 61.1 68.5 60.0 3.1 1.1 31.0
Western Europe
Austria 53.2 45.6 118.2 -0.1 -2.2 20.8
Belgium 51.3 43.1 79.1 1.6 0.6 -2.5
France 42.3 42.9 71.0 0.6 1.0 -55
Germany 40.9 21.2 97.9 9.8 3.7 10.7
Ireland 182.0 141.3 3233 29 0.6 43
Luxembourg 93.4 63.4 163.5 -32.6 -35.9 -33.0
Netherlands 36.1 26.8 90.6 —0.6 —4.2 -17.6
Switzerland 26.2 21.0 58.4 0.7 47 1.8
United Kingdom 77.9 75.7 136.8 1.3 10.7 -23.0
Northern Europe
Denmark 64.7 43.1 263.2 2.4 -8.6 60.3
Finland 68.0 58.7 179.7 6.7 -95 1.7
Iceland 6.9 15.4 —41.4
Norway 84.9 91.9 158.4 -2.1 -0.2 -9.6
Sweden 95.5 70.2 172.6 10.5 4.8 -0.9

United States 63.2 10.8 203.4 3.1 -0.1

Note: Green cells indicate countries that achieved Sustainable Development Goal target 10.1 over the period considered and red cells indicate countries that did not.
Source: Blanchet, Chancel and Gethin (2019), based on data from the World Inequality Database (http://WID.world).
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FIGURE 3.9

The pretax income share of the top 10 percent in the United States rose from around 35 percent in 1980 to

close to 47 percent in 2014
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Source: Piketty, Saez and Zucman 2018.

40 percent fell 5 percent), and the income of the
top 1 percent more than tripled. Accordingly,
the share of pretax national income received by
the top 10 percent grew from 34 percent to more
than 45 percent, and that received by the top
1 percent grew from 10 percent to 20 percent.
Accounting for the redistributive effects
of taxes and transfers does not change the
dynamics. Between 1980 and 2014 the share
of post-tax national income received by the
top 10 percent grew from 30 percent to about
40 percent. During the same period the post-tax
income of the bottom 50 percent grew a meagre
20 percent, driven entirely by Medicare and
Medicaid. Only through in-kind health trans-
fers and collective expenditures did the incomes
of the bottom half of the distribution rise.
Rising inequalities in the United States co-
incide with a gradual decrease in the progres-
siveness of the US tax system over the past few
decades, a trend present in many other coun-
tries (see chapter 7). The country’s share of to-
tal taxes in national income, including federal,
state and local taxes, increased from 8 percent
in 1913 to 30 percent in the late 1960s, where
it has remained since. Effective tax rates paid by

individuals (total taxes paid as a share of total
income) have become more compressed. In the
1950s the top 1 percent of income earners paid
40-45 percent of their pretax income in taxes,
while the bottom 50 percent of earners paid
15-20 percent. Today the gap is much smaller.
Top earners paid about 30-35 percent, while
the poorest half paid around 25 percent.

Inequality has increased in a
majority of European countries

Although inequalities remain lower in Europe
than in the United States, European countries
have also seen increases in the concentration of
income at the top. In 1980 income disparities
were generally higher in Western Europe than in
Scandinavia and Eastern Europe (figure 3.10).
The gap increased between 1980 and 1990 as
income inequality rose in Germany, Portugal
and the United Kingdom. In 1990-2000, by
contrast, top income inequality rapidly in-
creased in Finland, Norway and Sweden and in
Eastern European countries. As a result, income
inequality is higher today in nearly all European
countries than at the beginning of the 1980s.

Rising inequalities
in the United States
coincide with a
gradual decrease in

the progressiveness of
the US tax system over

the past few decades
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and the incomes of
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nearly tripled

FIGURE 3.10

Between 1980 and 2017 the share of post-tax national income received by the top 10 percent rose from
21 percent to 25 percent in Northern Europe, while the share received by the bottom 40 percent fell from

24 percent to 22 percent
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Source: Blanchet, Chancel and Gethin (2019), based on data from the World Inequality Database (http://WID.world).

In 2017 the top 10 percent of income earners
received more than 30 percent of national in-
come in most Western European countries and
25-35 percent in East European countries.®

The income share of the top 10 percent in
Southern Europe was slightly higher than in
other regions in the 1980s but increased less
(see figure 3.10). Income gaps widened in Italy
and Portugal, for instance, but remained stable
in Spain and fluctuated in Greece. In Northern
Europe and Western Europe, by contrast,
income inequality increased more linearly.
Eastern Europe is the area where income ine-
quality has risen the most, due to increases at
the top of the distribution in the 1990s and the
early 2000s.% Today post-tax income inequality
remains, on average, slightly lower in Northern
Europe than in other regions of the continent.

Top income earners have thus been the pri-
mary beneficiaries of income growth in Europe
since the 1980s. And between 1980 and 2017
the at risk of poverty rate remained stable or
rose in most countries.®

Inequality has risen in
Europe as a whole

Taking the European countries as a whole, the
top 10 percent pretax income earners in Europe
received 29 percent of total regional income in
1980, while the bottom 50 percent received
24 percent. In 2017 the income share of the
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top 10 percent had risen to 34 percent, while
the poorest half of the population received
only a fifth. In the past 37 years the incomes of
the poorest 40 percent of Europeans increases
30-40 percent (figure 3.11). The European
middle class benefited only slightly more from
growth than the poorer groups, as the incomes
of those between percentiles 40 and 90 in-
creased 40-50 percent. For the more advan-
taged sections of society, however, total growth
rates are markedly higher. The incomes of the
top 0.1 percent of earners more than doubled
during the period, and the incomes of the top
0.001 percent nearly tripled.

While income inequality has increased sig-
nificantly in Europe, poverty has more or less
stagnated. Some 20 percent of Europeans lived
on less than 60 percent of the European median
income in 1980, compared with 22 percent in
2017. In recent years moderate convergence
across countries, due to higher growth in
Eastern Europe, has slightly reduced the per-
centage of people at risk of becoming poor in
Europe as a whole, but the trend has been fully
offset by rising percentages in other European
countries, particularly in Southern Europe.
Convergence would be insufficient to address
the percentage of people at risk of poverty in
Europe: If all countries fully converged to the
same average national income, the European-
wide percentage would remain as high as
17 percent.
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FIGURE 3.11

Between 1980 and 2017 the post-tax incomes of the poorest 80 percent of the European population grew
close to 40 percent, while those of the top 0.001 percent grew more than 180 percent
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Source: Blanchet, Chancel and Gethin (2019), based on data from the World Inequality Database (http://WID.world).

The US—Europe comparison points
to predistribution and redistribution
policies to address inequalities

Since 1980 the United States and Europe have
experienced diverging inequality trajectories. In
2017 the share of national income received by
the top 1 percent in the United States was more
than twice as large as that received by the poor-
est 40 percent. In Europe, by contrast, the share
received by the bottom 40 percent exceeded
that received by the top 1 percent (figure 3.12).
This was not always the case: In 1980 the share
of the bottom 40 percent in the two regions was
similar, about 13 percent (figure 3.13).

The divergence in trajectories cannot be
accounted for by either trade or technology,
which are often invoked to explain the evolu-
tion in inequality in developed countries, given
that all countries under analysis have been sim-
ilarly exposed to both. Instead, the difference
in inequality dynamics appears to be more the
outcome of policy choices and institutional
arrangements.

The findings reported here allow for a bet-

ter understanding of the determinants of the

differences between Europe and the United
States. These differences are due mainly to a rise
in pretax inequality (income measured before
direct taxes and transfers, see box 3.3), which has
been much more marked in the United States. In
1980 the average income of the top 10 percent
was 10 times higher than that of the bottom
40 percent in the United States. In 2017 this
multiple jumped above 26. In Europe the same
indicator rose from 10 to 12 over the same period.

For post-tax inequality the ratio rose from 7
to 14 in the United States between 1980 and
2017 and from 8 to 9 in Europe (figure 3.14).
So, the national systems of taxation (which
include taxes on income and wealth) and the
systems of social transfers (such as disability
benefits or housing support) have therefore not
enabled the rise in inequalities to be contained
either in the United States or in Europe.

The combined operation of all the mechanisms
acting on pretax incomes enabled Europe to
contain the rise of the ratio of the top 10 percent
to the bottom 40 percent. Social spending—in-
cluding mainly public spending on education,
health and retirement pensions—plays an im-
portant role. In particular, quality and affordable

The combined
operation of all the
mechanisms acting
on pretax incomes
enabled Europe to
contain the rise of
the ratio of the top
10 percent to the
bottom 40 percent
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FIGURE 3.12

Between 1980 and 2017 the pretax income share of the bottom 40 percent in the United States fell from
about 13 percent to 8 percent, while the share of the top 1 percent rose from about 11 percent to 20 percent
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Source: Blanchet, Chancel and Gethin (2019), based on data from the World Inequality Database (http://WID.world).

FIGURE 3.13

Between 1980 and 2017 the average pretax income of the bottom 40 percent grew 36 percent in Europe,

while it declined 3 percent in the United States
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Source: Blanchet, Chancel and Gethin (2019), based on data from the World Inequality Database (http://WID.world).

education and health systems are key to ensure
that individuals from low-income backgrounds
can access economic opportunities.

Social spending remains markedly higher in
Europe than in the United States and the rest
of the world. It amounts to 25-28 percent of
GDP in most countries of continental Europe,
compared with 19 percent in the United

HUMAN DEVELOPMENT REPORT 2019

States.®! Furthermore, access to health and
education is usually more egalitarian in Europe
than in the United States, particularly through
free or low-cost health care and vocational
training in Europe, which contributes to a less
unequal distribution of pretax incomes.

Other important dynamics help account for
higher income growth at the bottom of the
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FIGURE 3.14

The average pretax income of the top 10 percent in the United States was about 11 times higher than that of
the bottom 40 percent in 1980 and 27 times higher in 2017, while in Europe the ratio rose from 10 to 12
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distribution in Europe. For example, between
1980 and 2017 the minimum wage fell from
42 percent of average earnings to 24 percent in
the United States. In many European countries
movement has been in the opposite direction,
with the minimum wage maintained at a high
level (as in France, where it is about 50 percent
of the average wage) or introduced (as in the
United Kingdom in the 1990s and more re-
cently in Germany).**

Still, there has been a reduction in tax pro-
gressiveness in Europe in recent decades, with
the top corporate tax rate having fallen from al-
most 50 percent at the beginning of the 1980s
to 25 percent today—this is part of a global
trend common to developed and developing
countries (see chapter 7). The top marginal in-
come tax rate has also fallen in most European
countries. And the value added tax, which dis-
proportionately hits those with low incomes,
has risen on average by more than 3 percentage
points since the beginning of the 1980s. While
Europe as a whole has been able to have more
moderate increases in inequality than the
United States, these developments may eventu-
ally limit the capacity of governments to get the
winners in European growth to contribute to fi-
nancing public services, which have been so key
to sustain incomes at the middle and bottom of

the distribution (figure 3.15).

FIGURE 3.15
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Between 1981 and 2017 the average top corporate
tax rate in the European Union fell from about

50 percent to 25 percent, while the average value
added tax rate rose from about 18 percent to more
than 21 percent
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Global wealth inequality:
Capital is back

To properly track the dynamics of economic
inequality, focusing on income alone is not
enough.® It is also necessary to track the dynam-
ics of wealth concentration. Although wealth
data remain particularly scarce (even more
than income data), recent research has unveiled
findings on the evolution and composition of
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progressiveness in
Europe in recent
decades, with the top
corporate tax rate
having fallen from
almost 50 percent
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countries’ national wealth. Analysing the com-
position of an economy’s national wealth, assets
that are both privately and publicly owned, is
a prelude to understanding the dynamics of
wealth inequality among individuals.

The renewed effort in studying wealth in-
equality is crucial because it is linked to the
increase in income inequality at the top of the
distribution observed since 1980, since capital
income tends to be concentrated among wealth-
ier people. The prominence of wealth in driving
the income distribution is linked to its relative
importance in many economies, with national
wealth as an aggregate having grown significant-
ly more than income in many countries.®*

Because most countries do not tax wealth
directly, producing reliable estimates of wealth
inequality requires combining different data
sources, such as billionaire rankings and
income tax and inheritance tax data.®® The
globalization of wealth management since
the 1980s raises new challenges, with a grow-
ing amount of world wealth held in offshore
financial centres. Indeed, offshore assets are
disproportionately owned by the wealthiest,
so accounting for these offshore assets has
large implications for measuring wealth at the
very top of the distribution.®® More generally,
measuring the inequality of income and wealth
from a global perspective, and not simply at the
country level, is becoming critical.

Understanding the evolution of the level
and structure of national capital (or national
wealth)®” and its relationship to national in-
come is key to addressing several economic and
public policy issues. Wealth is a “stock” concept:
It is the sum of all assets accumulated in the past
(particularly housing, business and financial
assets) net of debt. Private wealth is always more
concentrated than income, while public wealth,
owned by a government, greatly affects the gov-
ernment’s capacity to implement redistributive
policies. This is why looking at the evolution
of national wealth-to-income ratios and at the
partition of wealth between the private and
the public sectors can help in understanding
the evolution of economic inequality. Keep in
mind, though, that the definitions of public and
private property vary across countries.®

Reliable macroeconomic data on wealth
are scarce across the globe. Only in 2010 did
Germany start to publish official national balance
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sheets with information on the total stock of
wealth and its evolution. In many emerging and
developing countries there is no macroeconomic
wealth information. Lack of wealth data is an
issue in itself, since precise information on wealth
dynamics can prove critical to preventing finan-
cial crises or to fine-tuning tax policies. Lack of
data also makes it impossible to properly track the
dynamics of wealth at the micro level—among
individuals. So, macroeconomic discussion of
wealth is limited to developed economies and a
few emerging economies with wealth data.

Ratios of private wealth to national
income have risen sharply in

all countries since 1970, with
substantial regional variations

Country trajectories in Western Europe have
been roughly similar: Net private wealth rose
from 250-400 percent of national income in
1970 to 450750 percent in 2016 (figure 3.16).
The highest increases were in Italy and the
United Kingdom, where the ratios more than
doubled. The private wealth—income ratio also
increased greatly in Canada (from 250 per-
cent to more than 550 percent) and a bit less
(but still substantially) in Australia. It rose
by half in the United States (from less than
350 percent to around 500 percent) and almost
doubled in Japan (from 300 percent to almost
600 percent).

China and the Russian Federation had the
largest increases. In China private wealth
rose from 110 percent of national income in
1978 (when the opening-up policy started)
to 490 percent of national income in 2015.
In the Russian Federation the ratio tripled
between 1990 and 2015 (from 120 percent to
370 percent).

Note that the 2008 financial crisis did
not significantly disturb this trend: Though
wealth—income ratios dipped following the
crash, they recovered, at various speeds and to
various extents.

But public wealth to national income ratios
underwent a strong and steady decline almost
everywhere. Public wealth became negative in
the United Kingdom and the United States
and now amounts to only 10-20 percent of
national income in France, Germany and]apan.
By contrast, in China the value of public wealth



FIGURE 3.16

Net private wealth in Western European countries rose from 250-400 percent of national income in 1970 to

450-750 percent in 2016
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remained fairly constant relative to national
income (250 percent in 1978 and 230 percent
in 2015), and in the Russian Federation it fell
dramatically from more than 230 percent of
national income in 1990 to around 90 percent
in 2015.

These two trends have radically modified the
structure of national wealth in most countries.
In the late 1970s the value of public wealth was
about 50-100 percent of national income in
developed countries; it is now negative in the
United Kingdom and the United States and
only marginally positive in France, Germany
and Japan. This domination of private wealth
in national wealth is a marked change from the
1970s (figure 3.17).

Zero or negative public wealth is exceptional
by historical standards. Governments tend
to adopt various strategies to recover positive
public wealth levels, such as inflation, debt
cancellation or progressive wealth taxes—as
after World War II in Europe (France and
Germany). To understand what a zero or
negative net public wealth situation implies,
consider the following: A government with
negative public wealth willing to repay its debts
would have to sell all its financial assets (such as

stocks) and nonfinancial assets (such as roads)
but would still be indebted. Taxpayers would
thus have to continue to pay taxes to reimburse
owners of the debt, and citizens would also
have to pay a rent to the new owners of the
stock of capital that was formerly public (roads,
energy or water systems, or health or education
infrastructure). Such a situation arguably leaves
government with little room to invest in the
future (in, say, education or environmental
protection) and thus tackle current and future
income and wealth inequality.

A combination of factors accounts for these
trends. The reduction in the share of public
wealth accounts for a part of the rise of private
wealth. The decline in net public wealth is
also due largely to the rise of public debt. The
ratio of public assets to national income has
remained fairly stable because a significant
chunk of public assets was privatized (particu-
larly shares in public or semipublic companies)
and the market value of the remaining assets
increased. But the long-run decline in the share
of public wealth in total wealth, in no way in-
evitable, is the result of public policy choices
(privatizing public assets, expanding public
debt or running fiscal deficits).

Public wealth to

national income ratios

underwent a strong
and steady decline
almost everywhere
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FIGURE 3.17

Countries are getting richer, but governments are becoming poor
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Opverall, the evolution of national wealth
(public and private) to national income ratios is
determined by the interplay between national
savings, economic growth (quantity factor) and
relative asset prices (price factor). The higher
the savings rate, the larger the accumulation
of assets. And the higher the economic growth
rate, the lower the accumulation of assets rel-
ative to national income. Relative asset prices
depend on institutional and policy factors (rent
control, for instance) and on the patterns of
saving and investment strategies. In developed
countries quantity effects contributed to about
60 percent of wealth accumulation between
1970 and 2010 and price effects to about
40 percent, with cross-country variations.

The differences in privatization strategies and
in price and volume factors also explain the
widely divergent patterns of national wealth
accumulation in the Russian Federation and
China. Indeed, Russia’s national wealth in-
creased weakly, from 400 percent of national
income in 1990 to 450 percent in 2015, while
China’s doubled from 350 percent of national
income in 1978 to 700 percent in 2015.

The Russian Federation opted to transfer
wealth from the public to the private sector as
quickly as possible. So the increase in private
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wealth was the exclusive driver for the rapid
rise of national wealth, at the expense of public
wealth. By contrast, China’s privatization of
public assets was much more gradual, enabling
public wealth to remain constant while private
wealth was increasing. In addition, savings rates
were markedly higher in China. And Chinese
savings financed mostly domestic capital in-
vestment (leading to more domestic capital
accumulation), whereas about half of Russian
savings financed foreign investments. Relative
asset prices also increased more in China.

In the long run the low ratios of the mid-20th
century may have been due to very special circum-
stances, perhaps unlikely to recur.”” So savings and
growth rates, the main long-run determinants of
these ratios, will matter greatly in the near future.
And given their current levels, national wealth to
national income ratios may be returning to those
in the 19th century’s Gilded Age. High wealth—
income ratios imply that wealth inequality is go-
ing to play a growing role in the overall structure
of economic inequality. Because wealth tends to
be very concentrated, this raises new issues about
capital taxation and regulation. These issues
emerge in a context where the ability of govern-
ments to regulate and redistribute income may be

limited by the decline of public wealth.
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Global wealth inequality
between individuals

The dynamics of wealth inequality between in-
dividuals are linked to the evolution of income
inequality and the evolution of public and pri-
vate capital inequality. In the long run wealth
inequality between individuals also depends
on the inequality of savings rates across income
and wealth groups, the inequality of labour in-
comes and rates of returns to wealth—and on
the progressiveness of income and wealth taxes.

How have these factors affected the process
of wealth concentration in the past, and what
can they tell about potential future dynamics?
Recent research has shown that relatively small
changes in savings behaviours, returns to wealth
or tax progressiveness can have rather large
impacts on wealth inequality.”® This instability
reinforces the need for better data quality to
properly study and understand the dynamics of
income and wealth.

Given the low availability of data on wealth
inequality among individuals, estimates of the
global distribution of wealth come from only a
handful of countries: France, Spain, the United
Kingdom and the United States and to less ex-
tent China. Less certain estimates are also avail-
able for the Russian Federation and countries
in the Middle East.

Wealth is substantially more concentrated
than income: In 2017 the global top 10 percent
(the richest 10 percent in the United States,
Europe and China) owned more than 70 per-
cent of the total wealth, and the top 1 percent
owned 33 percent, while the bottom 50 percent
owned less than 2 percent.”! These estimates are
alower bound, since inequality would probably
be higher if Africa, Latin America and the rest
of Asia were included.

Wealth inequality has been increasing
since 1980, unaffected by the 2008 crisis. The
evolution of the global distribution of wealth
depends on the disparity of average wealth
between countries and within countries. Since
1980 the rise of average private wealth has been
faster in large emerging economies, such as
China,” than in developed countries, because
of faster economic growth and massive wealth
transfers from the public to the private sector.
This has greatly increased the wealth of the bot-
tom 75 percent of the global distribution.

This rise was more than offset at the top by
the rise in within-country wealth inequality
everywhere, so wealth increased much faster
at the top of the global distribution: While
the average wealth growth was 2.8 percent a
year per adult over 1987-2017, it was 3.5 per-
cent for the top 1 percent, 4.5 percent for the
top 0.1 percent and 5.7 percent for the top
0.01 percent.

The factors affecting wealth inequality (in-
come inequality, inequality of savings rates
and asset rates of return) are affected by public
policies. For example, progressive taxation in-
fluences income and savings inequality, while
financial regulation and innovation can have
an impact on asset rates of return. Privatization
can also play a role when it benefits mostly a
specific part of the distribution, as in many
countries since the 1980s and particularly in
emerging countries. So there is nothing inevi-
table about the rise of wealth inequality within
countries.

In the Russian Federation and China the con-
centration of wealth increased since the 1990s.
The share of the top 1 percent doubled (from
22 percent in 1995 to 43 percent in 2015 in
the Russian Federation and from 15 percent to
30 percent in China, although with some vol-
atility; figure 3.18). The divergences between
the two countries come from the differences
between their privatization strategies: The fast
pace of privatizing public assets in the Russian
Federation favoured the wealthiest even more
than in China. In the Russia Federation hous-
ing had a small dampening effect on the rise of
inequality. In China housing wealth was privat-
ized through a very unequal process, whereas
the approach was more gradual and equitable
in the Russia Federation.

The United States has had a less abrupt but
no less significant rise of wealth inequality since
the mid-1980s, after a considerable decline in
the 1930s and 1940s, then due particularly to
the policies of the New Deal (see figure 3.18).
The share of wealth owned by the top 1 percent
grew from a historic low of 22 percent in 1978
to almost 39 percent in the 2010s. The key
driver of this increase was the upsurge of very
top incomes, enabled by financial deregulation
and lower top tax rates. Inequality of savings
rates and of asset return rates amplified the phe-
nomenon in a snowballing trend. Meanwhile,
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FIGURE 3.18

Trends in wealth inequality
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the income of the middle and the bottom of
the distribution stagnated, and household
debt (mortgages, student loans and credit card
debt, among others) sharply increased. This led
to a substantial fall of the wealth share of the
middle 40 percent—from a historic high of
37 percent in 1986 to 28 percent in 2014.

In France and the United Kingdom wealth
inequality also increased after a historical
decline, but at a much slower pace than in the
United States. The top 1 percent share rose
from 16 percent in both countries in 1985 to
20 percent in the United Kingdom in 2012 and
23 percent in France in 2015. This was due to
greater earnings disparities, amplified by a fall
in tax progressiveness, the privatization of for-
merly state-run industries and, most important,
the growing inequality of asset return rates, as
the returns on financial assets, disproportion-
ately owned by the wealthy, increased.

Small changes in savings rate differentials
across wealth groups, or in progressive taxation
patterns, can have a very large impact on wealth
inequality, though it may take several decades
for the impacts to play out. This raises many
issues for the future of wealth inequality: If the
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current trends in savings, income and return
rate inequality persist, within-country wealth
inequality could be returning to 19th century
Gilded Age levels in the coming decades. On
a global scale, if current trends continue, by
2050 the global top 0.1 percent could end up
owning as much of the world’s wealth as the
middle 40 percent of the world’s population
(figure 3.19).

Afterword: Data transparency
as a global imperative

This chapter has discussed recent advances in
methodology and data collection to fill a public
debate data gap. Such information is necessary
for peaceful and deliberative debates over in-
come inequality and growth. Worryingly, in
the few years of the digital age the quality of
publicly available economic data on these issues
has been deteriorating in many countries, par-
ticularly for fiscal data on capital income, wealth
and inheritance.

To provide historically and internationally
comparable estimates of income and wealth
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FIGURE 3.19

If current trends continue, by 2050 the global top 0.1 percent could end up owning as much of the world’s
wealth as the middle 40 percent of the world’s population
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inequality, new efforts require the use of the
best available data sources from household sur-
veys, administrative tax data, national accounts
or financial leaks.

To be sure, today’s knowledge of global in-
come and wealth inequality remains limited
and unsatisfactory. Much more data collection
lies ahead to expand the geographical coverage
of inequality data—and to provide more sys-
tematic representations of pretax and post-tax
income and wealth inequality. Despite these

data limitations, the rise of income and wealth
inequality observed across the world over the
past decades is not destiny. It arises from eco-
nomic and institutional policy choices. As part
III shows, different pathways can be followed
in the coming decades—if there is political
will. For the policies of tomorrow to reflect a
sound debate on national and global economic
inequalities clearly requires the continuing
publication of transparent and timely data on
inequalities in income and wealth.

Today's knowledge
of global income and
wealth inequality
remains limited and
unsatisfactory. Much
more data collection
lies ahead to expand
the geographical
coverage of inequality
data—and to provide
more systematic
representations of
pretax and post-

tax income and
wealth inequality
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Spotlight 3.1

Looking within countries and within households

Understanding inequality beyond averages im-
plies looking at what is happening subnationally:
within a nation, within a group or even within
houscholds. It is particularly important to have
a better grasp of who and where those furthest
behind and at the very bottom of the income
distribution are. One way of looking within
countries is to identify the hotspots, the subna-
tional districts, states or provinces set not to have
a GDP per capita of $4,000 or more in 2005
purchasing power parity terms in 2030." There
are 840 such poverty hotspots globally, among
more than 3,600 districts, states and provinces.
Moreover, 102 countries have at least one region
that qualifies. In other words, people are being
left behind in a large, diverse group of countries.

But there is considerable variation within
countries. Over half of low-income countries
have at least one region that is not a pover-
ty hotspot; 36 of 46 lower-middle-income
countries have at least one region that is. Even
among upper middle-income countries some
30 percent of regions are hotspots.*

Another way of identifying diversity within
countries is to consider the Human Development
Index (HDI) at a subnational level.®> By this
measure, there are “clusters” of hotspots that

FIGURE S3.1.1
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cross national borders (see figure S3.1.1 for an
example with a group of countries in the Gulf
of Guinea). Clusters of low subnational HDI
values exist in Latin America, including parts
of Central America. In Central-South Asia
subnational areas stretch from Tajikistan and
Kyrgyzstan to most of Afghanistan, and in
Southeast Asia, sections of Cambodia and Viet
Nam. Not all in a hotspot are necessarily poor,
of course. Within any area the next step implies
identifying households most in need of social
assistance. Most countries apply some sort of test
to decide who is eligible for assistance, tests that
generally are flawed. A critical challenge for the
tests is their high exclusion errors (not including
individuals or households who are eligible but
do not receive a benefit) and their high inclusion
errors (of individuals or households who are not
eligible but do receive a benefit). The inclusion
and exclusion errors for a set of African econ-
omies are striking (table $3.1.1). For instance,
Ghana has an estimated inclusion error of
35 percent (35 percent of the identified poor
households are nonpoor) and an exclusion error
of 63 percent (63 percent of the poor are not
identified as poor using the proxy means test).

Finally, it is important to go even deeper to look
within households. As noted, many countries
try to identify poor and vulnerable houscholds.
There are good reasons for using households as a
general proxy. One reason is that data on income
and consumption are often better collected—and
understood—at the household level. A second is
that the average well-being of a household is cor-
related with individual well-being among those
within it. And so while household identification
inevitably comes with inclusion and exclusion
errors, it has been the standard for decades.

The outliers to this pattern are significant
and often comprise people with disabilities, or-
phans and widows, migrants and mobile popu-
lations, and the homeless. The numbers of such
cases are considerable. In 30 Sub-Saharan coun-
tries roughly three-quarters of underweight
women and undernourished children are not
in the poorest 20 percent of households, and
around half are not in the poorest 40 percent



TABLE S3.1.1

Targeting errors of inclusion and exclusion: Proxy means tests

Inclusion Exclusion Inclusion Exclusion Targeting Targeting
error rate error rate error rate error rate error error
Fixed poverty line Fixed poverty rate

Country z=F'(0.2) z=F'(0.4) H=0.2 H=04
Burkina Faso 0.401 0.751 0.304 0.375 0.522 0.329
Ethiopia 0.515 0.945 0.396 0.362 0.621 0.413
Ghana 0.354 0.628 0.257 0.350 0.428 0.288
Malawi 0.431 0.880 0.333 0.451 0.353 0.373
Mali 1.000 1.000 0.348 0.485 0.553 0.375
Niger 0.539 0.875 0.384 0.340 0.584 0.362
Nigeria 0.332 0.348 0.247 0.243 0.392 0.244
Tanzania, United Republic of 0.396 0.822 0.323 0.291 0.513 0.314
Uganda 0.357 0.663 0.350 0.294 0.455 0.335
Mean 0.481 0.807 0.309 0.359 0.505 0.319

Note: £ (x) indicates the poverty line consistent with fixing the poverty rate at x. H= x means headcount poverty rate of x.

Source: Brown, Ravallion and van de Walle 2018.

FIGURE S3.1.2

Adult female malnutrition and child stunting can be high in nonpoor households

Proportion of underweight women found
in poor households

Proportion of stunted children found
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(figure $3.1.2). Countries with. higher rates
of undernutrition tend to have a higher share
of undernourished individuals in nonpoor

households.*

Notes

1 This threshold of $4,000 represents twice the ceiling for a
low-income country, as defined by the World Bank in 2015. It
corresponds roughly to a daily income where the probability of

w

falling below the national poverty line is less than 10 percent
(Lopez-Calva and Ortiz-Juarez 2014).

Cohen, Desai and Kharas 2019.

Permanyer and Smits (2019).

New individual consumption data reveal that within-household
inequality accounts for nearly 16 percent of total inequality in
Senegal. One of the consequences of such unequal repartition
of resources within households is the potential existence of
“invisible poor” in households classified as nonpoor. As many
as 12.6 percent of poor individuals live in nonpoor households.
The evidence from Senegal suggest that the more complex the
household structure and the bigger the household size, the more
inequality is likely to be underestimated when computed using
standard consumption surveys (Lambert and de Vreyer 2017).
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Spotlight 3.2

Choosing an inequality index

James Foster, Professor of Economics and International Affairs at the George Washington University,
and Nora Lustig, Samuel Z. Stone Professor of Latin American Economics and Director of the
Commitment to Equity Institute at Tulane University

A useful way to describe the distribution of
income is the Lorenz curve, constructed as
follows." First, the population is ranked ac-
cording to income (or consumption, wealth or
another measure of resources) from the lowest
to the highest. Then the cumulative shares
of individuals in the population are plotted
against their respective cumulative share
in total income. The curve drawn is called
the Lorenz curve. The horizontal axis of the
Lorenz curve shows the cumulative percent-
ages of the population arranged in increasing
order of income. The vertical axis shows the
percentage of total income received by a
fraction of the population. For example, the
(80 percent, 60 percent) point on the Lorenz
curve means that the poorest 80 percent of
the population receives 60 percent of total
income while the richest 20 percent receives
40 percent of total income.”

Figure §3.2.1 shows two Lorenz curves: L,
and L,. If everybody has the same income, the
Lorenz curve will coincide with the 45-de-
gree line. The greater the level of inequality,
the farther the Lorenz curve will be from the

45-degree line. In the figure, L, lies below and

FIGURE S3.1.1
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to the right of L , so an inequality index would

be expected to indicate greater inequality in

the L, case. Another way to see this is that the
poorest x percent of the population will always
have an equal or greater share of income under

L, than under L, regardless of what x is. This

is called the Lorenz dominance criterion or

Lorenz criterion for short.

What constitutes a “good” inequality index?
One approach is to require the measure to be
consistent with the Lorenz criterion: that is,
to be Lorenz consistent. For a measure to be
Lorenz consistent the following two conditions
must hold: First, inequality rises (declines)
when the Lorenz curve lies everywhere below
(above) the original Lorenz curve as with L,
compared with L, (L, compared to L)) in the
figure. Second, inequality is the same when
Lorenz curves are identical. For a measure to
be Weakly Lorenz Consistent, condition 1
becomes the following: 1’ inequality rises (de-
clines) or stays the same when the Lorenz curve
lies everywhere below (above) the original
Lorenz curve.

A second approach is to require the inequal-
ity index to fulfil the following four principles:
1 Symmetry (or anonymity). If two people

switch incomes, the index level should not

change.

2 Population invariance (or replication in-
variance). If the population is replicated or
“cloned” one or more times, the index level
should not change.

3 Scale invariance (or mean independence). If
all incomes are scaled up or down by a com-
mon factor (for example, doubled), the index
level should not change.

4 Transfer (or the Pigou-Dalton Transfer
Principle). If income is transferred from one
person to another who is richer, the index
level should increase. In other words, in the
face of a regressive transfer, the index level
must rise.



It can be shown that indices satisfying these
four principles are Lorenz Consistent and vice
versa.

These indices include:

* Summary indices based on relatively com-
plex formulas designed to capture inequal-
ity along the entire distribution. The most
commonly used are (in alphabetical order):
the Atkinson, Gini and Theil measures (and
the generalized entropy measures, more
generally).

While inequality measures that satisfy the
transfer principle are in common use, there are
also simpler indices that do not satisty 1-4 but
are popular. These include:

* Partial indices based on simple formulas that
focus on inequality across certain parts of
the distribution. These include the Kuznets
ratios expressed as the income share of top
x percent over the income share of bottom
y percent. There are, of course, many possible
Kuznets ratios. The one proposed by the
Nobel Laureate Simon Kuznets was 20/40.>
Partial indices also include the top income
shares, expressed as the income share of the
top x percent. Common examples include
the income share of the top 1 percent or of
the top 10 percent.” The top income shares
are, in fact, limiting cases of Kuznets ratios
obtained by setting the “bottom” income
share to cover the entire population: that is,
by setting y percent = 100 percent.’

Such partial Indices satisfy the following
principle:
4'Weak transfer principle: If income is trans-

ferred from one person to another who is

richer (or equally rich), the index level should
increase or remain unchanged.

In other words, in the face of a regressive
transfer, the inequality index can never decline,
but it may remain unchanged. It can be shown
that indices satisfying 1-3 and 4' principles are
weakly Lorenz consistent and vice versa.

In sum, the summary indices of Atkinson,
Gini and Theil (and the whole family of
Generalized Entropy Indices) satisfy princi-
ples 1-3 and 4 and thus are Lorenz consistent
(and vice versa). This guarantees that in the
face of a regressive (progressive) transfer
anywhere along the distribution, inequality
measured by any of these indices will rise
(decline). In contrast, the Kuznets ratios and

top income shares focus on limited ranges of
incomes and thus violate the transfer prin-
ciple (and thus violate Lorenz consistency).
The latter means that transfers entirely within
or entirely outside the relevant ranges have no
effect on measured inequality. For example,
the 10/40 ratio is insensitive to regressive
transfers that stay within the poorest 40 per-
cent, within the richest 10 percent or within
the remaining 50 percent in the middle, while
the income share of the top 1 percent is in-
sensitive to transfers within the top 1 percent
and within the bottom 99 percent. Despite
disagreeing with the transfer principle, and
thus the Lorenz criterion, these partial indi-
ces are useful for conveying easily understood
information about the extent of inequality.
Importantly, they satisfy the weak transfer
principle and thus guarantee that in the face
of a regressive transfer anywhere along the
distribution, inequality measured by any of
these indices will never decline but, notably,
it can stay the same.

In contrast, other common inequality indices
do not even fulfil the weak transfer principle
(transfer principle 4'). Examples include the
quantile ratios (such as the income of percen-
tile 90 to the income of the 10th percentile also
known as the p90/p10 ratio) and the variance
of logarithms. For example, a transfer from the
Sth percentile to the 10th would reduce the
p90/p10 ratio despite the fact that the trans-
fer is clearly regressive because it redistributes
income from the very poor to the less poor.
Regressive transfers at the upper end of the dis-
tribution can lower the variance of logarithms
and lead to extreme conflicts with the Lorenz
criterion.®

Finally, the mean to median ratio (mean di-
vided by the median) is a measure of skewness
that can also be interpreted as a partial index of
inequality. Virtually every inequality measure is
a ratio of two “income standards” that summa-
rize the size of the income distributions from
two perspectives: one that emphasizes higher
incomes and a second that emphasizes lower
incomes.” So long as only distributions that are
skewed to the right are considered, the mean
exceeds the median, and the mean to median
ratio takes on this form. This index satisfies the
first three principles but can violate the weak
transfer principle when the regressive transfer
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raises the median income. Like the other partial
indices, it is weaker in terms of the properties it
satisfies but has the advantage of simplicity and
is often used in political economy.®

How to apply the above in practice? When
making pairwise comparisons, first graph the
Lorenz curves. If the Lorenz curves do not
cross, an unambiguous Lorenz comparison can
be made. One can conclude from this that any
reasonable (that is, Lorenz consistent) measure
would agree that inequality has unambiguously
increased or declined, according to what the
Lorenz curves indicates. However, it is also pos-
sible that the Lorenz curves cross, in which case
reasonable inequality measures can disagree.
What can be done when Lorenz curves cross?
One approach is to narrow the set of reasonable
inequality measures using an additional crite-
rion. For instance, transfer-sensitive measures
are Lorenz consistent measures that emphasize
distributional changes at the lower end over
those at the upper end. The Atkinson class and
the two Theil measures (including the mean log
deviation) are transfer-sensitive measures. By
contrast, the coefficient of variation (standard
deviation divided by the mean) is neutral with
respect to where transfers occur, while many
other generalized entropy measures emphasize
distributional changes at the upper end and
thus are not in the set of transfer-sensitive
measures.

When do all transfer-sensitive measures
agree? As a subset of Lorenz-consistent meas-
ures, they agree when Lorenz curves do not
cross as well as in many cases when they do
cross. For example, suppose that Lorenz curves
cross once and that the first Lorenz curve is
higher at lower incomes than the second. There
is a simple test: The first has less inequality than
the second, according to all transfer-sensitive
measures exactly when the coeflicient of varia-
tion for the first is no higher than that for the
second.” An even simpler approach is to select
a (finite) set of particularly relevant inequality
measures for making inequality comparisons.
If all agree on a given comparison, the result is
robust. If not, the conclusion is ambiguous for
that set of measures, with inequality ranked one
way for some measures and reversed for others.

Table S3.2.1 shows the statistics most fre-
quently published in commonly used interna-
tional databases.’
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TABLE S3.2.1

Statistics most frequently published in 10
commonly used international databases

Statistic Frequency
Gini 9
Quantile ratio 90/10 4
Theil 3
Top 10 percent 3

Source: Authors’ creation.

Thus, the most frequently reported ine-
quality measures include two that are Lorenz
consistent (the Gini and Theil measures),
one that is weakly Lorenz consistent (the top
10 percent) and one that is neither (the 90/10
quantile ratio). In addition to inequality meas-
ures, international datasets report other sta-
tistics. Among those, the most frequent is the
distribution of income by decile."

Notes

1 Named after Max Otto Lorenz, a US economist who developed
the idea of the Lorenz curve in 1905.

2 Often, especially with historical data, we only have
grouped-data or information on equal-sized population groups
such as quintiles or deciles (5 or 10 groups, respectively).

The resulting Lorenz curve is an approximation of the actual
Lorenz curve where inequality within each group has been
suppressed.

3 Some international databases report the 20/20 (sometimes
called S80/S20) and 10/40 ratios.

4 The top 1 percent has been the focus of the recent literature
on top incomes. See, for example, Atkinson, Piketty and Saez
(2011).

5 By definition, 100 percent of the population receives 100 per-
cent of the income so the denominator of the Kuznets ratio
becomes 100/100 = 1, and thus the 1/100 Kuznets ratio equals
1 percent.

6  Fosterand Ok 1999.

7 Foster and others (2013, p. 15). For example, one Atkinson
measure compares the higher arithmetic mean to the lower
geometric means; the 1 percent income share effectively
compares the higher 1 percent mean to the lower arithmetic
mean.

8  The mean to median ratio is the inequality measure used by
Meltzer and Richards (1981) in their model to predict the size
of government. The greater the ratio, the higher the taxes and
redistribution.

9  For details, see Shorrocks and Foster (1987). See also Zheng
(2018), who presents additional criteria for making compari-
sons when Lorenz curves cross.

10 The complete set of measures reported in international
databases and their properties can be found in supplemental
material for this spotlight available at http://hdr.undp.org/
en/2019-report.


http://hdr.undp.org/en/2019-report
http://hdr.undp.org/en/2019-report

Spotlight 3.3

Measuring fiscal redistribution: concepts and definitions

A number of databases publish indicators of
the extent of income redistribution due to
taxes and transfers. For example, they publish
prefiscal and postfiscal Gini coefficients and
other indicators of inequality and poverty. In
alphabetical order, the multicountry and mul-
tiregional databases most frequently used are
the Commitment to Equity Institute’s (CEQ)
Data Center on Fiscal Redistribution (Tulane
University), the Organisation for Economic
Co-operation and Development’s (OECD)
Income Distribution Database, the LIS Cross-
National Data Center in Luxembourg and the
World Inequality Database (Paris School of
Economics). In addition, there are two regional
databases: EUROMOD (Institute for Social
and Economic Research, University of Essex),
a tax-benefit microsimulation model for the
European Union, and the OECD-Eurostat
Expert Group on Disparities in a National
Accounts Framework (EGDNA).!

One feature these databases have in common
is that they rely on fiscal incidence analysis, the
method used to allocate taxes and public spend-
ing to households so that incomes before taxes
and transfers can be compared with incomes
after them. Standard fiscal incidence analysis
just looks at what is paid and what is received
without assessing the behavioural responses
that taxes and public spending may trigger for
individuals or households. This is often referred
to as the “accounting approach.”

The building block of fiscal incidence analysis
is the construction of income concepts. That is,
starting from a prefiscal income concept, each
new income concept is constructed by subtract-
ing taxes and adding the relevant components
of public spending to the previous income
concept. While this approach is broadly the
same across all five databases mentioned, the
definition of the specific income concepts, the
income concepts included in the analysis and
the methods to allocate taxes and public spend-
ing differ. This spotlight focuses on comparing
the definition of income concepts—that is, on
the types of incomes, taxes and public spending
included in the construction of the prefiscal and

postfiscal income concepts. There are important
differences, and some can have significant impli-
cations for the scale of redistribution observed.
The following table compares the definitions
of income used by the six databases mentioned
above.
There are five important differences:

e While all six databases start out with similar
definitions of factor income, the additional
components included in prefiscal income
differs. This is important because the pre-
fiscal income is what each database uses to
rank individuals prior to adding transfers
and subtracting taxes and will thus affect
the ensuing redistribution results (see point
on the treatment of pensions below). For
example, EUROMOD does not include the
value of consumption of own production
as part of prefiscal income, while the rest of
the databases do. EUROMOD, the Income
Distribution and LIS do not include the
(imputed) value of owner-occupied housing,
while the other three do. There is also a fun-
damental difference in the treatment of con-
tributory pensions (see the next paragraph).
Finally, the World Inequality Database also
includes undistributed profits in its defini-
tion of prefiscal income.

¢ Second, EGDNA, EUROMOD, the Income
Distribution Database and the LIS treat
old-age pensions from social security as
pure transfers, while the World Inequality
Database treats them (together with un-
employment benefits) as pure deferred
income. The CEQ Data Center on Fiscal
Redistribution presents results for both
scenarios. This assumption can make a sig-
nificant difference in countries with a high
proportion of retirees whose main or sole
income stems from old-age pensions. For
example, in the European Union the redis-
tributive effect with contributory pensions
as pure transfers is 19.0 Gini points while
it is 7.7 Gini points when old-age pensions
are treated as pure deferred income.? In the
United States the values are 11.2 for pure
transfers and 7.2 for pure deferred income.*
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e Third, EUROMOD, the Income

Distribution Database and the LIS present
information on fiscal redistribution for di-
rect taxes and direct transfers while the CEQ
Data Center on Fiscal Redistribution also
includes the impact of indirect taxes and sub-
sidies and transfers in kind, and the World
Inequality Database includes all government
revenues and spending. EGDNA does not
include indirect taxes and subsidies but in-
cludes transfers in kind (education, health
and housing).

Fourth, in the published information on
preconstructed variables, the CEQ Data
Center on Fiscal Redistribution reports
indicators based on income per capita,
EGDNA, EUROMOD, the Income
Distribution Database and LIS report them
based on equivalized income’® and the World
Inequality Database reports them based on
income per adult.®

Fifth, all but EGDNA and the World
Inequality Database report incomes as they
appear in the microdata, while EGDNA and
the World Inequality Database adjusts all
variables to match administrative totals in
tax records and national accounts.

Source: Lustig forthcoming.

HUMAN DEVELOPMENT REPORT 2019

Notes

The author is very grateful to Carlotta Balestra (EGDNA), Maynor
Cabrera (CEQ), Lucas Chancel (World Inequality Database, Paris
School of Economics), Michael Forster and Maxime Ladaique (OECD
Income Distribution Database), Teresa Munzi (Luxembourg Income
Study), Daria Popova (EUROMOQD, University of Essex) and Jorrit
Zwijnenburg (EGDNA) for their inputs to the table on the compari-
son of income concepts.

1

Details on the methodologies applied by each database can be
found in the following: CEQ Data Center on Fiscal Redistribution:
Lustig 2018a, chapters 1, 6 and 8; EGDNA: Zwijnenburg,
Bournot and Giovannelli 2017; EUROMQD: Sutherland and Figari
2013; OECD Income Distribution Database: OECD 2017b; LIS:
forthcoming DART methodology document; World Inequality
Database: Alvaredo and others 2016.

For an in-depth discussion of the fiscal incidence methodology,
see, for example, Lustig (2018a).

The data for EU 28 are from EUROMQD statistics on distri-
bution and decomposition of disposable income, accessed at
www.iser.essex.ac.uk/euromod/statistics/ using EUROMOD
version G3.0. The difference is probably an overestimation
because in many cases one cannot distinguish between
contributory and social pensions.

See chapter 10 in Lustig (2018a).

Equivalized income is equal to household income divided

by square root of household members excluding domestic
servants.

An adult is defined by the World Inequality Database as an
individual older than 20 years of age.


http://www.iser.essex.ac.uk/euromod/statistics/

TABLE S3.3.1

Comparison of income concepts in databases with fiscal redistribution indicators

Income concept

CEQ

EGDNA

EUROMOD

IDD

LIS

WID.World

Prefiscal

Market income
plus pensions

Market income

Primary income

Market income

Market income

Market income

Pretax income

Factor income

Factor income

Factor income

Factor income

Factor income

Factor income

Factor income

PLUS
Undistributed
profits

PLUS PLUS

0ld-age pensions 0ld-age

from social pensions and

security schemes

unemployment
benefits from
social security
schemes

PLUS

Transfers received
from nonprofit
institutions and
other households,
payments from
employment-
related pension
schemes, imputed
value of owner-
occupied housing
services and
consumption of
own production

PLUS

Transfers received
from nonprofit
institutions and
other households,
imputed value of
owner-occupied
housing services
and consumption
of own production

PLUS

Imputed value of
owner-occupied
housing services
and consumption
of own production

PLUS

Transfers received
from nonprofit
institutions and
other households

PLUS

Transfers received
from nonprofit
institutions and
other households
and consumption
of own production

PLUS

Transfers received
from nonprofit
institutions and
other households
and consumption
of own production

PLUS

Transfers received
from nonprofit
institutions and
other households,
payments from
employment-
related pension
schemes, imputed
value of owner-
occupied housing
services and
consumption of
own production

MINUS
Contributions to
old-age pensions
in social security
schemes

MINUS
Contributions

to old-age
pensions and
unemployment
in social security
schemes

(continued)
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TABLE S3.3.1 (CONTINUED)

Comparison of income concepts in databases with fiscal redistribution indicators

Income concept CEQ EGDNA EUROMOD IDD LIS WID.World
Postfiscal: disposable Disposable Disposable Disposable Disposable Disposable Disposable Post-tax
income income income income income income disposable income

Market income

Market income

Primary income

Market income

Market income

Market income

Market income

PLUS

Other cash
benefits
(excluding old-age
pensions) from
social security and
social assistance
benefits

PLUS

0Old-age pensions
and other

cash benefits
received from
social security
systems and
social assistance
benefits

PLUS

0Old-age pensions
and other cash
benefits received
from social
security systems,
social assistance
benefits and
transfers received
from (paid

to) nonprofit
institutions and
other households

PLUS

0Old-age pensions
and other

cash benefits
received from
social security
systems and
social assistance
benefits

PLUS

0Old-age pensions
and other

cash benefits
received from
social security
systems and
social assistance
benefits

PLUS

0Old-age pensions
and other

cash benefits
received from
social security
systems and
social assistance
benefits

PLUS

Other cash
benefits
(excluding old-age
pensions and
unemployment
benefits) from
public social
insurance and
social assistance
benefits

MINUS
Contributions to
other (excluding
old-age pensions)
social security

MINUS
Contributions to
old-age pensions,
unemployment
and other benefits

MINUS
Contributions to
old-age pensions,
unemployment

and other benefits

MINUS
Contributions to
old-age pensions,
unemployment

and other benefits

MINUS
Contributions to
old-age pensions,
unemployment
and other benefits

MINUS
Contributions to
old-age pensions,
unemployment

and other benefits

MINUS
Contributions to
other (excluding
old-age
pensions and

schemes in social security  in social security  in social security  in social security in social security  unemployment)
schemes schemes schemes schemes schemes in social security
schemes schemes
MINUS MINUS MINUS MINUS MINUS MINUS MINUS
Direct personal Direct personal Direct personal Direct personal Direct personal Direct personal Direct personal
income and income taxes income taxes income taxes income taxes income taxes income and

property taxes

property taxes

Postfiscal: consumable

Consumable Consumable na na na na na
income income
Disposable Disposable
income income

PLUS PLUS

Indirect Indirect
consumption consumption
subsidies subsidies

MINUS MINUS

Indirect Indirect
consumption taxes consumption taxes
(value added, (value added,

excise, sales and
the like)

excise, sales and
the like)
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TABLE S3.3.1 (CONTINUED)

Comparison of income concepts in databases with fiscal redistribution indicators

Income concept CEQ EGDNA EUROMOD 1DD LIS WID.World
Postfiscal: including Final income Final income Adjusted na na na Post-tax national
transfers in kind disposable income income
Consumable Consumable Disposable Post-tax
income income income disposable income
PLUS PLUS PLUS PLUS
Public spending Public spending Public spending Indirect
on education and  on education, on education, consumption
public spending health and health and subsidies
on health housing housing
MINUS
Indirect
consumption
taxes (value
added, excise,
sales and the like)
and other taxes.
PLUS
Public spending
on education,
health, defense,
infrastructure
and other public
spending
Memo items
Contributory pensions Deferred income  Government Government Government Government Government Deferred income
transfer transfer transfer transfer transfer
Welfare indicator? Income Income Income Income Income Income Income
Total values As implied by As implied by Match national As implied by As implied by As implied by Match national
microdata microdata accounts microdata microdata microdata accounts
Unit Per capita Per capita Equivalized® Equivalized® Equivalized® Equivalized® Per adultc

na is not applicable. CEQ is the Commitment to Equity Institute Data Center on Fiscal Redistribution. EGDNA is the Organisation for Economic Co-operation and Development (OECD)}-Eurostat Expert Group on Disparities in a

National Accounts Framework. IDD is the OECD Income Distribution Database. LIS is the LIS Cross-National Data Center. WID.world is the World Inequality Database.

a. When household surveys include only consumption expenditures (no information on income), CEQ Data Center on Fiscal Redistribution assumes that consumption expenditures equal disposable income and constructs the
other income concepts as specified above, while the World Inequality Database transforms consumption distributions into income distributions using stylized savings profiles in countries where income data are not available.
b. Equivalized income equals household income divided by the square root of household members (excluding domestic help).
c. An individual is classified as an adult if he or she is older than age 20.
Source: CEQ Data Center on Fiscal Redistribution: Lustig 2018a, chapter 6 (http://commitmentoequity.org/publications-ceg-handbook); OECD—Eurostat Expert Group on Disparities in a National Accounts Framework: www.
oecd.org/officialdocuments/publicdisplaydocumentpdf/?cote=STD/DOC(2016)10&docLanguage=En; EUROMOD: www.euromod.ac.uk/publications/euromod-modelling-conventions; https://www.euromod.ac.uk/using-euromod/
statistics; LIS: forthcoming DART methodological document; OECD Income Distribution Database: www.oecd.org/els/soc/IDD-ToR.pdf; World Inequality Database: https://wid.world/document/dinaguidelines-v1/.
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3.

Gender inequalities beyond averages:

Between social norms and

power imbalances

Gender disparities remain among the most persistent forms of inequality across all countries.! Given that these disad-
vantages affect half the world’s people, gender inequality is arguably one of the greatest barriers to human development.
All too often, women and girls are discriminated against in health, in education, at home and in the labour market—with

negative repercussions for their freedoms.

Progress in reducing gender inequality over
the 20th century was remarkable in basic
achievements in health and education and par-
ticipation in markets and politics (figure 4.1).2
Much of this progress was celebrated with the
Beijing Platform for Action during the 1995
Fourth World Conference on Women.?> But
as the event’s 25th anniversary approaches
in 2020, many challenges to equality remain,
particularly for enhanced capabilities that alter
power relations and enhance agency.

The world is not on track to achieve gender
equality by 2030. Based on current trends,
it would take 202 years to close the gender
gap in economic opportunity.4 The Human

FIGURE 4.1

Development Report’s Gender Inequality
Index—a measure of women’s empowerment
in health, education and economic status—
shows that overall progress in gender inequali-
ty has been slowing in recent years.’

Consider two developments. First, gender
gaps are deeper than originally thought. Time
magazine’s 2017 Person of the Year was “the
silence breakers,” women who denounced
abuse. Accomplished women were unprotect-
ed against persistent sexual abuse. The silence
breakers were also given voice by the #MeToo
movement, which uncovered abuse and vul-
nerability for women, well beyond what is
covered in official statistics. In Latin America,

Remarkable progress in basic capabilities, much less in enhanced capabilities

Enhanced

capabilities

Social
norms

Subsistence and
participation

Source: Human Development Report Office.

Agency
and change

Tradeoffs/
power imbalances

Basic
capabilities

The world is not on
track to achieve
gender equality by 2030
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Gender inequality is

correlated with a loss
in human development

due to inequality

too, the #NiUnaMenos movement has shed

light on femicides and violence against women

from Argentina to Mexico.

Second, there are troubling signs of diffi-
culties and reversals on the path towards gen-
der equality—for female heads of state and
government and for women’s participation
in the labour market, even where there is a
buoyant economy and gender parity in access
to education.” And there are signs of a back-
lash. In several countries the gender equality
agenda is being portrayed as part of “gender
ideology.™®

In other words, precisely when awareness is
increasing more needs to be done to achieve
gender equality, the path becomes steeper. This
chapter explores why progress is slowing, identi-
fying today’s active barriers that pose challenges
for future prospects for equality, which include
personal and public beliefs as well as practices
that generate biases against gender equality. It
stresses that gender inequality reflects intrinsic
imbalances in power—something well known
to women’s movements and feminist experts—
and documents two trends:

* Gender inequalities are intense, widespread
and behind the unequal distribution of hu-
man development progress across levels of
socioeconomic development.

* Gender inequality tends to be more intense
in areas of greater individual empowerment
and social power. This implies that progress
is easier for more basic capabilities and harder
for more enhanced capabilities (chapter 1).
The first trend indicates the urgency in ad-

dressing gender inequality to promote basic
human rights and development. The second
raises a red flag about future progress. Progress
at the basics is necessary for gender equality,
but it is not enough.

Social norms and gender-specific tradeoffs
are key barriers to gender equality. Social and
cultural norms often foster behaviours that
perpetuate inequalities, while power concen-
trations create imbalances and lead to capture
by powerful groups such as dominant, patri-
archal elites. Both affect all forms of gender
inequality, from violence against women to
the glass ceiling in business and politics. In
addition, gender-specific tradeoffs burden the
complex choices women encounter in work,
family and social life—resulting in cumulative
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structural barriers to equality. The tradeoffs
are influenced strongly by social norms and
by a structure of mutually reinforcing gender
gaps. These norms and gaps are not directly
observable, so they are often overlooked and
not systematically studied.

Gender inequality in
the 21st century

Gender inequality is intrinsically linked to hu-
man development, and it exhibits the same dy-
namics of convergence in basic capabilities and
divergence in enhanced capabilities. Overall,
it is still the case—as Martha Nussbaum has
pointed out—that “women in much of the
world lack support for fundamental functions
of a human life.” This is evident in the Gender
Inequality Index and its components—reflect-
ing gaps in reproductive health, empowerment
and the labour market. No place in the world
has gender equality. In Sub-Saharan Africa 1 in
every 180 women giving birth dies (more than
20 times the rate in developed countries), and
adult women are less educated, have less access
to labour markets than men in most regions
and lack access to political power (table 4.1).

Gender inequality as a human
development shortfall

Gender inequality is correlated with a loss in
human development due to inequality (fig-
ure 4.2). No country has reached low inequal-
ity in human development without restricting
the loss coming from gender inequality.
Investing in women’s equality and lifting both
their living standards and their empowerment
are central to the human development agenda.
“Human development, if not engendered,
is endangered,” concluded the pioneer 1995
Human Development Report, based on similar
evidence.!®

Today looks different from 1995. The 1995
Human Development Report noted sizeable
gender disparities, larger than today’s, but doc-
umented substantial progress over the preced-
ing two decades, particularly in education and
health, where the prospect of equality was
visible. The conclusion: “These impressions are
cause for hope, not pessimism, for the future.”"!



TABLE 4.1

Gender Inequality Index: Regional dashboard

Maternal
mortality Adolescent Share of
ratio birth rate seats in
Gender (deaths per (births per parliament Population with at least Labour force
Inequality 100,000 live 1,000 women (% held by some secondary education participation rate
Index births) ages 15-19) women) (% ages 25 and older) (% ages 15 and older)
Female Male Female Male
Region 2018 2015 2015-2020 2018 2010-2018 2010-2018 2018 2018
Arab States 0.531 148.2 46.6 18.3 459 54.9 20.4 73.8
East Asia and the Pacific 0.310 61.7 22.0 20.3 68.8 76.2 59.7 71.0
Europe and Central Asia 0.276 24.8 27.8 21.2 78.1 85.8 45.2 70.1
Latin America and the Caribbean 0.383 67.6 63.2 31.0 59.7 59.3 51.8 77.2
South Asia 0.510 175.7 26.1 171 399 60.8 25.9 78.8
Sub-Saharan Africa 0.573 550.2 104.7 235 28.8 398 63.5 72.9

Source: Human Development Report Office (see Statistical table 5)

FIGURE 4.2

Gender inequality is correlated with a loss in
human development due to inequality

Loss in human development due
to gender inequality (percent)

90
[
60
30
0 |
0 10 20 30 40 50

Inequality in Human Development Index
distribution (percent)

Note: Countries mapped by their Gender Inequality Index performance relative
to their performance on the Inequality-adjusted Human Development Index. The
higher the loss due to gender inequality, the greater the inequality in human
development.

Source: Human Development Report Office.

Today, the prospects are different. The past
two decades have seen remarkable progress in
education, almost reaching parity in average
primary enrolment, and in health, reducing the
global maternal mortality ratio by 45 percent
since 2000."* But gains in other dimensions
of women’s empowerment have not been as

intense, and progress towards gender equality is
slowing (figure 4.3). The space for gains based
on current strategies may be eroding, and un-
less the active barriers posed by biased beliefs
and practices that sustain persistent gender
inequalities are addressed, progress towards
equality will be far harder in the foreseeable
future.

Gender inequality and empowerment:
Catching up in the basics, widening
gaps in enhanced capabilities

Accumulating capabilities requires achieve-
ments of different natures. As chapter 1
discussed, progress in human development is
linked to expanding substantive freedoms, ca-
pabilities and functionings from basic to more
enhanced. Progress towards equality tends to
be faster for basic capabilities and harder for
enhanced capabilities. Gender equality—related
capabilities follow a similar pattern.

On the positive side women are catching up
in basic areas of development. Legal barriers
to gender equality have been removed in most
countries: Women can vote and be elected,
they have access to education, and they can par-
ticipate in the economy without formal restric-
tions. But progress has been uneven as women
pull away from basic areas into enhanced ones,
where gaps tend to be wider.

On the positive side

women are catching

up in basic areas of
development. But
progress has been
uneven as women

pull away from basic
areas into enhanced

ones, where gaps
tend to be wider
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social power is lower
(basic capabilities).
But they face a

glass ceiling where
they have greater
responsibility, political
leadership and social
payoffs in markets,
social life and politics
(enhanced capabilities)
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FIGURE 4.3

Progress towards gender equality is slowing

Gender Inequality Index (mean value)
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Source: Human Development Report Office (see Statistical table 5).
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These patterns can be interpreted as reflect-
ing the distribution of individual empower-
ment and social power: Women make greater
and faster progress where their individual em-
powerment or social power is lower (basic capa-
bilities). But they face a glass ceiling where they
have greater responsibility, political leadership
and social payoffs in markets, social life and
politics (enhanced capabilities) (figure 4.4).
This view of gradients in empowerment is
closely linked to the seminal literature on basic
and strategic needs coming from gender plan-
ning (box 4.1).

Take access to political participation (see
figure 4.4, left panel). Women and men vote in
elections at similar rates. So there is parity in
entry-level political participation, where power
is very diffused. But when more concentrated
political power is at stake, women appear
severely under-represented. The higher the
power and responsibility, the wider the gender
gap—and for heads of state and government it
is almost 90 percent.

Similar gradients occur even for women who
reach higher power. Only 24 percent of na-
tional parliamentarians were women in 2019,"
and their portfolios were unevenly distributed.
Women most commonly held portfolios in
environment, natural resources and energy,
followed by social sectors, such as social af-
fairs, education and family. Fewer women had
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portfolios in affairs such as transport, econom-
ics or finance. Certain disciplines are typically
associated with feminine or masculine charac-
teristics, as also happens in education and the
labour market.

Economic participation also shows a gra-
dient (see figure 4.4, right panel). When
empowerment is basic and precarious, women
are over-represented, as for contributing fam-
ily workers (typically not receiving monetary
payment). Then, as economic power increases
from employee to employer, and from employ-
er to top entertainer and billionaire, the gender
gap widens.

Empowerment gradients appear even for
a uniform set of companies, as with the gen-
der leadership gap in S&P 500 companies.
Although women’s overall employment by
these companies might be close to parity,
women are under-represented in more senior
positions.

In developing countries most women who
receive pay for work are in the informal sec-
tor. Countries with high female informal
work rates include Uganda, Paraguay, Mexico
and Colombia (figure 4.5), where more than
50 percent of women are protected by minimal
regulations; have few or no benefits; lack voice,
social security and decent work conditions; and
are vulnerable to low salaries and possible job
loss.



FIGURE 4.4

The greater the empowerment, the wider the gender gap

Global gender gap in politics
(gap with respect to parity, percent)

Global gender gap per type of employment
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Source: Human Development Report Office calculations based on data from the World Values Survey, the Inter-Parliamentary Union, ILO (2019b) and Forbes (2019).

BOX 4.1

Practical and strategic gender interests and needs

The notion of practical and strategic gender interests
and needs (pioneered by Caroline Moser)," which in-
forms much of the gender policy analysis framework,
is connected to the conception of basic and enhanced
capabilities and achievements in this Report. As ar-
ticulated in gender social policy analyses,? practical
gender needs refer to the needs of women and men
to make everyday life easier, such as access to water,
better transportation, child care facilities and so on.
Addressing these will not directly challenge gender
power relations but may remove important obstacles
to women's economic empowerment. Strategic gender
needs refer to needs for society to shift in gender roles

Notes
1. Molyneux 1985; Moser 1989. 2. Moser 1989. 3. SIDA 2015.

and relations, such as a law condemning gender-based
violence, equal access to credit, equal inheritance and
others. Addressing these should alter gender power
relations. Sometimes practical and strategic needs
coincide—for example, the practical need for child
care coincides with the strategic need to get a job out-
side the home.® The difference is comparable to that
between basic and enhanced capabilities discussed
in this Report. Transformative changes that can bring
about normative and structural shifts are the strongest
predictors of practical and strategic interventions ex-
panding women’s agency and empowerment for gen-
der equality.

Today, women are the most qualified in
history, and newer generations of women
have reached parity in enrolment in primary
education.' But it now seems that this is not
enough for achieving parity in adulthood.
The transition from the education system to
the world of paid work is marked by a gen-

der equality discontinuity, associated with

women’s reproductive roles (see Dashboard 2
in the statistical annex), revealing one of the
moving targets discussed in chapter 1. Some
represent a natural part of the process of de-
velopment—the constant need to push new
boundaries to achieve more. Others represent
the response of deeply rooted social norms to
preserve the underlying structure of power.
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FIGURE 4.5

The percentage of informal employment in nonagricultural employment in developing countries is

generally higher for women than for men

Informal employment in nonagricultural
employment, 2017 (percent)
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Are social norms and power
imbalances shifting?

Gender inequality has long been associated with
persistent discriminatory social norms prescrib-
ing social roles and power relations between
men and women in society.” Social norms held
by individuals and their reference groups are
values, beliefs, attitudes and practices that assert
preferred power dynamics for interactions be-
tween individuals and institutions.'® As broader
constructs, norms are operationalized through
beliefs, attitudes and practices."”

People’s expectations of individuals’ roles
in households, communities, workplaces and
societies can determine a group’s functioning.
Women often face strong conventional societal
expectations to be caregivers and homemakers;
men similarly are expected to be breadwin-
ners.'® Embedded in these social norms are
longstanding patterns of exclusion from house-
hold and community decisionmaking that
limit women’s opportunities and choices. So,
despite convergence on some outcome indica-
tors—such as access to education at all levels
and access to health care—women and girls

HUMAN DEVELOPMENT REPORT 2019

in many countries still cannot reach their full
potential."”

Beliefs about what others do and what others
think a person in some reference group should
do, maintained by social approval and disap-
proval, often guide actions in social settings.*’
So it is useful to measure the beliefs and atti-
tudes that create biases and prejudices towards
women’s empowerment in society.

Social norms cover several aspects of an in-
dividual’s identity—gender, age, ethnicity, reli-
gion, ability and so on—that are heterogeneous
and multidimensional. Discriminatory social
norms and stereotypes reinforce gendered iden-
tities and determine power relations that con-
strain women’s and men’s behaviour in ways
that lead to inequality. Norms influence expec-
tations for masculine and feminine behaviour
considered socially acceptable or looked down
on. So, they directly affect individuals’ choices,
freedoms and capabilities.

Social norms also reflect regularities among
groups of individuals. Rules of behaviour are
set according to standards of behaviour or
ideals attached to a group’s sense of identity.”!
Individuals have multiple social identities and



behave according to identity-related ideals,
and they also expect others sharinga common
identity to behave according to these ideals.
Norms of behaviour related to these ideals
affect people’s perception of themselves and
others, thus engendering a sense of belong-
ing to particular identity groups. The beliefs
people hold about appropriate behaviour
often determine the range of choices and
preferences that they exercise—in that con-
text norms can determine autonomy and

BOX 4.2

Overlapping and intersecting identities

When gender identities overlap with other identities,
they combine and intersect to generate distinct prejudic-
es and discriminatory practices that violate individuals’
equal rights in society. Intersectionality is the complex,
cumulative way the effects of different forms of discrim-
ination combine, overlap or intersect—and are amplified
when put together." A sociological term, intersectionality
refers to the interconnected nature of social categories
such as race, class, gender, age, ethnicity, ability and
residence status, regarded as creating overlapping and
interdependent systems of discrimination or disadvan-
tage. It emerges from the literature on civil legal rights.
It recognizes that policies can exclude people who face
overlapping discrimination unique to them.

Overlapping identities must be considered in re-
search and policy analysis because different social

freedom, and beliefs about social censure
and reproach create barriers for individuals
who transgress. For gender roles these beliefs
can be particularly important in determining
the freedoms and power relations with other
identities—compounded when overlapping
and intersecting with those of age, race and
class hierarchies (box 4.2).

How prevalent are biases from social norms?
How are they evolving? How do they affect
gender equality? These are difficult questions,

norms and stereotypes of exclusion can be associated
with different identities. For instance, regarding medi-
an years of education completed in Angola and United
Republic of Tanzania, an important gap distinguishes
women in the highest wealth quintile from those in the
second or lowest quintile (see figure). If the differences
are not explicitly considered, public programmes may
leave women in the lowest quintiles behind.

Moreover, individuals” different social identities
can profoundly influence their beliefs and experiences
about gender. People who identify with multiple minori-
ty groups, such as racial minority women, can easily be
excluded and overlooked by policies. But the invisibil-
ity produced by interacting identities can also protect
vulnerable individuals by making them less prototypical
targets of common forms of bias and exclusion.?

How gaps in median years of education distinguish rich from poor in Angola and United Republic of

Tanzania, 2015

0

Total  Lowest Second Middle Fourth Highest Total  Lowest Second Middle Fourth  Highest

15-49  quintile

quintile

15-49  quintile

United Republic of Tanzania

quintile

Note: Lowest quintile refers to the poorest 20 percent; highest quintile refers to the wealthiest 20 percent.

Source: Demographic and Health Surveys.

Notes

1.1WDA 2018. 2. Biernat and Sesko 2013; Miller 2016; Purdie-Vaughns and Eibach 2008.
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The multidimensional
gender social norms
indices appear linked
to gender inequality.
In countries with
higher biases, overall
inequality is higher

FIGURE 4.6

mainly because social norms and attitudes are
hard to observe, interpret and measure. But
using data from the World Values Survey wave 5
(2005-2009) and wave 6 (2010-2014), a social
norms index can be constructed to capture how
social beliefs can obstruct gender equality along

multiple dimensions (figure 4.6 and box 4.3).
Widespread biases and backlash

The multidimensional gender social norms
count index and high-intensity index (sce
box 4.3) show widespread biases in gender
social norms. According to the count index,
only 14 percent of women and 10 percent of
men worldwide have no gender social norm
bias (figure 4.7). Women are skewed towards
less bias against gender equality and women’s
empowerment. Men are concentrated in the
middle of the distribution, with 52 percent
having two to four gender social norms biases.
The high-intensity index shows that more than
half the world’s people have a high-intensity
bias against gender equality and women’s
empowerment.

Both indices provide evidence of a stagnation
or a backlash from 2005-2009 to 2010-2014.
The share of both women and men worldwide
with no gender social norms bias fell (figure 4.8).

Progress in the share of men with no gender
social norms bias was largest in Chile, Australia,
the United States and the Netherlands

How social beliefs can obstruct gender and women's empowerment

Dimensions
Men make better \Women have University is more Men should have
Indicators political leaders the same rights important for a man more right to a
than women do as men than for a woman job than women

Dimension index

Source: Mukhopadhyay, Rivera and Tapia 2019.
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index
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(figure 4.9). At the other extreme, indicating a
backlash, the share of men with no bias fell in
Sweden, Germany, India and Mexico.

The share of women with no gender so-
cial norms bias increased the most in the
Netherlands, Chile and Australia. But most
countries in the sample showed a backlash, led
by Sweden, India, South Africa and Romania
(see figure 4.9).

Gender inequality and social norms

The multidimensional gender social norms
indices appear linked to gender inequality, as
might be expected. In countries with higher bi-
ases (measured through the multidimensional
gender social norms indices), overall inequality
(measured by the Gender Inequality Index) is
higher (figure 4.10). Similarly, the indices are
positively related to the Gender Inequality
Index in time spent on unpaid domestic chores
and care work.

Biases in social norms also show a gradient.
The political and economic dimensions of the
multidimensional gender social norms index
indicate biases for basic women’s achievement
and against more enhanced women’s achieve-
ment (figure 4.11). Overall, the biases appear
more intense for more enhanced forms of
women’s participation. The proportion of peo-
ple favouring men over women for high-level
political and economic leadership positions is

Physical integrity

Men make better Proxy for Proxy for
business executives intimate reproductive
than women do partner violence rights

N/

Physical integrity

index

Multidimensional gender social norms index
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BOX 4.3

The multidimensional gender social norms index—measuring biases, prejudices and beliefs

Research prepared for this Report proposed the multidimensional gender so-
cial norms index to capture how social beliefs can obstruct gender equality
along multiple dimensions. The index comprises four dimensions—political,
educational, economic and physical integrity—and is constructed based
on responses to seven questions from the World Values Survey, which are
used to create seven indicators (see figure 4.5 in the main text). The an-
swer choices vary by indicator. For indicators for which the answer choices
are strongly agree, agree, disagree and strongly disagree, the index defines
individuals with a bias as those who answer strongly agree and agree. For
the political indicator on women's rights, for which the answer is given on
a numerical scale from 1 to 10, the index defines individuals with a bias as
those who choose a rating of 7 or lower. For the physical integrity indicators,
for which the answer also ranges from 1 to 10, the index defines individuals
with a bias using a proxy variable for intimate partner violence and one for
reproductive rights.

Aggregation

For each indicator a variable takes the value of 1 when an individual has a
bias and 0 when the individual does not. Two methods of aggregation are
then used in reporting results on the index.

The first consists of a simple count (equivalent to the union approach),
where the indicators are simply summed and therefore have the same
weight. This result has a minimum of 0 and a maximum of 7:

The calculation is a simple addition of dichotomic variables, but it com-
plicates the disaggregation and analysis by dimension and indicator.

To address this, the second method follows the Alkire—Foster methodol-
ogy," which counts the different gender social norm biases that an individual
faces at the same time (following the intersection approach). These dimen-
sions are analysed to determine who has a bias on each indicator. This result
counts only people with high-intensity bias.

The methods are applied to two sets of countries. The first set consists
of countries with data for either wave 5 (2005—2009) or wave 6 (2010-2014)
of the World Values Survey and uses the latest data available. This set

Note
1. Alkire and Foster 2011.

includes 77 countries and territories accounting for 81 percent of the world
population. The second set consists of only countries with data for both
wave 5 and wave 6. This set includes 32 countries and territories accounting
for 59 percent of the world population.

Definition of bias for the indicators of the multidimensional gender
social norms index

Dimension Indicator Choices Bias definition
Men make better ~ Strongly agree,
o ! y. : Strongly agree
political leaders  agree, disagree,
. and agree
o than women do strongly disagree
Political
Women have the . .
same riahts as 1, not essential, Intermediate
. to 10, essential form: 1-7
men
University is
. Strongly agree,
. more important ) Strongly agree
Educational agree, disagree,
for a man than . and agree
strongly disagree
for a woman
Men should have :
) Agree, neither, Strongly agree
more right to a .
. disagree and agree
job than women
Economic Men make
) Strongly agree,
better business )
agree, disagree,  Agree

executives than .
strongly disagree

women do
Proxy for
_ 1, never, to 10, Strongest form:
intimate partner
: always 2-10
o ) violence
Physical integrity

Proxy for 1, never, to 10
reproductive ' ' ' Weakest form: 1
. always
rights

Source: Mukhopadhyay, Rivera and Tapia 2019.

Source: Mukhopadhyay, Rivera and Tapia 2019.

higher than the proportion of people favouring
men over women in access to basic political
rights or paid employment.

Several theories linked to social norms could
account for these differences. One suggests an
inability to discern between confidence and
competence. If people misinterpret confidence
as a sign of competence, they can mistakenly
believe that men are better leaders than women
when men are simply more confident. In other
words, for leadership the only advantage that
men have over women is that manifestations
of overconfidence, often masked as charisma or
charm, are commonly mistaken for leadership

potential and are much more frequent among
men than women.??

Gradients in biases are likely to affect elec-
tions and economic and family decisions, mak-
ing gender equality more difficult to reach when
higher levels of empowerment are at stake.

What causes change—and what
determines the nature of change?

How can practices and behaviours either
change or sustain traditional gender roles?
Norms can change as economies develop, by
changes in communications technology, by

Chapter 4 Gender inequalities beyond averages—between social norms and power imbalances
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FIGURE 4.7

Only 14 percent of women and 10 percent of men
worldwide have no gender social norms biases

Percent of surveyed population responding
with biases towards gender equality
and women’s empowerment
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Note: Balanced panel of 77 countries and territories with data from wave 6
(2010-2014) of the World Values Survey, accounting for 81 percent of the world
population.

Source: Mukhopadhyay, Rivera and Tapia (2019), based on data from the World
Values Survey.

new laws, policies or programmes, by social and
political activism and by exposure to new ideas
and practices through formal and informal
channels (education, role models and media).?

Policymakers often focus on the tangible—
on laws, policies, spending commitments,
public statements and so forth. This is driven
partly by the desire to measure impact (and
thus prove effectiveness), by frustration
with the vagueness of “talking shops” ar-
guing about rights and norms and by sheer
impatience with the slow pace of change.
Yet neglecting the invisible power of norms

FIGURE 4.8

would miss a deeper understanding of social
change.

Consider the subtle differences between
descriptive and injunctive norms.” Descriptive
norms are beliefs about what is considered a
normal practice in a social group or an area.
Injunctive norms state what people in a com-
munity should do. This distinction is important
for practice, as it can lead to an understanding
of why some aspects of gender norms and rela-
tions shift faster than others.?

The family sets norms, and experiences
from childhood create an unconscious gen-
der bias.”” Parents” attitudes towards gender
influence children through mid-adolescence,
and children at school perceive gender roles.”
Parenting practices and behaviours are thus
among the predictors of an individual’s
gendered behaviours and expectations. For
instance, children tend to mimic (in attitudes
and actions) how their parents share paid and
unpaid work.”

Parenting experiences may, however, in-
fluence and change adults’ social norms and
established gender roles. In the “mighty girl
effect,” fathers raise their awareness of gender
disadvantages when they are rearing daugh-
ters.” Parenting a school-age girl makes it easi-
er for men to put themselves in their daughter’s
shoes, empathize with girls facing traditional
gender norms and embrace nontraditional
ones that would not place their daughters at a
disadvantage to men in the labour market.”

Adolescence is another key stage for gender
socialization, particularly for boys.** Young

The share of both women and men worldwide with no gender social norms bias fell between 2005-2009

and 2010-2014
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and women’s empowerment @ 2010-2014
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Note: Balanced panel of 32 countries and territories with data from both wave 5 (2005-2009) and wave 6 (2010-2014) of the World Values Survey, accounting for

59 percent of the world population.

Source: Mukhopadhyay, Rivera and Tapia (2019), based on data from the World Values Survey.
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FIGURE 4.9

Progress in the share of men with no gender social norm bias from 2005-2009 to 2010-2014 was largest in Chile, Australia, the United States
and the Netherlands, while most countries showed a backlash in the share of women with no gender social norms bias
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FIGURE 4.10
I
Countries with higher social norms biases tend to have higher gender inequality
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vulnerable nor having
their interests at heart
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FIGURE 4.11

Biases in social norms show a gradient
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Note: Balanced panel of 77 countries and territories with data from wave 6 (2011-2014) of the World Values Survey, accounting for 81 percent of the world population.
Source: Mukhopadhyay, Rivera and Tapia (2019), based on data from the World Values Survey.

adolescents in different cultural settings com-
monly endorse norms that perpetuate gender
inequalities, and parents and peers are central
in shaping such attitudes. Some of the endorsed
masculinity norms relate to physical toughness
(showing higher tolerance for pain, engaging in
fights, competing in sports), autonomy (being
financially independent, protecting and pro-
viding for families), emotional stoicism (not
“acting like girls” or showing vulnerabilities,
dealing with problems on their own) and het-
erosexual prowess (having sex with many girls,
exercising control over girls in relationships)
(box 4.4).%

Social convention refers to how compliance
with gender social norms is internalized in
individual values reinforced by rewards or
sanctions. Rewards use social or psychological
approvals, while sanctions can range from ex-
clusion from the community to violence or le-
gal action. Stigma can limit what is considered
normal or acceptable and be used to enforce
stereotypes and social norms about appropri-
ate behaviours. A social norm will be stickiest
when individuals have the most to gain from
complying with it and the most to lose from
challenging it.** Social norms have enough
power to keep women from claiming their legal
rights due to pressure to conform to societal
expectations.’

Social norms can also prevail when individ-
uals lack the information or knowledge to act
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or think differently.® Because of intertwined
social dynamics,” challenging discriminatory
norms that impede gender equality and wom-
en’s empowerment requires acting on more
than one factor at a time.

Restricted choices and power
imbalances over the lifecycle

Gender inequality within households and
communities is characterized by inequality
across multiple dimensions, with a vicious
cycle of powerlessness, stigmatization, discrim-
ination, exclusion and material deprivation all
reinforcing each other. Powerlessness manifests
itself in many ways, but at its core is an inabil-
ity to participate in or influence decisions that
profoundly affect one’s own life, while more
powerful actors make decisions despite neither
understanding the situation of the vulnerable
nor having their interests at heart. Human
development is about expanding substantive
freedoms and choices. This section presents
evidence of restricted or even tragic choices
women face.’

Examples of restricted choices can be iden-
tified in a lifecycle approach. Some represent
blatant limits to basic freedoms and human
rights; others represent subtle manifestations of
gender biases. The disparities of childhood and

adolescence are amplified when women reach



BOX 4.4

The man box

Engaging men and boys is a critical piece of advancing
the gender equality agenda. Gender equality implies
changing and transforming the way individuals express
and experience power in their lives, relationships and
communities. Reaching equality, women and men will
have the same agency to make choices and participate
in society. While women and girls bear the brunt of
gender inequalities, men and boys are also affected by
traditional conceptions of gender.

Gender is a social construct of attributes or roles
associated with being male or female. What it means
to be a man or a woman is learned and internalized
based on experiences and messages over the course of
a lifetime, normalized through social structures, culture
and interactions. Though men usually have more agency
than the women in their lives, men’s decisions and be-
haviours are also profoundly shaped by rigid social and
cultural expectations related to masculinity.

Masculinity is the pattern of social behaviours or
practices associated with ideals about how men should
behave." Some characteristics of masculinity relate to
dominance, toughness and risk-taking, recently referred
to as toxic masculinity or the man box, in that traditional

Notes
1. Ricardo and MenEngage 2014. 2. Heilman and others 2019.

behaviours of the gender roles restrict men to act in a cer-
tain way that preserves existing power structures. In 2019
Promundo along with Unilever estimated the economic
impacts of the man box in Mexico, the United Kingdom
and the United States, considering bullying, violence, de-
pression, suicide, hinge drinking and traffic accidents as
costs of restricting men to masculine behaviours.? Two of
the most damaging consequences for men are related to
their mental health: Men are less likely to seek mental
health services than women are, and men are more likely
to die by suicide than women are. Besides the ethical and
social gains of gender equality, men as individuals can
benefit from expressing freely, from having more options
in their own experiences and behaviours and from having
better and healthier relationships with women and girls.

So challenging rigid gender norms and power dy-
namics in households and communities and involving
men and boys in making these changes are important.
Engaging men in preventing gender-based violence,
supporting women’s economic empowerment, pursuing
change for reproductive health and acting as fathers or
caregivers are examples of how men can challenge their
notions of masculinity and of their own selves.

adulthood, as exemplified in the differences in
labour force participation and the representa-
tion of women in decisionmaking positions
in business and in politics (see figure 4.4).
For unpaid care work, women bear a bigger
burden, providing more than three times as
much as men.*” And older women’s challenges
accumulate through the life course: They are
less likely than men to have access to pensions,
even though they are expected to live three
years longer. Along the way, social norms and
path dependence—how outcomes today affect
outcomes tomorrow—interact to form a highly
complex system of structural gender gaps.

Birth, early childhood and school age

In some cultures traditional social norms can
affect girls even before they are born, since
some countries deeply prefer bearing sons
over daughters. While in the 1990s only some
countries had the technology available to de-
termine a baby’s gender and only 6 countries

had an imbalanced sex ratio at birth, today 21
countries have a skewed ratio. The preference
for a son can lead to sex-selective abortions
and to a large number of “missing” women,
particularly in some South Asian countries.®
Discrimination continues through how
households share resources. Girls and women
sometimes eat last and least in the household.*!
The gender politics of food—nurtured by as-
sumptions, norms and practices about women
needing fewer calories—can push women into
perpetual malnutrition and protein deficiency.

Education opportunities, including access
and quality, are affected by both household
and community social norms. Gender differ-
ences manifest first in girls’ families over edu-
cation as a human right and later over respect
for women’s agency to decide to study and to
choose her preferred field. Social norms can
define the level of education a girl can attain
or her choice of study. The restriction, control
and monitoring of a girl’s or woman’s behav-
iour and decisionmaking about her education

Challenging rigid
gender norms and
power dynamics

in households and
communities and
involving men and
boys in making these

changes are important
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or job, or her access to financial resources
or their distribution, constitute economic
violence against her (see spotlight 4.1 at the
end of the chapter). And even when girls are
educated as well as boys, other effects of ine-
quality—driven especially by gendered social
norms—reduce the likelihood that women
will later attain positions of power and partici-
pate in decisionmaking.

Worldwide, one in eight age-eligible girls
does not attend primary or secondary school.
Only 62 of 145 countries have gender parity
in primary and secondary education.” Despite
the progress in enrolment ratios for some
countries, large differences persist in learning
outcomes and education quality.

Even among children attending school,
determinants of occupational choices appear
very early. Girls are less likely to study subjects
such as science, technology, engineering and
mathematics, while boys are a minority of those
studying health and education.®

Adolescence and early adulthood

Adolescence is when girls" and boys’ futures
start to diverge; while boys” worlds expand,
girls’ worlds contract.** Every year 12 mil-
lion girls are victims of forced marriage.” Girls
forced to get married as a child are victims of
a human rights violation and are condemned
to live a life with heavily restricted choices and
low human development.

Child marriage not only alienates girls
from their families and social networks but
also increases their risk of becoming victims
of domestic violence.? It exacerbates overall
gender inequality in education and employ-
ment by greatly reducing a girl’s chances of
completing formal schooling and developing
skills for employment outside the home.” It
also leads to early and multiple pregnancies,
increasing health risks for both the married
girls and their children, since the risks of
newborn death and infant mortality and
morbidity are higher in children born to
women under age 20.*

The health effects of early marriage are
among the many health risks that are higher for
women and girls than for men and boys. One
of the most globally widespread cross-cutting
forms of horizontal inequality, early marriage
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presents disproportionate risks to women’s and
girls’ health, reflecting both biological differ-
ences and social norms (see box 4.3). And early
marriage limits girls’ choices.

The adolescent birth rate among women
ages 15-19 is 104.7 per 1,000 in Sub-Saharan
Africa and 63.2 in Latin America and the
Caribbean. When a teenage girl becomes preg-
nant, her health is endangered, her education
and job prospects can abruptly end and her vul-
nerability to poverty and exclusion multiplies.”
Adolescent pregnancy, often a result of a girl’s
lack of opportunities and freedom, can reflect
a failure among those around her to protect her
rights.

Contraception is important in maintain-
ing good sexual and reproductive health.>
Contraceptive use is higher among unmarried
and sexually active adolescents, but so is the
unmet need for family planning, especially in
Asia and the Pacific and Sub-Saharan Africa
(figure 4.12). There is still a stigma in many
countries around unmarried women needing
family planning services. And in some coun-
tries regulations prevent access to these servic-
es. Moreover, many women cannot afford to
pay for health care.

Social norms and traditional behaviour gen-
erally pose a threat to women’s reproductive
health. Women are more vulnerable to a loss
of agency to have a satisfying and safe sex life,
the capability to reproduce and the freedom to
decide if, when and how often to do s0.>! When
men use their power to decide on women’s
behalf, that limits women’s access to resources

FIGURE 4.12

Contraceptive use is higher among unmarried
and sexually active adolescent girls, but so is the
unmet need for family planning, 2002-2014
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Source: UNFPA 2016.




and dictates women’s behaviour. More broadly,
if women are seen as objects rather than agents
in households and communities, this form of
horizontal inequality can lead to violence and
harassment (see spotlight 4.1 at the end of the
chapter), affecting women’s mental health.>

Adulthood and older age

Globally, women do more unpaid work than
men do.>* However, the global gender income
gap is 44 percent (see Statistical table 4).
Gender differences in paid and unpaid work
and the gradients in empowerment combine
multiple elements that restrict women’s choices.
The gaps illustrate the multidimensional effects
of gender inequality on occupation choices,
income and women’s financial independence
and resilience to external shocks.

A key constraint on women’s decisionmaking
is their disadvantages in the amount of unpaid
work they do, bearing disproportionate re-
sponsibility for housework, caring for family
members and performing voluntary communi-
ty work.”* On average, women spend about 2.5
times as much time on unpaid care and domes-
tic work as men do.>® This affects women’s la-
bour force participation, lowers economywide
productivity and limits their opportunities to
spend time in other ways.® This sort of gender
inequality is linked to levels of income: Higher

FIGURE 4.13

income regions have a narrower gap in unpaid
care work. The regions with the widest gaps
are the Arab States, South Asia, Sub-Saharan
Africa and Latin America and the Caribbean—
the same regions that have the widest gaps
for women’s labour force participation (fig-
ure 4.13). The struggle to reconcile care work
responsibilities with paid work can lead women
to occupational downgrading, where they
choose employment below their skill level and
accept poorer working conditions.”’

Some constraints faced by women are invis-
ible when gaps are seen in isolation. Statistics
typically record achievements (the func-
tionings) but not the full set of choices (the
capabilities). This partial view tends to hide
the multidimensional biases in choices wom-
en face. Take, for instance, a qualified woman
who has children and must decide between
taking a job and staying home. Workplace
inequalities (including pay gaps®® and the risk
of harassment), social norms (pressure to fulfil
the role of mother) and imbalances at home (a
greater load of domestic unpaid work), among
other factors, may deter her from participating
in paid work. The woman’s choice may bring
feelings of guilt or regret. A large proportion
of female homemakers feel that by staying
home they are giving up a career or economic
independence. A large proportion of mothers
employed in paid occupations face the stress of

The gap in unpaid care work persists in developing economies

Proportion of time spent on unpaid
domestic chores and care work (percent)
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Note: Aggregation rule has been relaxed; estimates not published in dashboard.
Source: Human Development Report Office.
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feeling that their choice implies suffering for
their children (figure 4.14).

Moreover, home-based inequalities exacer-
bate market-based gender inequality through
the motherhood pay gap—a term that can refer
to the difference in pay between mothers and
childless women, or to that between mothers
and fathers, rather than between all working
men and women. The motherhood pay gap is
usually bigger in developing countries, and in
all countries it increases with the number of
children a woman has. The combination of
low earnings and dependants makes women
over-represented among poor people during
their reproductive age: Women are 22 percent
more likely than men to live in a poor house-
hold between the ages of 25 and 34.%

According to the World Bank’s 2017 Global
Findex, of the 1.7 billion unbanked adults
in the world, 56 percent are women, while in
developing countries women are 9 percentage
points more likely to be unbanked than men.®°
The Arab States and Sub-Saharan Africa have
the lowest percentage of women with an ac-
count at a financial institution or with a mobile
money-service provider, but the percentage
is below 80 percent in all developing country
regions (figure 4.15). Women’s financial inde-
pendence can be dependent on socioeconomic
factors such as profession, earnings and income

Women's financial
independence can

be dependent on
socioeconomic factors
such as profession,
earnings and income
stability or to legal
discrimination and
gender norms

FIGURE 4.14

stability®' or to legal discrimination and gender
norms.®”?> Women face restricted resources in
areas besides finance, with climate change, in
particular, exacerbating existing inequalities in
women’s livelihoods and reducing their resil-
ience (box 4.5).

As noted, girls and women of reproductive
age (15-49 years old) are more likely than
boys and men of the same age to live in poor
houscholds (figure 4.16). This challenges the
“headship definitions” approach to houschold
composition for examining poverty proﬁles, in
which households with a male earner, a non-
income earner spouse and children are more
likely to have poor women. Children and other
dependants can be an important vulnerability
factor for women in their reproductive health.
For both genders, pooling resources and having
more adults working for pay in a household can
protect them from falling into poverty, as can
education, especially for women.®®

For most people lifetime working conditions
have a great impact on economic conditions
and autonomy in older age. For women—
over-represented among older people—ecarlier
gender gaps in health, wages, productivity,
labour participation, formal versus informal
work, remunerated versus nonremunerated
work, continuity in the labour market and the
ability to own property and save are likely to

A large proportion of employed women believe that choosing work implies suffering for their children, while a large proportion of female
homemakers feel that by staying home they are giving up a career or economic independence, 2010-2014

Employed women who agree that
children suffer if women have a job
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Source: Human Development Report Office calculations based on data from wave 6 (2010-2014) of the World Values Survey.
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FIGURE 4.15

The percentage of women with an account at a financial institution or with a mobile money-service provider is below 80 percent in all

developing country regions in 2018

Women with access to an account with
financial institution or a money service provider,
ages 15 and older, simple average (percent)
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BOX 4.5

Climate change and gender inequality

Women tend to be responsible for procuring and pro-
viding food in households and are the primary workers
engaged in subsistence agriculture. They make up an
average of 43 percent of the agricultural workforce in
developing countries.'

Even so, they experience inequitable access to
land and agricultural inputs,? which can affect their pro-
ductivity in the sector, generating a gap in comparison
with men’s productivity. In Ethiopia, Malawi, Rwanda,
Tanzania and Uganda the gender gap in agricultural
productivity ranges from 11 percent to 28 percent.® The
difference is due to access to credit, ownership of land,
use of fertilizers and seeds, and availability of labour.
As in many other dimensions, gendered norms and
traditions at the household level are behind the ineq-
uitable allocations of production factors, thus limiting
women’s agency, decisionmaking power and partici-
pation in the labour market. Furthermore, the gender
agricultural gap hinders poverty reduction, inequality

Notes

1.FAO 2011. 2. UN Women, UNDP and UNEP 2018. 3. UN Women, UNDP and UNEP 2018. 4. UN Women, UNDP and UNEP 2018. 5. Brody, Demetriades and Esplen 2008.

reduction and the mitigation of climate change effects
and environmental degradation.

Greater female participation in natural resource
management, productive agricultural activities and nat-
ural disaster responses can enhance the effectiveness
and sustainability of policies and projects. Closing the
gender gap in agricultural productivity would increase
crop production by 7-19 percent in Ethiopia, Malawi,
Rwanda, Tanzania and Uganda.*

Climate change can affect women’s income, edu-
cation, access to resources, access to technologies and
access to information.® It is entangled with economic
and social consequences for women. \Women in devel-
oping countries are highly vulnerable when they depend
heavily on local natural resources for their livelihood.
Yet women are powerful agents of change. As key play-
ers in core productive sectors, they are well placed to
identify and adopt appropriate strategies to address
climate change at the household and community levels.

Greater female
participation in natural
resource management,
productive agricultural
activities and natural
disaster responses
can enhance the
effectiveness and
sustainability of
policies and projects
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FIGURE 4.16

Girls and women of reproductive age are more
likely to live in poor households than boys and men
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Source: Munoz Boudet and others 2018.

become later gender gaps in well-being.** The
gap widens when pension systems are based
on contributory schemes, and even more when
they take the form of individual accounts.® In
most developed countries women have equal
access to pensions. But in most developing
countries with data, there is a women’s pension
gap (see Dashboard 2 in the statistical annex).

Empowering girls and

women towards gender
equality: A template to reduce
horizontal inequalities

Expanding opportunities for women and girls;
promoting their economic, social and political
participation; and improving their access to
social protection, employment and natural re-
sources make economies more productive. Such
investments reduce poverty and inequality and
make societies more peaceful and resilient.® All
that is well known. Social norms are shifting
towards changed gendered roles in society. But
while some conventional gender norms evolve
in the private and public domains, their effects
are also facinga backlash from the conventional
power relations between men and women in
today’s social hierarchies.

The backlash against changing gender roles
in households, workplaces and politics affects
entire societies influenced by shifting power
relations. The resistance to changes in gender

| HUMAN DEVELOPMENT REPORT 2019

expectations may lead to a perceived clash—a
conflict, for example, of women’s rights with
traditional values—or reveal subconscious
biases. Still, even norms can be shifted towards
gender equality.

The shift can be supported with a proactive
stance, generating new regulations and policy
interventions that mainstream gender equality
and women’s empowerment. This has been
happening but has not been enough to create
long-term changes in stereotypes and tradition-
al gender roles. Entrenched inequalities persist
due to discriminatory social norms and harmful
behaviours and practices that undermine im-
plementation. Well intentioned interventions
might fail or might have unintended conse-
quences if policymakers do not consider deeply
rooted norms and practices. For instance,
affirmative action or positive discrimination
has sometimes overlooked or underplayed the
effects of social norms on overall outcomes.®”

Efforts to promote women’s representation
in positions of leadership have yet to succeed,
and major prejudices persist about women’s
ability to participate politically and function in
high ofhice. Representation quotas for women
sometimes do not deliver the envisaged trans-
formation and risk promoting tokenism by
introducing women’s presence while power
remains entrenched in traditional hierarchies
and privileges based on other identities such as
class, race and ethnicity.

Varied alternatives should be priorities in
light of multiple and complementary identities
rather than competing, conflicting ones—the
multiple identities of an individual as a wom-
an, a mother, a worker and a citizen should be
mutually supportive, not counterposed. So,
choices that enhance multiple freedoms are to
be prioritized over choices based on a singular
identity that diminish other freedoms. Any
approach addressing gender inequality should
consider the multidimensional character of
gender and be sensitive to local social norms.
Norm-aware interventions for women focus on
supporting them by providing solutions that
work around existing social norm constraints.

Options to reduce gender inequalities—and
many other horizontal ones—need to consider
how to directly target changes in unequal pow-
er relationships among individuals within a
community or to challenge deeply rooted roles.



This may include a combination of efforts in
education, raising awareness by providing new
information and changing incentives.

An additional and important considera-
tion to influence change in social norms and
traditional gender roles is for options to be
inclusive of both women and men, which may
hold also for other horizontal inequalities.
When choosing among alternatives—whether
norm-aware or those pursuing social norm

BOX 4.6

Better data are needed on gender inequalities

Gender data face challenges of quantity and quality. The
first refers to not having enough data to depict women's
current situation. For instance, among the Sustainable
Development Goals over 70 percent of data for 58 indi-
cators linked to gender equality and women's empow-
erment is missing." The second refers to current data
that might not accurately reflect reality and that might
underestimate women's roles and contributions.

Some organizations perceive collecting and produc-
ing gender data as expensive in time and cost. Some
data collection methods are outdated and biased against
women because they follow gender social norms, such
as interviewing only the male head of household, not

Notes

change—targeting both women and men is
crucial. The importance of adequately engaging
men and boys in overcoming gender inequality
or addressing their own gender-related vulnera-
bilities is acknowledged, but actions have a long
way to go.

Finally, analysis that goes beyond averages re-
quires more and better data to keep pushing for
gender equality and to make other horizontal

inequalities visible (box 4.6).

disaggregating by sex and age, using outdated measure-
ments of time use and collecting data only on households
instead of individuals. Changes in these measurements
can affect indicators such as the Multidimensional
Poverty Index, calculated for households rather than indi-
viduals, so that complementary research may be needed
to clarify the relationship between gender and poverty.?

More information is needed to get a better picture
of gender biases specific to a region, country or com-
munity, as with information on the impact of media and
social networks in reinforcing traditional norms and
stereotypes.®

1. Human Development Report Office calculations based on data from UN Women (2017). 2. UNDP 2016. 3. Broockman and Kalla 2016; Paluck and others 2010.
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Violence against
women is one

of the cruellest
forms of women'’s
disempowerment
can be perpetuated
through social norms

SPOTLIGHT 4.1

Women's unequal access to physical security—and thus to social

and political empowerment

Violence against women is one of the cru-
ellest forms of women’s disempowerment.
Magnifying inequality, it happens throughout
the lifecycle, in different spaces—households,
institutions, public spaces, politics and on-
line—in all societies, among all socioeconomic
groups and at all levels of education. And it
reflects the same social norms that legitimize
harassment and discrimination.

More than a third of women—and more
than two-thirds in some countries—have ex-
perienced physical or sexual violence inflicted
by an intimate partner or sexual violence in-
flicted by a nonpartner (figure S4.1.1)."! Some
20 percent of women have experienced sexual
violence as children. Nearly a quarter of girls
ages 15-19 worldwide report having been vic-
tims of violence after turning 15. And violence
is typically underestimated because of stigma,
denial, mistrust of authority and other barriers
to women reporting an incident.

Intimate partner violence has been recurrent-
ly associated with such factors as age, wealth,
marital status, number of children, education
attainment and economic empowerment.

FIGURE S4.1.1

I

About a third of women ages 15 and older have
experienced physical or sexual violence inflicted
by an intimate partner, 2010
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Decomposing these factors reveals inequality in
the experience of violence, an insight that can
help in designing more focused interventions.
For instance, although violence can occur at all
education levels, greater education attainment
can protect women from partner violence.
Educated women have better access to informa-
tion and resources that help them identify an
abusive relationship and end it.> Women’s eco-
nomic empowerment through participation in
the workforce had mixed associations with the
risk of intimate partner violence,* challenging the
notion that economic empowerment protects
women from gender-based violence. This finding
highlights the heavy influence of social norms in
women’s perceptions of their status in society in
some cultures. In developing countries women
make up a large proportion of the informal sector
workforce with low-paying jobs, a structure that
might perpetuate the myth of male superiority.’

Violence against women can be perpetuated
through social norms. For example, female
genital mutilation and cutting remain wide-
spread. An estimated 200 million women and
gitls living today have undergone female genital
mutilation, even though most men and women
oppose the practice in many countries where
it is performed.® Violence against women and
girls is sustained by individual behaviours and
beliefs as well as by social norms from the com-
munities and networks that can slow change.
Violent actions, attitudes and behaviours are
triggered by unequal power relations dictat-
ing gender roles at the houschold level. Some
examples are beliefs that a man has a right to
physically discipline a woman for an incorrect
behaviour, divorce is shameful or sex is a man’s
right in marriage.

When women assert autonomy or aspire to
exert power at any level—from the household
to the national government—they often face
a backlash that can include violence (psycho-
logical, emotional, physical, sexual or econom-
ic), whether as discrimination, harassment,
assault or femicide. More than 85 percent
of female members of European parliaments



have experienced psychological violence, and
47 percent have received threats of death,
rape, beating or kidnapping (figure $4.1.2).
Moreover, the only country in the world that
has legally made political violence a separately
defined crime is Bolivia.® Elsewhere, lacking
laws, regulations and sanctions, women are left
unprotected from this type of violence. In 2016
the #NotTheCost campaign was launched to
raise awareness and stop violence against wom-
en in politics. The name alludes to how women
are told that harassment, threats, psychological
abuse and other forms of violence are “the cost”
of participating in politics.” Traditional gender
norms play a role in such political violence.
Globally, there are some efforts to fight the
backlash. Political violence and sexual harass-
ment and assault received attention in 2017
when American actress Alyssa Milano called for
women to come forward with their experienc-
es. Some 1.7 million tweets using the hashtag
#McToo responded, and 85 countries had at
least 1,000 #MecToo tweets. The movement gave
visibility to the issue and propelled initiatives
to conduct more research on sexual harassment
and assault, especially in the United States. Some
81 percent of women and 43 percent of men in
the United States reported experiencing some
form of sexual harassment or assault in their life-
time. The most common forms of sexual harass-
ment are whistling, honking, saying disrespectful

FIGURE S4.1.2
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Female members of European parliaments
experience high rates of acts of political violence
against women, 2018
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or unwanted comments or purposely touching
or brushing up against someone. Women are
harassed mostly in public spaces, their workplac-
es, their residences or their schools.™®

Through social media and other online plat-
forms and applications, women are vulnerable
to harassment and bullying in a new space—the
digital public space. Ensuring that this space
is safe and empowering for women and girls is
a new challenge. Some 73 percent of women
online have been exposed to some type of cyber-
violence, and women are 27 times more likely
than men to be the victims of cyberviolence."
Besides the impact of violence against women
and girls in other spaces, cyberviolence impedes
their digital inclusion and keeps them from
enjoying digital dividends. Even though tech-
nology can connect and empower, it can also
reinforce traditional gender roles and normalize
stereotypes reflecting a culture of misogyny and
marginalization. Security and harassment are
among the top five barriers to women’s mobile
phone ownership and use.”? Online harassment,
sexist attitudes and misogynistic remarks can
undermine women’s sense of legitimacy, compe-
tence and safety, making them mistrust technol-
ogy and even opt out of its use. Besides hindering
technological inclusion, violence against women
and girls in this space has a cuamulative emotional
and physical cost on them.

For each demographically “missing” woman,
many more fail to get an education, job or po-
litical responsibility they would have obtained
if they were men." Gender is a global factor in
unequal human autonomy, physical security
and social, economic and political empower-
ment. Women’s human development depends
on socioeconomic enabling factors such as
the ability to pursue a profession, to attain
income stability and to achieve earnings com-
parable to men’s. Women’s empowerment in
health, education, earning opportunities, and
political rights and participation can change
social decisionmaking and development (fig-
ure $4.1.3). Women’s human development also
requires positive gender norms and an absence
of gender discrimination, with laws preventing
unequal treatment, harassment and violence
against women. Education, reproductive rights
and political participation are key assets in all
these areas, while the right to human security is
fundamental.

Women are
harassed mostly
in public spaces,
their workplaces,
their residences
or their schools
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FIGURE S4.1.3

Traditional social norms encourage different forms of violence against women
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PART IlI.

Beyond today

This Report has taken us on a journey. It identifies the evolution of different inequalities in human development and
examines the dynamic ways in which they limit human freedoms. It goes beyond averages to discover trends in the com-
plete distribution of income and wealth. It also looks at gender inequality and delves into the factors holding back half of

humanity. We are now almost at the end of the journey: What is to be done?

No single policy will suffice, nor will the same
policies be appropriate for all countries. There
are large and significant differences across
countries in history, institutions, incomes and
administrative capabilities. Culture and social
norms also matter, as the discussion on gender
inequality highlights (chapter 4). Morcover,
inequalities in human development are linked.
It is unlikely that houscholds deprived of en-
hanced capabilities, let alone basic capabilities,
will be at the top of the income scale. It is also
unlikely that women who suffer discrimina-
tion in access to education and jobs will be
among the very rich. As parts I and II of the
Report highlight, inequalities along the vari-
ous dimensions interact and generate feedback
loops. This makes fighting inequality a daunt-
ing task. How can countries tackle the myriad
policies and institutions that stand behind all
the dimensions of inequality? Where should
they begin? Should they focus on capabilities,
on income or on gender? What policies are
more effective when and where?

Part III of the Report, dealing with poli-
cies, addresses these questions. It proposes a
framework to support countries in tailoring
a response to inequalities in human develop-
ment to their specific circumstances, taking
into account their political constraints and
administrative capabilities. The aim is to help
them craft their own responses—rather than
offer a single recipe applicable to all.

In beginning to think about what can be
done, it is essential to consider time and place.
Addressing inequalities in human develop-
ment in the 21st century is not the same as it
was before. Policymakers interested in fighting
inequalities will take into account today’s com-
plexities and challenges. Certainly, much is to
be learned from what policies have worked and
what policies have failed in the past, but those
lessons have to be relevant to here and now.

In this context, chapters 5 and 6 discuss two
key trends that could blunt the fight against
inequalities in all countries. Understanding
these trends is essential because left on their
own, they will tend to increase inequalities in
human development.

The first trend relates to climate change
(chapter 5). Much has been written about this
topic—the focus here is on its interactions
with inequality. In a nutshell, increased vola-
tility in the world’s climate and rising average
temperatures are likely to translate into more
floods, droughts, hurricanes and related phe-
nomena. The chapter also documents that the
impacts will not be distributed evenly within
or across countries. Some countries will suffer
more than others, and within countries some
regions more than others. In parallel some
households will suffer more.

All this will tend to increase inequalities—and
may even reduce the effectiveness of policies. For
instance, countries might make progress against
income inequality through more progressive
taxation, but that progress could be undone by
houscholds’ greater exposure to climate risks.
Climate change may thus require strengthening
old tools and introducing new ones—from
drought-resistant crops to new insurance ap-
proaches. The chapter also considers interactions
in the other direction—how inequalities can
complicate responses to climate change. Indeed,
it is far harder to rally around common respons-
es in societies that are more polarized.

Chapter 6 focuses on technological change.
It has always been with us, but since the
Industrial Revolution it has affected the distri-
bution of income and capabilities in far more
profound and long-lasting ways, in part because
economic prosperity—and increasingly the na-
ture of sustainability—is tied to the direction
of technological change. Recent trends asso-
ciated with robotics and artificial intelligence
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pose new challenges but also create opportu-
nities. The relative demands for skills and tasks
will change, as will the locations of economic
activity, given the dramatic increases in econ-
omies of scale and the dramatic reductions in
transportation costs. This will induce offshoring
of some tasks and the disappearance of others.
Enhanced capabilities will be critical for people
to navigate the upheavals that technology can
bring. Technology itself can help in this regard,
if policies are chosen such that technology helps
to reinstate demand for labour.

With these two chapters as background, chap-
ter 7 deals with policies to combat inequalities
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in human development. It does not provide a
recipe for all countries, since policies are coun-
try specific. Instead it presents a framework
to think about policies to address pernicious
inequalities in human development. It shows
that the range of available policies is large and
that it is feasible to address some of the under-
lying drivers of the inequalities in capabilities.
The central message is unequivocal. The trends
documented in parts I and II are not inevitable
—they result from policies and institutions,
and much can be done both nationally and in-
ternationally to reform them. We have a choice.
And we must act now.
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5.

Climate change and inequalities
In the Anthropocene

The climate is in crisis. The effects are already unspooling in the form of melting ice sheets and, as is likely, record
heatwaves and superstorms. Without bold collective action, these will only worsen over time, joined by a suite of other ca-
lamities, from depressed crop yields to rising sea levels to potential conflict. As recognized in the Sustainable Development

Goals and the Paris Climate Agreement, climate change is a global challenge.

But it will not affect everyone equally — not
in the same way, not at the same time, not at
the same magnitude. Poorer countries and
poorer people will be hit earliest and hardest.
Some countries could quite literally disappear.
Of all climate change’s disequalizing effects,
perhaps none is greater than that on future
generations, which will shoulder the burden
of previous generations’ fossil fuel-dependent
development pathways.

Inequality runs the gamut of climate change,
from emissions and impacts to resilience and
policy. Climate change is a recipe for more
inequality in a world that already has plenty.

BOX5.1

But climate change and inequality, and the
interaction of the two, are choices, not inevita-
bilities. Even though the window for decisive
and bold action on climate is shrinking, there
is still time to make different choices.

This chapter suggests that by redressing ine-
qualities, action on climate could also be made
easier and faster. To see why, consider two of
the multiple possible channels at play.! The
first relates to how individual consumption
decisions add up to total emissions (box 5.1).2
The second, which is the focus of this chapter
and likely more consequential, relates to how
inequality interacts with technological change

Household income, inequality and greenhouse gas emissions

Higher household incomes are associated with higher
emissions, but the impact of inequality on aggregate
emissions depends on how quickly emissions increase
as income rises." There is a wide range of empirical es-
timates for this relationship, showing that, on balance,
emissions increase more slowly than income in most
developed and middle-income countries but at the same
rate (or even a little faster) in lower income countries.?

Taking this channel alone into account would imply
that income inequality should be associated with low-
er emissions in developed countries. To see how, con-
sider the impact of transferring income from the rich
to the poor in a developed country. Even though rich
people emit more, given that the rate at which emis-
sions increase is slower than the rate at which income

Notes

does,’® the increase in emissions by poor people would
be higher than the corresponding decrease in con-
sumption by rich people, leading to a net increase in
emissions. And one would expect to see the opposite
in developing countries, with reductions in inequality
lowering emissions.* However, the scale of the impact
of inequality through this channel tends to be small,
certainly when compared with other determinants of
changes in emissions, such as technological change
and policies.®

Perhaps more important, the interplay of these
consumption patterns within and across countries—al-
though trending towards lower emissions overall—ap-
pears unlikely to substantially reduce global aggregate
emissions.®

1. It also depends on how inequality interacts with rising income. For a comprehensive description of the different possibilities, see Ravallion, Heil and Jalan (2000).
2. See, for instance, Liddle (2015). For a detailed estimate for the Philippines, see Serifio and Klasen (2015). 3. When this relationship is measured in terms of how much a
percentage change in income is reflected in a corresponding percentage change in emissions—in technical terms, an elasticity—this implies an elasticity of less than 1.
4. More precisely, this would happen if the elasticity were greater than 1. For some empirical support of the hypothesis of this differential impact of inequality in emissions
in developed and developing countries, see Grunewald and others (2017). 5. To illustrate, Sager (2017) calculated consumption-based carbon emissions Engel curves
(showing the relationship between household income and average carbon dioxide emissions) for the United States for several years between 1996 and 2009. In a scenario
where income is redistributed to perfect equality (a dramatic and extreme case), average carbon dioxide emissions in 2009 would have increased 2.3 percent, from the
actual 33.9 tonnes per household to 34.7 tonnes. In contrast, had there been no technological change and assuming the same consumption composition between 1996 and
2009, average emissions would have increased 70 percent, to 57.9 tonnes. 6. Caron and Fally 2018.
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to make collective
action—key both
within and across
countries to curb
climate change—
more difficult

and policy formation. There is some evidence
that high inequality hinders the diffusion of
new environmentally friendly technology.’
Inequality can influence the relative power
of interests arguing for and against curbing
emissions. Emissions would be expected to
be higher when income is concentrated at the
top and when the resulting concentration of
economic power coincides with the interests
of groups that oppose action on climate.*
More generally, higher inequality tends to
make collective action—key both within and
across countries to curb climate change—more
difficult.’ Information is critical for collective
action, but the ability of different interest
groups to communicate tends to be lower when
inequality is high,® with the concentration of
income potentially leading to the suppression
or propagation of information in order to
serve a particular interest.” Other interacting
mechanisms relate to how inequality shapes
perceptions of fairness (with implications for
compliance and enforcement).?

FIGURE 5.1

Where emissions are being decoupled from
economic growth—a hopeful sign that is
directionally right but not yet at scale, despite
accelerating over the past two decades—this is
related to countries having “underlying policy
frameworks more supportive of renewable
energy and climate change mitigation efforts,”
which shows the feasibility of a break from
unsustainable development models that have
endured for centuries.' Still, countries with
higher human development generally emit
more carbon per person and have higher per
capita ecological footprints (figure 5.1)." Richer
countries and communities may put a premium
on local concerns, such as water and air quality,
but they tend not to experience locally the full
extent of their impacts on the environment,
which are driven more by their income than
by “green” self-identities and associated behav-
iours.'” Instead, they often shift a significant
portion of the environmental impacts of their
consumption preferences to less-visible coun-
tries and communities elsewhere, including to

Per capita ecological footprints increase with human development
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(global hectares per person)

Low human Medium human High human Very high human
development development development development
14 :
12
10
. . ©
s ®
6 e g
® _.0
4 o'.‘°" ———————————————————
*’ {
2 .
'. b (S Biocapacity per person,
0 ®. ; world average (1.7 global hectares)
i i
0.4 05 0.6 0.7 038 09 1

Human Development Index value, 2018

Note: Covers 175 countries in the Global Ecological Footprint Network database (www.footprintnetwork.org/resources/data/; accessed 17 July 2018). As used here,
the ecological footprint is a per capita measure of how much area of biologically productive land and water a country requires, domestically and abroad, to produce
all the resources it consumes and to absorb the waste it generates. Each bubble represents a country, and the size of the bubble is proportional to the country’s

population.
Source: Cumming and von Cramon-Taubadel 2018.
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those along global supply chains.” In the case
of climate change, they also shift the impacts to
future generations, which are even less visible.

Environmental burden shifting happens
not just for greenhouse gas emissions but also
across many environmental domains.'* Thus,
this chapter goes beyond climate to examine
inequalities and burden shifting in other im-
portant areas, such as waste generation, meat
consumption and water use. Environmental
burden shifting is linked to gradients in eco-
nomic and political power. Attempts to redress
these power differences and how they manifest
environmentally are likely to be ever more rel-
evant as humanity enters what has been called
the Anthropocene (box 5.2).

The 2007/2008 Human Development
Report showed not only how climate change

BOX 5.2

was an existential threat to future generations,
cxacerbating intcrgencrational economic
inequality, but also that it would increase in-
come inequality across and within countries."
Recent research has confirmed, and made more
precise, how disequalizing climate change can
be: Income inequality across countries may al-
ready be about 25 percent higher than it could
have been without climate change.'¢

This chapter takes that analysis further, show-
ing how climate change exacerbates inequalities
in other dimensions of human development and
how inequality is also relevant to building climate
and disaster resilience. Some evidence suggests
that “development on its own” may not offer
protection from the negative impacts of climate
change.”” New, broadly shared approaches to
resilience may needed. Echoing a central theme

Some evidence
suggests that
development on its
own is unlikely to
offer protection from
the negative impacts
of climate change

From Holocene to Anthropocene: Power—and who wields it—at the brink of a new era

The environment has a profound impact on people’s capabilities and on their
ability to convert capabilities into achievements—and thus on human de-
velopment.! Conversely, human activity affects the natural world, shaping
environmental processes and patterns at a global scale. Arguably, human-
kind today is not just witnessing but also causing the sixth mass species
extinction in the Earth’s history.? While the stratigraphy community has
yet to formally declare a new epoch (meaning that humanity is still in the
Holocene), the unfolding changes to the environment are so dramatic, and
so heavily influenced by humans, that the expression Anthropocene has en-
tered current use.?

The Anthropocene portends a worrying mix of power, fragility and uncer-
tainty. The end of the last glacial period and the beginning of the Holocene
more than 10,000 years ago ushered in a stable climate regime—a climatic
cradle for humans—with conditions favourable for permanent agriculture
and the dawn of civilizations. Rising populations, wealth and technological
know-how have translated into greater, seemingly unbridled power, includ-
ing over the environment. Yet fragilities have always been evident. Crops
are susceptible to pests and bad weather. Infectious diseases have sprung
from (and through) domesticated animals and elsewhere.* The interplay
among humans, geography and the environment has been central to the
way civilizations have come and gone.®

Fast forward to today, and the intertwining of power, fragility and un-
certainty has not changed. The differences are in the scale and the stakes.
Humans have far more power to affect the environment, including at the
planetary level, but no greater control. The list of negative feedback from

Notes

1. Robeyns 2005. 2. Barnosky and others 2011; Ceballos, Ehrlich and Dirzo 2017; Ceballos, Garcia and Ehrlich 2010; Ceballos and others 2015; Dirzo and others 2014; McCallum 2015; Pimm and others 2014; Wake and Vredenburg
2008. 3. Scott (2017) attributes to Paul Crutzen the introduction of the term and the proposal to date the start of this era to the late 18th century, coinciding with the invention of the steam engine, which unleashed the Industrial
Revolution (even though Scott himself proposes the concept of a “thin Anthropocene,” which could be dated as far back as the hominid use of fire). In May 2019 the 34-member Anthropocene Working Group voted to designate
the Anthropocene as a new geological epoch. The panel plans to submit a formal proposal to the International Commission on Stratigraphy, which oversees the official geological time chart. 4. Dobson and Carper 1996; McNeill
1976; Morand, McIntyre and Baylis 2014; Wolfe, Dunavan and Diamond 2007. 5. Croshy 1986; Diamond 1997, 2005. 6. Choy and others 2019; Early 2016; Millennium Ecosystem Assessment 2005; Seebens and others 2015; US

human activities ranges from introducing invasive species to the plastics ep-
idemics in the oceans to fisheries stress and collapse to fossil fuel emissions
and climate change.® These and other activities have not just destabilized
ecosystems but have also transformed planetary biogeochemical process-
es.” Humanity is thought to have already breached at least four of nine plan-
etary boundaries, the safe operating limits for different components of the
Earth system seen as critical to maintaining a stable Holocene-like state.®
Two of these—climate change and biosphere integrity—are considered
core boundaries, meaning they have the potential on their own to push the
Earth into a new state.® Humans have exceeded the safe operating space for
both; the risk of crossing a critical threshold, destabilizing the Earth system
and exiting the Holocene is no longer assuredly low.™

This is the Anthropocene: human power at scale, without illusions of
control and without fully grasping or heeding the consequences. Through
unmitigated greenhouse gas emissions and other actions, humans are pull-
ing themselves out of the relative stability of the current geological epoch
into the uncertainty of a new one. The Anthropocene is essentially a leap
into the unknown. Making a choice for sustainable human development,
based on a country’s unique set of circumstances, is necessary. But it is not
easy—and it is made all the more difficult when persistently high inequality,
in its many forms, with its corrosive effects, implies that both people and
planet lose. Choices rooted in inclusion and sustainability can turn the dam-
aging historical relationship between development and ecological footprints
on its head—breaking humanity free from old development approaches that
simply will not work as it enters the brave new world of the Anthropocene.

NOAA 2018. 7. Campbell and others 2017; Steffen and others 2015. 8. Steffen and others 2015. 9. Steffen and others 2015. 10. Steffen and others 2015.
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The challenge is to
ensure that climate
resilience does not

become the reserve
of only a select group

of countries and
communities that
can most afford it

of this Report, this chapter finds convergence in
basic capabilities to cope with climate change and
divergence in enhanced ones. Countries are con-
verging—even though large disparities persist—
in their preparedness to “normal” shocks, ones
expected at a certain frequency and magnitude
based on historical trends—a basic resilience
capability. Climate change impacts, however, do
not always conform to historical trends, with
more “surprises” than in the past."® Shocks take
on a new, unanticipated character. Building pre-
paredness—which relies less on the experienced
past and more on how science and technology,
including advanced weather prediction systems,
can help prepare for an uncertain future—is be-
coming an enhanced capability in which gaps are
emerging. The challenge is to ensure that climate
resilience does not become the reserve of only a
select group of countries and communities that
can most afford it, thereby further exacerbating
the inequality impacts of the climate crisis.

The urgency for action to combat climate
change, including by fully implementing the
Paris Agreement under the United Nations
Framework Convention on Climate Change,
cannot be overemphasized. So why isn’t more
being done? True, there is renewed interest in
many countries around the world in carbon
pricing, but to take just a simple illustration,
only 5 percent of emissions are covered by a
carbon price high enough to achieve the goals
of the Paris Agreement."” Some even argue that
carbon pricing will not be enough and that
instead of relying on market signals, more fun-
damental transformations of economies and
societies will be needed.?’ The various mech-
anisms through which inequality influences
technology diffusion and policies, reviewed
briefly above, speak to the complex interplay
between climate change and inequality and
even how action on climate can be hamstrung,
as in the case of the Mouvement des gilets jaunes
(yellow vests movement), perhaps an instance
when people felt as though they were being left
behind.

Addressing inequality and the climate crisis
together can move countries towards inclusive
and sustainable human development. For in-
stance, when carbon pricing is part of a broader
set of social policy packages, it is possible to
address inequality and climate together while
facilitating the realization of people’s human
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rights. Climate policy can create virtuous feed-
back loops in which emissions decline from
direct effects (such as a carbon price) and from
indirect effects (such as lower inequality, which
may facilitate even bolder climate policies).
This chapter, as well as chapter 7, tees up some
of these key issues.

How climate change and
inequalities in human
development are intertwined

This section starts by expanding beyond ine-
qualities in carbon emissions between coun-
tries to inequalities within them, adding to the
more familiar story on how climate change will
harm—and has already impacted—different
dimensions of human development. Finally, it
takes an illustrative look at climate resilience,
framing it as an enhanced capability that risks
divergence.

From inequality in emissions
to inequality in impact: Two
dimensions of climate injustice

Carbon dioxide is not the most potent anthro-
pogenic greenhouse gas, but it is the most wide-
spread, driven overwhelmingly by fossil fuel
combustion (87 percent of total carbon diox-
ide emissions over 2008-2017) for electricity,
transportation and other uses.” It is widespread
because carbon emissions are deeply embedded
in current patterns of production and con-
sumption, and powerful fossil fuel interests
have generally tried to keep it that way.”

The richest countries account for the lion’s
share of cumulative carbon dioxide emissions
(figure 5.2); they are still among the top pol-
luters on a per capita basis and in terms of
aggregate country emissions today.” These in-
equalities in cumulative emissions are central to
the global conversation on climate, particularly
for climate justice, burden sharing and differen-
tiated responsibilities.**

The same pattern of inequality plays out
within countries, with households at the top
of the income distribution responsible for
more carbon emissions per person than those
at the bottom. While there is no direct way of
allocating emissions to individuals, estimates
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Today's developed countries are responsible for
the vast majority of cumulative carbon dioxide
emissions
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Source: Human Development Report Office calculations based on Ritchie and
Roser (2018).

based on plausible approximations suggest that
global carbon dioxide equivalent emissions are
highly concentrated: The top 10 percent of
emitters account for 45 percent of global emis-
sions, while the bottom 50 percent account for
13 percent. The top 10 percent of emitters live

FIGURE 5.3

on all continents, a third of them in emerging
economies (figure 5.3).

Inequality in global carbon dioxide equivalent
emissions between individuals has decreased,
but within-country inequality is steadily rising
and approaching the share of between-country
inequality in the global dispersion of carbon di-
oxide equivalent emissions (figure 5.4). In 1998
a third of inequality in global carbon dioxide
equivalent emissions was due to within-country
inequality; by 2013 half was.

Turning from emissions to impact, unmitigat-
ed climate change drives inequalities in human
development through two main mechanisms:
differential exposure and vulnerability.* Debate
continues on the relative importance of each.
This chapter takes the view that both matter.
Differential exposure is real: Climate change will
hit the tropics harder first, and many developing
countries are in the tropics.”” At the same time,
developing countries and poor and vulnerable
communities have fewer capacities to adapt to
climate change and severe weather events than
do their richer counterparts. Part of the reason
climate change and disasters are disequalizing
is that inequality exists in the first place; they
run along, exploit and deepen existing social
and economic fault lines. These fault lines were
dramatically laid bare when Hurricane Katrina

Part of the reason
climate change

and disasters are
disequalizing is that
inequality exists

in the first place;
they run along,
exploit and deepen
existing social and
economic fault lines

Of the top 10 percent of global emitters of carbon dioxide equivalent emissions, 40 percent are in North America, and 19 percent are in the

European Union
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The complexities of
the climate system
make significant
tipping points and
thresholds possible

FIGURE 5.4

Within-country inequality in carbon dioxide
equivalent emissions is now as important as
between-country inequality in driving the global
dispersion of carbon dioxide equivalent emissions
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Note: In 2008 the within-country component of the Theil index, which measures
dispersion in the distribution of a variable that can be perfectly decomposed into
between-group and within-group components, was 0.35 and the between-
country component was 0.40—that is, between-country inequality accounted for
53 percent of total inequality

Source: Chancel and Piketty 2015.

struck New Orleans in 2005. A more recent
example is the tragic loss of life and devastation
wrought by Hurricane Dorian in the Bahamas
in 2019. Dorian was the strongest hurricane to
strike the country since recordkeeping began in
1851.% The communities hardest hit included
shantytowns populated mostly by poor Haitian
immigrants, some of whom had fled the devas-
tating 2010 earthquake in their home country.””

The global economic impacts of climate
change have been modelled many times,
producing a range of estimates, each with its
own range of possible outcomes. From these
estimates, two key points emerge: First, climate
change will reduce global GDP, especially in
the long run, and second, negative economic
impacts are generally worse at higher tempera-
ture thresholds.”® Moving beyond these general
trends to more precise estimates is challenging.
The exact magnitude of the economic effects
of climate change is highly uncertain, and it
varies by geography and many other variables.
Nonlinearities complicate matters: Each addi-
tional unit of change in the climate is unlikely
to yield the same incremental impact over
time.” The complexities of the climate system
make significant tipping points and thresh-
olds possible—for example, the possibility for
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catastrophic events, whose impacts are gener-
ally not systematically captured in many mod-
els.’? As Martin Weitzman once claimed, “All
damage functions are made up—especially
for extreme situations,”*® yet many of the
most widely used economic models of climate
change rely on “smooth” damage functions that
may not fully account for the possibility of cat-
astrophic events.*

Over the past few years research has at-
tempted to incorporate tipping points into
integrated assessment models. The findings of
such work have generally strengthened the case
for a greater precautionary approach to the
climate.® The bottom line is that estimates of
economic effects of future climate change give
some broad directional agreement, and while
uncertainties abound, the costs of potential
catastrophic events coupled with the pace at
which the scientific evidence is accumulating
on the scale of damages reinforce arguments for
carly and forceful action.* For example, there is
strong evidence that the economic damages of
extreme natural hazards have increased globally
over the past several decades (figure 5.5). Some
new modelling approaches that attempt to
incorporate risk and uncertainty point to large
costs associated with delays in taking forceful
action on mitigation, with these costs com-
pounding over time (a five-year delay implies a
cost of $24 trillion, and a 10-year delay implies
a cost of $100 trillion).*”

The negative impacts of climate change extend
to health and education. Between 2030 and
2050 climate change is expected to cause some
250,000 additional deaths a year from mal-
nutrition, malaria, diarrhoea and heat stress.*®
Hundreds of millions more people could be ex-
posed to deadly heat by 2050, and the geograph-
ic range for disease vectors—such as mosquito
species that transmit malaria or dengue—will
likely shift and could expand.*” Lower agricultur-
al yields due to temperature changes can affect
food security, and food insecurity can worsen
nutrition. Good nutrition is essential for healthy
pregnancies and for early childhood survival
and development, which can reduce inequalities
in human development (chapter 2). It is also
important for school attendance, performance
and achievement.*” Malnutrition, by contrast,
complicates the course of other illnesses, such as
tuberculosis and AIDS.



FIGURE 5.5

Economic damages from extreme natural hazards have been increasing
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Note: Data are the yearly distribution of economic damages associated with 10,901 disasters that occurred worldwide between 1960 and 2015. Partial boxplots are
coloured by decade. The lower hinge is the median, the middle line is the 75th percentile, the upper hinge is the 90th percentile and the upper whisker is the 99th

percentiles. The red dashed line tracks the time progression of the 99th percentile.
Source: Coronese and others 2019.

By the end of the 21st century, unmitigat-
ed climate change could cause an additional
1.4 billion drought exposure events a year and
2 billion more extreme rainfall exposure events
a year, inevitably increasing flood risk.* The
impact of these shocks on livelihoods can im-
pede human development, influencing factors
ranging from the availability of food to the
ability to pay for health care and schooling.
Out-of-pocket health spending pushes almost
100 million people into extreme poverty each
year.”? Even where schooling is free, livelihood
shocks can siphon children from school into in-
come-generating activities. These interrelated,
overlapping shocks, when combined, will also
have consequences for mental health, which
now appears in some countries’ national health
strategies for adapting to climate change.®

Climate change is likely to have already been
a force for increasing income inequality be-
tween and within countries (see spotlight 5.1
at the end of the chapter), as noted in the
opening of this chapter. Climate change is like-
wise driving inequality in other dimensions of

human development. An analysis of the last 40

years further substantiates the general pattern:

Temperature-related shocks hit poorer coun-

tries harder than richer countries.* In fact, even

though some richer countries may have enjoyed
small benefits on average from temperature in-
creases, the evidence suggests that all countries
will eventually be negatively affected by climate
change.®

For health, the evidence from large-scale em-
pirical studies on climate impacts shows:*

* In all regions the proportion of people vul-
nerable to heat exposure is rising. The elderly
account for a significant portion of that vul-
nerability (see spotlight 5.2 at the end of the
chapter). Heat stress, cardiovascular discase
and renal disease are among the many causes
of heat-related illness and death.*” In 2017,
153 billion labour hours were lost because
of heat, an increase of more than 62 billion
hours since 2000.

* Global vectorial capacity® for the transmis-
sion of dengue fever virus continues to rise,
reaching a record high in 2016. In other

Climate change is likely
to have already been

a force for increasing
income inequality
between and within
countries. It is likewise
driving inequality in
other dimensions of
human development
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words, conditions are becoming more fa-

vourable for transmission of dengue.

* In the highlands of Sub-Saharan Africa,
malaria vectorial capacity has increased
27.6 percent since the 1950 baseline.

* In the Baltic region, changes in sea surface
temperatures have steadily increased suitabil-
ity for cholera outbreaks.

Since poor countries—and poor and vulner-
able people within countries—are dispropor-
tionately burdened by these health conditions,
climate change has already put pressure towards
greater health inequalities, both within and be-
tween countries.*

In many developing countries exposure to
floods, droughts and hurricanes in utero and
during early life impair later education and
cognitive outcomes. In Southeast Asia higher
than average temperatures during the prenatal
period and early life are associated with fewer
years of schooling, perhaps because heat has
a negative impact on education attainment
where local climates are historically warm
and wet.’* In some developed countries there
is also evidence that prenatal heat exposure
increases the risk of maternal hospitalization
and of hospital readmission in the first year of
life for newborns, with differentiated impacts
across segments of the population that tend
to increase maternal health gaps.’! These and
other potential impacts of climate change on
education outcomes have clear inequality im-
plications, both within and across generations.

As noted above, climate impacts are often
framed as the interaction of exposure and vul-
nerability.>* Exposure can be driven by vulner-
ability, as vulnerable groups are driven to less
secure, more disaster-prone locations, especially
in urban areas.”® Such vulnerability-driven ex-
posure is widespread. The location or operation
of polluting factories and expressways, waste
management’ and landfills, gazetted parks and
conservation areas®, and even airports®® and
other transportation hubs (and their expan-
sion) in or near vulnerable communities rests
on decisions that can take advantage of those
communities’ relative lack of power—either
explicitly or implicitly. For example, cost-ben-
efit analyses for policy decisions—analyses that
purport to be objective, impartial or efficient—
can, among other potential pitfalls, implicitly
take advantage of vulnerable communities by
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misconstruing ability to pay for willingness to
pay, thereby systematically undervaluing those
communities’ needs and desires.””

Consider the impact of climate change on
crop yields. Without improved crop varieties,
climate change will cause significant declines in
average crop yields over the course of the 21st
century in many regions. The largest declines
will occur where food insecurity is already a
threat.’® Climate change—related inequality is
partly a biophysical phenomenon of differen-
tial exposure. In regions where natural climate
variability is lower—such as the tropics, where
many developing countries are found—climate
signals will emerge from the “noise” more
quickly and easily in the tropics.”” Recent mod-
elling shows that poorer countries will gener-
ally experience weather-related changes before
richer countries. Regional heat extremes, for
example, are expected to change noticeably in
Africa, large parts of India and most of South
America after 1.5°C of warming, but mid-lat-
itude regions will not see such changes until
global temperatures increase by about 3°C.%°

Climate-induced inequality is also a social
phenomenon. Vulnerable people will suffer
more because, for instance, with less irrigation,
yields are more weather dependent. With few-
er and less robust cereal market stabilization
mechanisms, livelihoods can be volatile. With
less income and wealth, poor people are less
able to absorb spikes in food prices. With dis-
criminatory laws, marginalized groups are bur-
dened with compounding insecurities. Climate
change is expected to exacerbate these and
other vulnerabilities, its biophysical and social
dimensions working in the same direction:
towards worsening inequality.®!

Recent modelling has started to capture the
interaction between biophysical and social
aspects through the spatial correlation of coun-
tries’ cereal productivity and gains from trade.
Climate change, instead of affecting countries’
cereal yields uniquely or independently, will
cause regional changes that affect countries’
yields more similarly the closer countries are to
one another. So, developing countries will take
a direct hit from climate change as cereal yields
decline and an additional hit when neighbour-
ing countries also experience a decline. The
decline in productivity across neighbouring
trade networks reduces the gains from trade,



which could worsen income inequality among
countries by an additional 20 percent over the
course of the 21st century.?

Feedback mechanisms have long been im-
portant in climate science, especially in terms of
biophysical systems. Economic feedback mecha-
nisms, such as knock-on trade effects, are coming
increasingly into view. Another is the impact of
climate-induced GDP declines on carbon emis-
sions. Climate-driven decreases in GDP may in
turn decrease energy use and carbon emissions
over the course of the 21st century. In some
scenarios fossil fuel emissions drop 13 percent,
enough to offset positive carbon emission feed-
back mechanisms from natural systems.®®

Here again recent empirical analysis com-
plemcnts income incquality projections. One
study using longitudinal data from more than
11,000 districts in 37 countries suggests that
since 2000, warming has made tropical coun-
tries at least 5 percent poorer than they other-
wise would be.** The study also sheds light on
the importance of exposure and vulnerability
as mechanisms for climate-related inequalities:
Disparities in the economic impacts of warm-
ing are driven more by differences in exposure
than differences in underlying vulnerability. In
other words the negative impacts of warming
cut similarly across communities of all levels
of development. Richer ones are not insulated
from warming because they are rich, and poorer
ones are not uniquely vulnerable because they
are poor. Part of the challenge is that exposure
to damaging temperatures is much more com-
mon in poor regions.

That study’s findings, which imply a primacy
of exposure, correspond to those of another
recent study on climate’s impacts on education
across 29 countries, mostly in the tropics. It
found that the level of education of the head of
household did not buffer households from the
long-term impacts of adverse climate events.®
In fact, children from more educated house-
holds suffered greater education penalties,
with hot temperatures having a levelling effect
on education attainment. On the other hand,
a recent study using global data spanning four
decades found the opposite: that richer coun-
tries are more insulated than poorer countries
from the effects of temperature increases.®

Thus, the debate continues around an unset-
tled, and unsettling, question: Might climate

change overwhelm response capacities, as typi-
cally conceived, across many—perhaps all—lev-
els of human development? For countries where
climate change is an existential threat, the answer
is a resounding yes. For others, if exposure ulti-
mately matters much more than vulnerability,
climate change may not be something that coun-
tries can necessarily grow or “develop” out of.

Countries have already started adopting
tools, implementing policies and making invest-
ments that build resilience to climate change
and other kinds of shocks, precisely because
old ways of doing things are insufficient to the
task.®” They are charting different development
paths that try to respond to the sobering,
unfolding reality of climate change. Data and
technology, ranging from satellite imagery to
drought-tolerant seeds, are seen as important
parts of forward-looking climate adaptation.®®
So are fiscal rules that help protect economies
from unexpected climate shocks.” Plus, build-
ing resilience is a good economic investment.
The Global Commission on Adaptation found
that every $1 invested in adaptation could re-
sult in benefits worth $2-$10.7

So, empirical analyses that emphasize ex-
posure-driven pathways need not undermine
the rationale for resilience. On the contrary,
such studies provide important historical
lessons for why conscious efforts to build
resilience matter—and matter urgently. From
a forward-looking inequality perspective the
challenge is to ensure that climate resilience
is a broadly shared capability and a collective
investment in human development rather than
a capability that is the reserve of only a select
group of countries and communities that can
most afford it, thereby opening a new area of
divergence in the face of a global climate crisis.

As some analysts have noted, some impacts
of climate change may be smaller than the
impacts of demographic change and economic
growth.”! Poverty projections at certain levels
of warming similarly depend at least as much
on devclopment scenarios as on warming it-
self.”> The 2011 Human Development Report
probed the ways various environmental and
inequality scenarios might affect human de-
velopment across low, medium, high and very
high human development countries.”

A world of greater inequality is one possible
future, depending on the choices societies

Countries have already

started adopting
tools, implementing
policies and making

investments that build

resilience to climate

change and other kinds

of shocks, precisely
because old ways
of doing things are

insufficient to the task

Chapter 5 Climate change and inequalities in the Anthropocene |

183



184

The effects of shocks
do not appear to be
randomly distributed;
instead, they seem
to do more harm to
the more vulnerable

ultimately make. Although unmitigated climate
change will continue to narrow those choices
over time—and indeed some climate change is
already baked in, owing to legacy emissions—
much can still be changed. Carbon dioxide
and other greenhouse gas emissions are the
product of human choices mediated largely by
biophysical processes as well as by economic
and social systems.” Development paths that
prioritize resilience and inclusion can be cho-
sen, too. The disproportionate impacts on poor
countries—and poor and vulnerable people
within countries—largely reflect and are likely
driven at least in part by structural inequalities.
If such inequalities—across income, wealth,
health, education and other elements of human
development—are in no small part the result of
social choices, as this Report argues, the course
of climate change and the way it ultimately
affects inequality have a lot of choice built in.
There still is time to choose differently.

Differentiated paths in the ability

to adapt to climate change:
Convergence in basic, divergence in
enhanced capabilities yet again?

This section considers asymmetries in capabili-
ties relevant to withstanding disasters linked to
natural hazards. The effects of shocks (linked
not only to disasters but also to other causes
ranging from conflict to terms-of-trade crises)
do not appear to be randomly distributed
across different groups; instead, they seem to
do more harm to the more vulnerable. Over
1980-2017 developing countries recorded
a higher frequency of crises in human devel-
opment, measured as a yearly reduction in
Human Development Index (HDI) value, than
developed countries did, and the impact of
these reductions was more severe. The average
reduction in HDI value when facing a crisis was
0.5 percent for developed countries but 1.2 per-
cent for developing countries (figure 5.6).

Low human development countries are more
exposed to the human and economic losses
from shocks from all sources. While some
extreme negative shocks can have an equaliz-
ing effect within countries,” people in very
high human development countries are better
shielded from the costs because they have
more options for responding to shocks, greater
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FIGURE 5.6
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Human development crises are more frequent and
deeper in developing countries
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Source: Human Development Report Office calculations for countries with
annual data for 1980-2017.

ability to move and more resources with which
to recover. People in low human development
countries are 10 times more likely than people
in very high human development countries to
die due to natural hazards leading to disasters.
And the relative cost (as a percentage of GDP)
of disasters is about four times lower in very
high human development countries than in
other countries (figure 5.7). These results are
merely suggestive and should be seen in the
context of broader trends in the global reduc-
tion in causalities linked to natural hazards and
accelerating increases in the economic damag-
es—with asymmetric impacts across climate re-
gions depending on the nature of the hazard.”

Developing countries tend to have fewer
resources to prevent and respond to disasters
linked to natural hazards.”” The support and
enforcement of building codes, the construc-
tion and maintenance of basic infrastructure,
and the development of contingency plans,
among other investments, demand resources.
And with poverty and deprivation much more
prevalent in developing countries, people are
more vulnerable.”®

Within countries the effects of disasters vary
with income. Poorer people are more likely
to be affected by natural hazards. In 12 of 13
country studies from developing countries, the



FIGURE 5.7
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The lower the level of human development, the
more deadly the disasters
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Source: Human Development Report Office calculations based on data from
the Centre for Research on the Epidemiology of Disasters’ Emergency Events
Database (www.emdat.be/database; accessed 28 October 2019).

percentage of poor people affected by natural
hazards was larger than that of nonpoor peo-
ple.”” In El Salvador and Honduras people in
the lower quintiles of the income distribution
were more likely to be affected by floods and
landslides (figure 5.8).

There has been progress curbing the effects of
recurring shocks behind disasters. Even though
too many preventable casualties remain from
events such as flooding, drought and earth-
quakes, total causalities per recorded event

FIGURE 5.8

have declined. In the 1960s and 1970s there
were twice as many deaths, despite a fraction of
the number of recorded events, as over the past
20 years (figure 5.9). This reflects good work on
disaster prevention, preparation and response.

International instruments—including the
Yokohama Strategy (1994) and the Hyogo
Framework for Action (2005), leading to the
2015 Sendai Framework for Disaster and Risk
Reduction—have mobilized stakeholders across
the globe to invest in disaster risk reduction.
As a result, developing and developed countries
are converging to lower vulnerability.*’

But progress in reducing the absolute number
of deaths appears to have plateaued since the
1990s—Ilikely the result of two forces. One
is further progress in adaptation, leading to
convergence towards greater preparation to
recurrent events. Second is the greater frequen-
cy and severity of shocks, possibly related to
climate change—increasing the human cost in
poorer areas, creating inequalities. The IPCC’s
2014 Synthesis Report warned that “continued
emission of greenhouse gases will cause further
warming [...] increasing the likelihood of severe,
pervasive and irreversible impacts for people and
ecosystems.”® Climate change “risks are uneven-
ly distributed and are generally greater for disad-
vantaged people and communities in countries
atall levels of development.”® If disasters tend to
hit disadvantaged people harder, climate change
could make vicious cycles of low outcomes and
low opportunities more persistent.**

In El Salvador and Honduras people in the lower quintiles of the income distribution were more likely to

be affected by floods and landslides

Physical damage from floods
(percent of population, per quintile of income)

Physical damage from landslides
(percent of population, per quintile of income)
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M San Salvador (El Salvador)

Source: Hallegatte and others (2017), based on Fay (2005).
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more broadly

FIGURE 5.9

Fewer deaths in the 2000s than in the 1960s and 1970s despite more occurrences of natural disasters
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Source: Centre for Research on the Epidemiology of Disasters’ Emergency Events Database (www.emdat.be/database).

Shocks, including those related to climate
change, can push people into poverty. In
Senegal, households affected by a natural dis-
aster were 25 percent more likely than others
to fall into poverty during 2006-2011.% The
impacts of natural disasters go beyond income.
In Ethiopia, Kenya and Niger children born
during droughts are more likely to suffer from
malnutrition.’® In Cameroon climate shocks
reduce girls’ chances of finishing primary school
by 8.7 percentage points. In Mongolia, wildfires
reduced the probability of completing second-
ary school by 14.4 percentage points.”

Climate change may also increase forced
population displacements. In 2017 there were
18.8 million new internal displacements asso-
ciated with disasters across 135 countries and
territories, most caused by floods (8.6 million)
and storms, including cyclones, hurricanes and
typhoons (7.5 million). While countries at
different incomes were affected, most displace-
ments took place in developing countries,®
where the risk of becoming homeless due to
disasters is more than three times higher than
in developed countries.

In sum, climate change impacts mediated
by disasters differ across the globe, with shifts
in both the nature of the events and their
probability. This affects the ability to measure
the effects and to formulate policies (box 5.3).
Developed countries appear to have a broader
set of resources and institutions that enable

HUMAN DEVELOPMENT REPORT 2019

them to prepare for and respond better to sur-
prise shocks, including climate-related ones.”

Environmental inequalities and
injustices are pervasive—a
global snapshot of waste, meat
consumption and water use

Environmental inequalities and environmental
injustices have much deeper roots than the
current climate crisis.”® The environmental jus-
tice movement has had strong links with other
social justice movements.”!

Ultimately, environmental inequalities—and
environmental justice—are not just about the en-
vironment. They give expression to stigmatizing
social norms and discriminatory laws and prac-
tices, which are manifestations of inequality in
different dimensions, many taking shape as hori-
zontal inequalities.”” Environmental inequalities
thus become a lens to understand and address
other forms of inequality, and the distribution of
power and decisionmaking more broadly.

Many environmental inequalities and injus-
tices persist around the world. They are many,
pervasive and persistent because differences
in power (and how it is wielded) are as well.
Environmental inequalities operate at many
scales, reproducing and reinforcing familiar
gradients, as seen in the preceding climate dis-
cussion and elsewhere in this Report. The rest
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BOX5.3

When history is no longer a good guide

When an event recurs, societies are likely to adapt through
learning about four aspects:

e The nature of the shock.

e The probability of occurrence.

¢ The effects of the event on well-being.

e The actions to reduce damage.

Common knowledge accumulates over time, informed
by historical conditions, with lessons learned about what
works to reduce the negative effects of shacks. So when
the events are uncertain but their effects are “known”
from historical experience, coping mechanisms are eas-
ier to develop. The upshot: a substantial reduction in the
negative effects of shocks.' This sort of adaptation occurs
in all societies in different ways.

However, when events fall outside of the histori-
cal norm, there is significant unpredictability in the four

Notes

aspects outlined above. And with climate change, it ap-
pears that communities around the world will confront
more and more “surprises” (shocks outside of the his-
torical experience).?

With climate change the basic structure of shocks
does not disappear but evolves into a different process.
Current policy frameworks may become incomplete.
Some effects of climate change might take the form of
“black swans,” low-probability but high-impact events
to which both public and private institutions are ill-pre-
pared to respond. In other cases the effects are com-
pletely unknown and unpredictable: when events never
experienced before are observed (such as new record
temperatures). The ability to successfully adapt to cli-
mate change depends on resources for an enhanced
system of preparation and response.?

1. See, for instance, Clarke and Dercon (2016). 2. For an example based on the climate impact on ocean temperature, see Pershing and others (2019); for the implications in
terms of the need to develop a more prospective, as opposed to retrospective, ability to respond to surprise shocks, see Ottersen and Melbourne-Thomas (2019). 3. See, for

instance, Farid and others (2016).
Source: Human Development Report Office.

of this chapter takes a look at a few of them, in
the forms of waste, meat and water use.

Waste

Waste” comes from the flow of materials, often
in the form of products, through society. More
waste generally means more upstream extraction
of raw materials, from mining to deforestation,
with negative impacts on natural habitats. It also
means more conversion of raw materials into
products, which usually entails the intensive use
of industrial energy (especially from fossil fuels),
the consumption of water and the emission of
pollutants across interconnected networks.

Waste management requires transportation
and energy. It is a notable contributor to climate
change. Nearly 5 percent of global greenhouse
gas emissions are due to waste management (ex-
cluding transportation), driven mainly by food
waste and improper management.”* When
burned openly, waste contributes to air pol-
lution and health hazards; when deposited in
landfills, it takes up space and can leach toxins
into soil and groundwater.

Waste also finds its way into waterways and
oceans. More than 270,000 tonnes of plastic
waste are in the world’s oceans,” where gyres

concentrate it in enormous garbage patches.
Three have been identified so far: one in the
North Pacific (the Great Pacific Garbage Patch),
one in the South Pacific and one in the North
Atlantic.”® The Great Pacific Garbage Patch
measures 1.6 million square kilometres (three
times the size of France), and parts of it have
upwards of 100 kilograms of plastic per square
kilometre.”” Plastics can circulate in oceans for
years, degrading in sunlight into microplastics,
forming a sort of peppery soup that birds and
fish consume.”® Marine microplastics are not
confined to the sea surface; they have also been
documented in the water column and animal
communities of the deep sea.” The largest living
space on earth, the deep sea, may also prove to
be one of the largest reservoirs of microplastics,
which have also been found in the atmosphere
and remote mountains.!%

In 2016 the world generated just over 2 billion
metric tonnes of solid waste, or 0.74 kilogram per
person per day, an average that varies widely by
country (0.11-4.54 kilograms)."®" Under a busi-
ness-as-usual scenario total waste is expected to
grow to 3.4 billion metric tonnes by 2050—and
to grow fastest in low-income countries, tripling
by 2050. Richer countries produce more waste
per capita and poorer countries less (figure 5.10).
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tonnes of plastic
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FIGURE 5.10

Richer countries generate more waste per capita
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Source: Kaza and others 2018.

Rates of waste collection vary consider-
ably between and within countries. Waste
collection is nearly universal in high-income
countries, with little disparity between urban
and rural areas. At lower income levels waste
collection rates decline steadily, and stark
disparities between urban and rural areas
open up. About 40 percent of global waste is
disposed of in landfills, and one-third is open-
ly dumped. The vast majority of waste in low-
income countries is openly dumped, and open
dumping steadily declines in favour of land-
fills, as country income increases. Incineration
is used primarily among upper-middle and
high-income countries. Industrial waste
typically far exceeds municipal solid waste
and shows a steep gradient by country in-
come. Generally, recycling is a significant
waste disposal method only in high-income
countries.!*?

In addition to urban-rural divides, inequal-
ities in waste are evident within countries.'®?
Waste sites, polluting factories, and noisy air-
ports and expressways are eyesores and health
hazards that no community wants to be near.
Their location in poorer communities thus re-
flects other forms of inequality.
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Meat consumption

Livestock production is important for live-
lihoods and economies. It employs at least
1.3 billion people worldwide and supports the
livelihoods of some 600 million poor house-
holds, mostly in developing countries,'* where
it accounts for 20 percent of total agricultural
output. Animal-source foods are important
components of healthy, nutritious diets,
contributing especially to children’s balanced
growth and cognitive development. Among
many other benefits, livestock can also help
cushion households from negative impacts of
shocks, such as droughts.'*

Livestock is the world’s largest agricultural
user of land resources, with pasture and cropland
dedicated to the production of feed accounting
for almost 80 percent of all agricultural land
(while providing only 37 percent of the worlds
protein and 18 percent of its calories—after in-
cluding aquaculture).” About a fifth of available
freshwater is directed to livestock production.'””
The intensity of resource use by livestock is
closely tied, directly and indirectly, to energy in-
efficiencies in animal food production systems.
Most plant matter that animals ingest, including



feed, is used up by the animals themselves rather
than stored as muscle or fat for consumption by
people. The loss ratio varies but has been estimat-
ed to be as high as 90 percent,'® making animals
a highly inefficient source of calories for people.
For each calorie, the production of animal foods
requires much more land and resources than the
production of an equivalent amount of plant-
based foods.!?

Up to 80 percent of greenhouse gas emissions
generated by the global agricultural sector are
from livestock production, which adds up to
7.1 gigatonnes of carbon dioxide equivalent per
year—or 14.5 percent of global anthropogenic
greenhouse gas emissions.''” Emissions emanate
from across the supply chain, with feed produc-
tion, enteric fermentation, animal waste and
land use changes among the most important
sources at the farm level).""! Cattle are respon-
sible for about two-thirds of livestock-related
carbon dioxide equivalent emissions, largely in
the form of methane emissions, a greenhouse
gas roughly 30 times more potent than carbon
dioxide in trapping heat.!*

Improving farm management is one way to
reduce these and other environmental impacts.
For many major agricultural products, green-
house gas emissions vary widely across farms.
Livestock is no exception. For beef the top
10 percent of emitters produce up to 12 times
as much greenhouse gases per unit of protein

BOX5.4

as do the bottom 10 percent of emitters. The
problem is concentrated at the top: The major-
ity of emissions from beef herders come from
the highest impact 25 percent of producers.
One-size-fits-all approaches are unlikely to
work, but significant opportunities exist to re-
duce variability among farms and mitigate the
environmental impacts of beef, livestock and
agricultural production generally. Reducing
losses across the supply chain is another option,
as is reducing demand for meat where possible
and appropriate. For instance, on a per unit of
protein basis, greenhouse gas emissions from
the bottom 10 percent of beef producers still
exceed those from peas by a factor of 36.'"?

The environmental benefits of dietary change
exceed what producers can achieve on their
own (box 5.4)."* But the trend is in the op-
posite direction, owing mostly to population
growth but also to other variables, such as ur-
banization and rising per capita incomes, that
tend to increase demand for animal foods.'?
Between 2000 and 2014 the global production
of meat rose 39 percent and milk 38 percent.
The Food and Agriculture Organization of the
United Nations estimates that by 2030 meat
production will increase another 19 percent
from that in 2015-2017, with developing
countries accounting for almost all the increase
(figure 5.11). Milk production is projected to
grow 33 percent in the same period."¢ Even

The impacts of a global dietary shift on sustainable human development

A global dietary shift favouring more plant-based
foods and following guidelines for good nutrition
would impact several dimensions of sustainable hu-
man development, both in aggregate and in distribu-
tion. The climate would also benefit. One estimate is
that dietary changes could reduce growth in food-re-
lated greenhouse gas emissions by 29—70 percent by
2050." On a per capita basis, food-related emissions
could fall twice as much in richer countries as in poor-
er ones, narrowing the inequality in carbon dioxide
equivalent emissions between them.z This would be
driven primarily by reductions in red meat consump-
tion, which also has health benefits® (though a series

Notes

of recent systematic reviews have, with some contro-
versy, called into question the degree to which reduc-
ing red and processed meat consumption improves key
health indicators).* Numerous studies have estimated
the impacts of nutritious, plant-based diets, including
on overall mortality reduction.® The benefits, however,
are not evenly shared. On a per capita basis, high- and
middle-income countries might benefit more, owing to
reduced red meat consumption and lower energy in-
takes.® A global shift to sustainable, nutritious, plant-
based diets, therefore, could improve health overall
globally while potentially worsening some kinds of
health inequalities among countries.

1. Springmann and others 2016. 2. Springmann and others 2016. 3. Springmann and others 2016. 4. Han and others forthcoming; Vernooij and others forthcoming; Zeraatkar,
Han and others forthcoming; Zeraatkar, Johnston and others forthcoming. See also Carroll and Doherty (2019) and Johnston and others (forthcoming). 5. Key and others 2009;
Le and Sabaté and 2014; Orlich and others 2013; Springmann and others 2016; Tilman and Clark 2014. 6. Springmann and others 2016.
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is for agricultural use

FIGURE 5.11

Developing countries will drive most of the rise in meat production to 2030
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though developing countries will drive future
growth in meat production, the world’s richer
countries eat meat most intensively, and this is
expected to continue well into the future."”

As incomes rise, food expenditures favour
more nutrient-rich foods, such as animal foods
(Bennett’s Law).!"® This is explained partly
by the nutritional benefits of meat and other
animal products, especially for children in
poorer houscholds. There are clear inequalities
in spending on meat across income quintiles,
but as incomes increase, inequalities in meat
consumption decline.'"’

Projections of meat consumption—and ine-
qualities—do not account for wild cards such as
technological breakthroughs that could greatly
alter current trajectories and reduce environ-
mental damages. An estimated 31 start-ups are
working to become the first company to market
synthetic animal protein.”™® Competition will
also come from elsewhere, particularly novel
vegan meat replacements'>' New areas of diver-
gence could open up, since products are likely
to be rolled out initially in rich countries. And
if these foods offer additional benefits in re-
ducing noncommunicable diseases, they could
exacerbate health inequalities.
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Water use

Water and sanitation are essential for human
development. They have also been recognized
as human rights."”” Despite the expansion of
safely managed drinking water and sanitation
services over the past two decades, significant
gaps remain. As of 2017, 29 percent of peo-
ple worldwide lacked access to safe drinking
water. The gap is even higher for sanitation, at
55 percent.'”

How much water humans use and in what
ways have consequences for the environment
and societies. Global water withdrawal has
nearly septupled over the last century, outpac-
ing population growth by a factor of 1.7.1%*
Most of it is for agricultural use (69 percent),
followed by industry (19 percent) and munic-
ipalities (12 percent).’”® Attempts have been
made to establish a meaningful safe operating
space for water use at the global level.'* The
conceptual underpinnings are also being revis-
ited to consider subnational boundaries and to
expand beyond consumptive use of blue water
(freshwater in the form of rivers, lakes, ground-
water and so on) to include green water (soil
moisture that evaporates or transpires) and



other elements of the dynamic, global hydro-
logical cycle. Much analytical, management
and policy work remains at the national level
and at smaller spatial scales, such as the basin.'”’

It is at these spatial scales where water stress,
scarcity and crises are manifest. By some es-
timates, as many as 4 billion people, about
two-thirds of the global population, live under
conditions of severe water scarcity for at least
one month of the year.'” Half a billion people
face water scarcity year-round.’” One-third of
the world’s 37 largest aquifer systems are con-
sidered stressed.'*® Globally, enough freshwater
is available to meet annual demand, but spatial
and temporal mismatches between water and
supply drive water scarcity. The 2006 Human
Development Report argues forcefully that
limits on physical supply are not the central
problem but rather that “the roots of the crisis
in water can be traced to poverty, inequality
and unequal power relationships, as well as
flawed water management policies that exacer-
bate scarcity.?!

Water footprints are one way to understand
and measure human use of water. Every country
has a national water footprint, the amount of
water produced or consumed per capita. The
footprint includes virtual water, which is the
water used in the production of such goods as
food or industrial products. Across countries,
agriculture constitutes the single greatest com-
ponent (92 percent) of the water consumption
footprint, with cereals the largest subcompo-
nent (27 percent), followed by meat (22 per-
cent) and milk products (7 percent).”** Because
the national water footprint of consumption
includes imported virtual water, some coun-
tries have water footprints much larger than
might be expected based on national water re-
source endowments alone. The transboundary
movement of virtual water is significant. Over
1996-2005 about one-fifth of the global water
footprint was bound up in exported goods,
with trade in crops the lion’s share.'?

Water footprints vary considerably across
countries. The widest variation is for developing
countries. Indeed, some of them have national
water footprints of consumption on par, or
exceeding, those in developed countries.'* The
high water footprints in some developing coun-
tries have been attributed more to lower effi-
ciencies of water use in consumed products than

to higher overall consumption of those prod-
ucts per se,'> though the latter can be relevant
as well.'¢ This points to the enormous potential
that remains for efficiency improvements.

Water access and consumption also vary
greatly within countries. Consider access to
safe drinking water and sanitation, where
significant inequalities persist between and
within countries. Gaps in coverage between
rural and urban areas have long been impor-
tant. Globally, over the past two decades the
gaps have narrowed, falling from 47 percentage
points to 32 for safely managed water services
and from 14 percentage points to 5 for safely
managed sanitation services. In many countries
inequalities by wealth are significant. In some,
basic water and sanitation coverage for the
wealthiest quintile is at least twice that for the
poorest quintile (figure 5.12). For water, wealth
inequalities generally exceed urban-rural ones
within the same country. While water and sani-
tation coverage has generally improved over the
past two decades across most, but not all, coun-
tries, inequalities by wealth have shown no such
general trend. In some countries inequalities
have declined; in others they have increased.'”

As with urban-rural divides, national averages
can mask differences and deprivations at lower
levels. In South Africa the national Gini index
for piped water is .36, but this varies consid-
erably across the country’s provinces, from
.06 (least unequal) to .57 (most unequal).’*®
Reducing inequality in water access and use can-
not mean denying people their right to water, a
right embedded in South Africa’s constitution
and affirmed by legislation that includes sanita-
tion."” The human right to water and sanitation
is also affirmed in the Sustainable Development
Goals. The very realization of this right should
go a long way in reducing inequalities.

Increasingly severe water-related crises
around the world are driving what some have
argued is a fundamental transition in freshwater
resources and their management. Approaches
that focus singularly on meeting water demand
are giving way to more multifaceted ones that
recognize various limits on supply, broader eco-
logical and social values of water, and the costs
and efficiency of human use. Nexus approaches
are emerging that identify and respond to the
way in which water is linked to other resources,
such as energy, food and forests.'*

In many countries,
basic water and

sanitation coverage for
the wealthiest quintile

is at least twice that

for the poorest quintile

Chapter 5 Climate change and inequalities in the Anthropocene |

191



Environmental

inequalities are largely

a choice, made by
those with the power

to choose. Remedying

192

them is also a choice

FIGURE 5.12

In some countries basic water and sanitation coverage for the wealthiest quintile is at least twice that for

the poorest quintile
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Economic production systems, demographic
trends and climate change are all playing big
parts in this shift. So is technology. Over the
past two decades, for example, the spread of so-
phisticated precision irrigation technology has
improved efficiency of water use in agriculture.
Modern technologies are also transforming
wastewater treatment and reuse, as well as the
economic viability of seawater desalination.
Remote sensing provides real-time data. Smart
water meters and improved water pricing
policies can both improve efficiency.'*! The
response to and shaping of these new tools and
trends—the extent to which inclusion is made
a bedrock principle of a shift to freshwater sus-
tainability—will play a big role in determining
whether the human rights to water and sani-
tation are progressively realized, inequalities
in access to both are reduced and a path of
sustainable water use is embarked on.

A break from the past:
Making new choices for
people and planet

This chapter has shown that environmen-
tal inequalities are many and that they are

| HUMAN DEVELOPMENT REPORT 2019

inextricably linked with inequalities in human
development. They reflect the way economic
and political power—and the intersection of
the two—is distributed and wielded, both
across countries and within them. Often, these
environmental inequalities and injustices are
the legacy of entrenched gradients in power go-
ing back decades; for climate change, centuries.
Countries and communities with greater power
have, consciously or not, shifted some of the
environmental consequences of their consump-
tion onto poor and vulnerable people, onto
marginalized groups, onto future generations.
Environmental inequalities are largely a choice.
Remedying them is also a choice, but doing so
cannot come at the expense of achieving the
full suite of people’s human rights.

Technology has been central to the climate
story. It has underpinned development trajec-
tories that are directly linked to the climate
crisis. Technology, in the form of renewables
and energy efficiency, offers a glimpse that the
future may break from the past—if the oppor-
tunity can be seized quickly enough and broad-
ly shared." If so, both people and planet win.
The way people grapple with these and other
technologies so that they encourage, rather
than threaten, sustainable and inclusive human



development is the subject of the following
chapter on technology.

The uptake and broad diffusion of cli-
mate-protecting technologies old and new will
be critical in charting new development paths
for all countries. Historical development paths
have exacted environmental and social tolls that
are too great. They must change, and there are
encouraging signs that they are. The SDGs, the
Paris Agreement and renewed interest in and
expansion of progressive carbon pricing offer
promising paths forward. So do efforts thus far

at building climate resilience. But much more
on the policy front needs to be done urgently,
with developed and developing countries work-
ing together, to avoid dangerous climate tipping
points and to ensure that poor and vulnerable
people are not left behind. Chapter 7, which
takes a panoramic look at policy options across
the Report, discusses some potential policies
that help address climate change and inequality
together in the hope that they help countries
chart their paths for more sustainable, more
inclusive human development.

Historical development
paths have exacted
environmental and
social tolls that are
too great. They must
change, and there

are encouraging

signs that they are
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Climate change will
worsen inequality
in the United
States because
the worst impacts
are concentrated
in regions that are
already poorer

on average

Spotlight 5.1

Measuring climate change impacts: Beyond national averages

A recent study that moved beyond national av-
erages to a more granular look at climate change
impacts in 3,143 counties across the continental
United States' could signal the future for cli-
mate change economic impact assessments—
partly because some of the model’s parameters
were linked to real-world, observed data.

The study found significant spatial heter-
ogeneity in agricultural yields and all-cause
mortality. Projected economic impacts varied
widely across counties, from median losses ex-
ceeding 20 percent of gross county product to
median gains exceeding 10 percent. Negative
economic impacts were concentrated in the
South and Midwest, while the North and
West showed smaller negative impacts—or
even net gains.

The study concluded that climate change will
worsen inequality in the United States because
the worst impacts are concentrated in regions
that are already poorer on average. By the latter
part of the 21st century, the poorest third of
counties are projected to experience damages
of 2-20 percent of county income. Effects in
the richest third are projected to be less severe,
ranging from damages of 6.7 percent of county
income to benefits of 1.2 percent. Nationally,
each 1°C increase in global mean surface tem-
perature will cost 1.2 percent of GDP.

The study does not address one of the main
coping mechanisms for climate change: migra-
tion. Migration would affect national impact
estimates as well as the absolute costs and
benefits for individual counties. In theory, mi-
gration could also dampen the impact on ine-
quality, as those experiencing the most negative
impacts move to areas less affected and with
more opportunities. The United States has a
long history of migration for economic op-
portunity, including in times of environmental
and economic crisis (such as the Dust Bowl).2
In practice today, however, some evidence sug-
gests migration may not be a significant coping
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mechanism for poor people, thereby worsening
inequality. Mobility in the United States has
fallen in recent decades.?

While in middle-income countries warming
has increased emigration to cities and other
countries, in poorer countries warming has re-
duced the likelihood of emigration.* Although
this does not mean that poorer people in rich
countries are less likely to migrate in response
to climate change, it does indicate that other
variables—perhaps poverty-related ones at vari-
ous levels—can interact with climate change to
shape migration likelihood and overall coping
capacity. It also suggests that migration as a
coping mechanism for climate change is less
common in poorer countries than in richer
ones.

Granular analyses, adapted for differences
in data availability and quality, could be useful
in other contexts. They could also be linked
to deprivation and vulnerability data so that
climate exposure, impacts and vulnerabilities
could be brought together, superimposed and
integrated for policy-relevant analysis and
visualization, perhaps using geographic infor-
mation systems. Vulnerability hotspots could
be identified—spatially and by population—for
policy action, including through impact mitiga-
tion and resilience building. Granular analyses
would also be key in developing place-specific
adaptation pathways, which could advance
climate change adaptation, structural inequality
reduction and broader Sustainable Development
Goal achievement by “identifying local, socially
salient tipping points before they are crossed,
based on what people value and tradeoffs that are
acceptable to them.”

Notes

Hsiang and others 2017.
Hornbeck 2012.

Carr and Wiemers 2016.
Cattaneo and Peri 2016.
Roy and others 2019, p. 458.
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Spotlight 5.2
Climate vulnerability

Much like economic feedback mechanisms,
attention to structural inequalities and de-
velopment deficits in the context of climate
change is a fairly recent advance. In a literature
review in four climate-change journals through
2012, 70 percent of published studies articulat-
ed climate change itself as the main source of
vulnerability, while less than 5 percent engaged
with the social roots of vulnerability.! The
Intergovernmental Panel on Climate Change’s
(IPCC) Fifth Assessment Report in 2014
helped redress this imbalance.”

How the variables of social (or structural)
vulnerability aggregate at different levels—
from individuals and households to towns and
cities to districts and provinces to countries
and regions—will shape the patterns of cli-
mate-related impacts across space and across
populations in those spaces. Different patterns
of inequality may emerge at different scales
and depending on the kind of inequality being
measured. The impact on inequalities at those
different levels depends critically on whether
more negative impacts are disproportionally
borne by those on the lower ends of existing
inequality distributions—that is, those already
experiencing various forms of greater depriva-
tion or development deficits. Given that struc-
tural inequalities exist in various forms and are
inextricably linked to communities’ and coun-
tries’ capacities to cope with climate change,
then absent mitigating factors, some worsening
inequality due to climate change is already
“baked in.” Furthermore, the idea of “soft” and
“hard” adaptation limits, as well as “loss and
damage” and “residual climate-related risks,” in
the climate change literature is a recognition of
the variability of communities and human in-
stitutions to respond to and cope with climate
change impacts.> The IPCC’s 2018 special
report on global warming of 1.5°C briefly sum-
marizes the latest literature on approaches and
policy options to address residual risk and loss
and damage, looking at adaptation and disaster
risk reduction strategies; compensatory, dis-
tributive and procedural equity considerations;
litigation and litigation risks; international

assistance (such as for regional public insurance

mechanisms); and global governance.*

The IPCC’s Fifth Assessment Report con-
cluded with very high confidence that climate
change would worsen existing poverty and ex-
acerbate inequalities.’ The IPCC’s 2018 special
report summarized subsequent literature show-
ing that “the poor will continue to experience
climate change severely, and climate change will
exacerbate poverty (very high confidence)”® The
special report cites evidence of poorer subsist-
ence communities already affected by climate
change through declines in crop production
and quality, increases in crop pests and diseases,
and disruption to culture. A series of studies
referenced in the special report indicates that
children and the elderly are disproportionally
affected by climate change and that it can in-
crease gender inequality. The special report also
cites a 2017 report that claims that by 2030,
122 million additional people could become
extremely poor, due mainly to higher food pric-
es and worse health. The poorest 20 percent
across 92 countries would suffer substantial
income losses. Lower-income countries are
projected to experience disproportional socio-
economic losses from climate change, placing
pressure towards greater inequality between
countries and countering prevailing trends of
recent decades towards less inequality between
countries.” Furthermore, the special report
identifies critical research gaps, stating that “im-
pacts are likely to occur simultaneously across
livelihood, food, human, water and ecosystem
security...but the literature on interacting and
cascading effects remains scarce.”

A 2016 United Nations Department of
Economic and Social Affairs (UNDESA)
report summarizes the literature on structural
inequalities and their relationship to climate-re-
lated exposure and vulnerability.” Within
countries, the UNDESA report notes that
many poor people live in floodplains, along
riverbanks or on precarious hillsides for lack
of alternatives, putting them at greater risk of
flooding, mudslides and other weather-related
disasters. A climate change axiom is that wetter

Some worsening
of inequality due to
climate change is
already “baked in.”

The idea of “soft” and

“hard” adaptation

limits is a recognition

of the variability of
communities and
human institutions
to respond to and
cope with climate
change impacts
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areas will become wetter and dry areas drier.
Flood frequencies are expected to double for
450 million more people in flood-prone are-
as.'” Climate change will also place additional
drought-related stress on those in arid and
semi-arid areas, where large concentrations of
poor and marginalized people live. Poor people
are expected to be more exposed to droughts
for warming scenarios above 1.5°C in several
countries in Asia and in Southern and West
Africa."" The rural poor in poor countries will
suffer a double whammy from climate change: a
negative shock to their livelihoods and spikes in
food prices resulting from drops in global yields.
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Notes

1 Tschakert (2016), based on data from Bassett and Fogelman
(2013).

IPCC 2014.

Klein and others (2014), as cited in Roy and others (2019).
Roy and others 2019.

IPCC 2014.

Roy and others 2019, p. 451.

Pretis and others (2018), as cited in Roy and others (2019).
Roy and others 2019, p. 452.

UNDESA 2016.

Arnell and Gosling (2016), as cited in Roy and others (2019).
Winsemius and others (2018), as cited in Roy and others (2019).
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6.

Technology’s potential for divergence
and convergence: Facing a century of
structural transformation

Will the technological transformations unfolding before our eyes increase inequality? Many think so, but the choice is ours.
There certainly is historical precedent for technological revolutions to carve deep and persistent inequalities. The Industrial
Revolution may have set humanity on a path towards unprecedented improvements in well-being. But it also opened the
Great Divergence,' separating societies that industrialized,? producing and exporting manufacturing goods, from many that
depended on primary commodities well into the middle of the 20th century.® And by shifting the sources of energy towards
the intensive use of fossil fuels (starting with coal), the Industrial Revolution launched production pathways culminating in

the climate crisis (chapter 5).4

Whether the ongoing changes in technology
can be characterized as a revolution is for fu-
ture historians to determine. The digitalization
of information and the ability to share infor-
mation and communicate instantaneously and
globally have been building over several dec-
ades, as with computers, mobile phones and
the internet. The 2001 Human Development
Report considered how to make these and
other new technologies work for human devel-
opment, focusing on their potential to benefit
developing countries and poor people.’ While
the report did not address technology’s impact
on jobs and earnings in detail, it highlighted
the growing demand for technology skills and
the potential for job creation in both devel-
oped and developing economies, suggesting
the possibility for reducing inequality within
and across countries. But recent advances in
technologies such as automation and artificial
intelligence, as well as developments in labour
markets over the course of the 21st century,
show that these technologies are replacing
tasks performed by humans—raising with
heightened urgency the question of whether
technology will give rise to a New Great
Divergence.

Advances in artificial intelligence grabbed
headlines when a computer programme be-
came, in just a few hours, the world’s best chess
player. The programme had no prior informa-
tion on how to play the game. Given only the
rules, it taught itself how to win—not only at
chess but also at Go and Shogi.® This was the
latest of several technological breakthroughs
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powered by artificial intelligence techniques
known as machine learning—particularly
deep learning—which enables machines to
match, or even surpass, what humans can do
on tasks ranging from translating languages to
recognizing images and speech.” As artificial
intelligence continues to improve the bench-
mark performance in a wider range of tasks,®
it is likely to reshape the world of work in fun-
damental ways—for workers performing those
tasks and across the entire labour market.’

Artificial intelligence is not the only relevant
technology. Nor does it work in isolation. It
interacts with digital technologies in ways that
are reshaping knowledge-based labour mar-
kets, economies and societies.'” Perhaps for the
first time in human history, these technologies
are known almost everywhere. East Asian
countries are investing heavily in artificial in-
telligence and in advances in its use (discussed
later in the chapter). And African countries
have seized the potential of mobile phones to
foster financial inclusion.!!

These technologies also change politics, cul-
ture and lifestyles. Basic artificial intelligence
algorithms meant to increase the number of
clicks in social media have led millions towards
hardened extreme views.!? In some countries
family and friends are being displaced by the in-
ternet as the main vehicle for couples to meet,
partly because of better artificial intelligence
algorithms for matching people.”” The world
of finance is being fundamentally reshaped,
with nonfinancial technology firms provid-
ing payment services. China leads the way in
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mobile payments, which represent 16 percent
of GDP, followed by the United States, India
and Brazil—but at a distance, at still less than
1 percent of GDP." These firms are also extend-
ing credit and other financial services. In China
artificial intelligence enables online lenders
to make decisions on loans in seconds, with
new credit granted to more than 100 million
people.”” And central banks from China'® to
Rwanda'” are considering digital currencies.

Now take a step back. Technology has always
progressed in every society, creating disruptions
and opportunities (from gunpowder to the
printing press). But the advances were typically
one-off and did not translate into the sustained
and rapid progress'® that Simon Kuznets
described as “modern economic growth.”"’
Sustained improvements in productivity and
living standards depend on constantly intro-
ducing new ideas and using them productive-
ly.** But having these gains in productivity and
well-being reach everyone is not a given, and
people who lack access can face new and deeper
deprivations when access is simply assumed.”!

Technology is not something outside econ-
omies and societies that determines outcomes
on its own.” It co-evolves with social, political
and economic systems. This implies that it
takes time for the productive use of technology
to settle, because it requires complementary
changes in economic and social systems.”® But
how technology will shape the evolution and
distribution of human development in the 21st
century does not need to be left to chance. At
a minimum another Great Divergence should
be avoided while simultaneously addressing the
climate crisis.

The impact of technical change can be an ex-
plicit concern for policymakers.” With a clear
emphasis on enhancing human development, it
can increase the employability of workers and
improve the reach and quality of social services.
Investments in artificial intelligence need not
simply automate tasks performed by humans;
they can also generate demand for labour. For
example, artificial intelligence can define more
detailed and individualized teaching needs and
thus generate more demand for teachers to pro-
vide a wider range of education services.”® More
generally, technological change can be directed
to both reduce inequality and promote envi-
ronmental sustainability.*®
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Can artificial intelligence enhance human
development? The direction of technological
change involves many decisions by govern-
ments, firms and consumers.” But making tech-
nology work for people and nature is already
part of the conversation in some countries.”®
Public policy and public investment will drive
technological change, as they have historical-
ly.* But so will the distribution of capabilities.
The cleavages that may open are not necessarily
between developed and developing countries
or between people at the top and people at
the bottom of the income distribution. North
America and East Asia, for instance, are far
ahead in expanding access to broadband inter-
net, accumulating data and developing artificial
intelligence.?’

This chapter shows that while access to basic
technologies is converging, there is a growing
divergence in the use of advanced ones, echoing
the findings in part I of the Report. The chap-
ter describes how some aspects of technology
are associated with the rise of some forms of
inequality—for instance, by shifting income
towards capital and away from labour and the
increasing market concentration and power
of firms. It then examines the potential for
artificial intelligence and frontier technologies
to narrow inequalities in health, education
and governance—pointing to technology’s
potential in redressing inequalities in human
development. It concludes that technology
can either replace or reinstate labour—it is
ultimately a matter of choice, a choice not de-
termined by technology alone.

Inequality dynamics in access
to technology: Convergence in
basic, divergence in enhanced

A refrain throughout this Report is that de-
spite convergence in basic capabilities, gaps
remain large in enhanced capabilities—and
are often widening. This is also the case for
technology, especially for access, the focus
here. To be sure, this is only a partial perspec-
tive, given the inequalities in leveraging new
technologies, having a seat at the table in the
development of these technologies and being
trained or reskilled for working with them.
There are also gender disparities, with women



and girls under-represented in education and
careers in science, technology, engineering and
mathematics.?! Still, the evidence on access in
this chapter shows that despite convergence in
access to basic technologies (which is still far
from equal), there is divergence in the access to
and use of advanced ones.

In fact, the ability to access and use digital
technologies has a defining role both in the
pattern of production and consumption and
in how societies, communities and even house-
holds are organized. More and more depends—
to a great extent—on the ability to connect to
digital networks. This section shows that:

* Groups with lower human development have
systematically less access to a wide range of
technologies, as is widely established.

* Gaps in basic entry-level technologies,
though still evident, are closing—reflecting
convergence in basic capabilities.

* Gaps in advanced technologies™ (even when
considered commonplace by the standards of
many) are widening—mirroring the pattern
in enhanced capabilities identified earlier in

the Report.

Inequalities in access to
technology are widespread

The higher the level of human development,
the greater the access to technology (figure 6.1,
top panel). The digital revolution has moved
fast and had enormous impact, but it is far
from universal. In 2017 almost 2 billion people
still did not use a mobile phone.* And of the
5 billion mobile subscribers in the world, nearly
2 billion—most of them in low- and middle-
income countries—do not have access to the
internet.** In 2017 the number of fixed broad-
band subscriptions per 100 inhabitants was
only 13.3 globally and 9.7 in developing coun-
tries, and the number of mobile broadband
subscriptions per 100 inhabitants was 103.6
in developed countries compared with only
53.6 in developing countries.*> Inequalities are
much greater for advanced technologies, such
as access to a computer, internet or broadband
(figure 6.1, bottom panel).

The convergence in basic technologies, such
as mobile phones,*® has empowered tradition-
ally marginalized and excluded people—with
greater financial inclusion a good illustration

(box 6.1). But digital gaps can also become bar-
riers not only in accessing services or enabling
economic transactions but also in being part
of a “learning society.”” It is thus important to
complement this static picture of gaps with an
analysis of how they are evolving.

Catching up in the basics, widening
gaps in advanced technologies

Inequalities in access to basic entry-level
technologies are shrinking. Mobile phones,
including basic service, have spread rapidly in
most parts of the world (figure 6.2, left panel).
In 2007 there were 102 mobile subscriptions
per 100 inhabitants in developed countries
compared with 39 in developing countries. By
2017 the gap had narrowed, with 127 mobile
subscriptions per 100 inhabitants in developed
countries and 99 in developing countries. This
convergence reflects both rapid expansion at
the bottom and a binding constraint at the top,
with little room for further growth.

In more empowering areas of technology,
involving access to more information and a
potential transition from consuming content to
producing it, the gaps are larger and widening
(figure 6.2, right panel). Low human develop-
ment countries have made the least progress in
these technologies—a trend consistent with the
widening gaps in installed broadband capacity,
especially in absolute differences, to which the
chapter turns next in some detail.**

The distinction between the number of
telecommunication subscriptions and the
availability of bandwidth mattered little when
there was only fixed-line telephony, since all
the connections had essentially the same band-
width. But as artificial intelligence and related
technologies continue to evolve, bandwidth
will be increasingly important (as will be cloud
computing, which depends on the ability to
connect computers with each other). Access to
bandwidth, comparable in quantity and quality
to that in developed countries, is essential for
developing countries to cultivate their own
artificial intelligence and related applications.
Also essential are transferring and adopting
technologies developed by leaders in the digital
world. Taking these two groups of countries in
the aggregate, there has been convergence. In
2007 high-income countries had 22.4 times

In more empowering
areas of technology,

involving access to

more information and
a potential transition

from consuming

content to producing

it, the gaps are larger

and widening
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FIGURE 6.1

Digital divides: Groups with higher development have greater access, and inequalities are greater for advanced technologies, 2017

The higher the level of human development, the greater the access to technology.
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the bandwidth per capita of other countries; by
2017 the ratio had fallen to 3.4 (figure 6.3).
While the convergence in broadband among
developing countries as a whole is positive, the
pattern of convergence in technologies has dif-
fered across regions. Take mobile subscriptions
and installed broadband potential. The regional
distribution of mobile subscriptions already

HUMAN DEVELOPMENT REPORT 2019

reflects the population distribution (meaning
that the distribution of both is roughly equiv-
alent), and in East Asia and the Pacific mobile
subscriptions have already caught up with the re-
gion’s share in the global population (figure 6.4).
In Africa there is still a difference, though con-
vergence is not far off. But the distribution of
installed bandwidth potential follows neither



BOX 6.1

Mobile technology promotes financial inclusion

Financial inclusion is the ability to access and use a
range of appropriate and responsibly provided finan-
cial services in a well regulated environment.” Mobile
money, digital identification and e-commerce have given
many more people the ability to save money and trans-
act business securely without needing cash, to insure
against risks and to borrow to grow their businesses
and reach new markets.

In 2017, 69 percent of adults had an account with a
financial institution, up 7 percentage points from 2014.2
That means more than half a billion adults gained ac-
cess to financial tools in three years.

Well known examples of mobile money—rplat-
forms that allow users to send, receive and store mon-
ey using a mohile phone—include Kenya's M-Pesa and
China’s Alipay. Mobile money has brought financial
services to people long ignored by traditional banks. It
reaches remote regions without physical bank branch-
es. It can also help women access financial servic-
es—an important aspect of equality, since women in
many countries are less likely than men to have a bank
account.®

Notes

Increases in e-commerce have also been dramatic, in-
cluding individuals and small businesses selling products
and services on online platforms. In particular, inclusive
e-commerce, which promotes the participation of small
firms in the digital economy, is important because it can
create new opportunities for traditionally excluded groups.
In China, for example, an estimated 10 million small and
medium enterprises sell on the Taobao platform; nearly
half the entrepreneurs on the platform are women, and
more than 160,000 are people with disabilities.*

From artificial intelligence to cryptography, innova-
tion in financial technology is transforming the financial
sector globally.® While financial technology offers many
potential benefits, there are also considerable concerns
about these new technologies’ vulnerabilities. Blockchain
technology, for one, provides applications that include a
secure digital infrastructure to verify identity, facilitate
faster and cheaper cross-border payments and protect
property rights. But these technologies bring new risks
that are not fully considered by existing regulations.®
Policymakers will need to address several tradeoffs to
reap financial technology's potential benefits.

1. UNCDF 2019. 2. Demirgii¢-Kunt and others 2018. 3. McKinsey 2018; World Bank 2016. 4. Luohan Academy 2019. 5. He and others 2017. 6. Sy and others 2019.

the distribution of the population nor the distri-
bution of gross national income. East Asia and
the Pacific has already taken the lead in installed
bandwidth potential, with 52 percent in 2017.
So, the emerging technology cleavages do
not follow a simple developed—developing
country dichotomy, and the emerging dis-
parities are fairly recent. From 1987 to 2007
little changed in the global ranking of installed
bandwidth potential (figure 6.5). In 1987 a
group of developed countries were in the top
global ranks: The United States, Japan, France
and Germany hosted more than half the global
bandwidth, mainly through fixed-line teleph-
ony. At the turn of the millennium things
started to change, notably with the expansion
of bandwidth in East and North Asia: By
2007 Japan, the Republic of Korea and China
occupied ranks 1, 3 and 5. And in 2011 China
took the lead in installed bandwidth. Beyond
broadband, projections on the distribution of
future economic benefits linked to artificial
intelligence confirm this shifting geography
of technology divergence, with estimates

suggesting that by 2030 about 70 percent of
the global economic benefits tied to artificial
intelligence will accrue to North America and
East Asia.”’

New technologies tend to have higher prices
when initially introduced, with prices falling
and quality increasing as the technologies dif-
fuse.” Thus, every innovation has the potential
to initially carve a divide, at the beginning of
the diffusion process—a point also made in
chapter 2, in the discussion of how gradients
in health emerged when health technologies
became available. The contribution here is to
show that the gaps for advanced technologies
are widening, not closing—in a new geography
of divergence that goes beyond developed and
developing countries. Avoiding a New Great
Divergence implies paying attention to the
evolution of technology distribution, because
benevolent technology diffusion is neither
automatic nor instantaneous.’! Instead, tech-
nology may well catalyse divergence in human
development outcomes. By what processes?
That is the topic of the next section.

East Asia and the
Pacific has already
taken the lead in
installed bandwidth
potential, with

52 percent in 2017
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FIGURE 6.2

Dynamics of access to technology
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FIGURE 6.3

The bandwidth gap between high-income and other countries fell from 22-fold to 3-fold
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Technology is reshaping the
world: How will it shape
inequality in human development?

Technology is reshaping lives—not only econ-
omies but also societies and even politics. What
specific changes will bear on inequality in hu-
man development? This question is difficult to
address, in part because it may never be possible
to assign to technology alone any of the major
changes that will reshape inequality in human
development, especially with globalization and
its interaction with technological change also
playing a major role. Still, this section high-
lights some emblematic ways in which tech-
nology is upending previously stable patterns
in the distribution of income and economic
power. The aim is not so much to attribute cau-
sality as to give a sense of technology’s potential
to reshape inequalities in human development
over the next few years.

Unravelling stable trends*

For most of the 20th century the shares of
national income going to labour and to capital
held remarkably constant across many econo-
mies.” This was far from a foregone conclusion
to those witnessing the evolution of economic

growth.* And it may have been the result of
creating and strengthening such institutions as
trade unions and social insurance.*® However,
with a decline in labour’s share of income since
the 1980s across both developed and develop-
ing economies, this empirical regularity has
been unravelling.* For developed economies,
technology has been a key driver of the decline,
in part by replacing routine tasks, as described
in chapter 2.*” For developing countries the evi-
dence is ambiguous, with both technology and
globalization playing important roles.”

A related trend is the steep decline in the
price of machinery and equipment, such as
computers (generally designated as capital or
investment goods), relative to the price of con-
sumer goods.” Since 1970 the relative prices
of investment goods in developing countries
fell by almost 60 percent, with 75 percent of
the decline occurring from 1990 onwards.*
Among investment goods the price decline has
been dramatic for computing and communi-
cations equipment, pointing to a link between
technology and the incentives for firms to
replace labour with capital, a process that in
developing countries was also associated with
greater integration in global value chains.!

Another recent development—linked to the
two trends just noted as well as to the increase in

For most of the 20th
century the shares
of national income

going to labour and to
capital held remarkably

constant across
many economies
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FIGURE 6.4

The distribution of mobile subscriptions is converging to the distribution of population by region, but
installed bandwidth potential is not
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FIGURE 6.5

From 1987 to 2007 little changed in the global ranking of installed bandwidth potential, but at the turn of the millennium things started to
change, with the expansion of bandwidth in East and North Asia
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corporate profits (discussed below) and changes
in corporate income tax rates (discussed in chap-
ter 7)—is the shift in the balance of savings held
by households and by firms. National savings
(comprising household, corporate and govern-
ment savings) are needed to fund investments.
Until the late 1980s most savings were held by
households, but today as much as two-thirds
are accounted for by the corporate sector.’* And
given that corporate investment has been stable,
this means that corporations have been holding
on to these savings, in some countries using
them to repurchase their own stock.

Perhaps more consequential for the distribu-
tion of income is a breakdown in many coun-
tries in the association between improvements
in labour productivity and the typical worker’s
earnings, well documented for developed coun-
tries. This Report has already shown the trend
towards the accumulation of income at the
top in several countries (chapter 3). Here the
emphasis is specifically on labour income. This
breakdown between productivity and earnings
not only goes against what used to be stable
trends but is also inconsistent with simple
models of the labour market.

As workers become more productive (in part
as a result of technological change), one would
expect their earnings to increase. That is, after all,
the assumed process for technological change to
deliver improvements in living standards—per-
haps not to everyone immediately but for the ma-
jority over time. And indeed, until the 1980s real
average earnings for the bottom 90 percent of the
population (a proxy for the income of a typical
houschold) increased in step with productivity
growth for many countries.>® Since then, there has
been a decoupling in the evolution of these two
indicators, with the earnings of a typical family
remaining flat or increasing less than productivity
growth. The International Labour Organization
has documented a similar decoupling for 52 de-
veloped economies, showing that from 1999 to
2017, labour productivity increased 17 percent
while real wages rose 13 percent.**

Shifting economic power

The market power of firms can be manifested
in their ability to charge prices above the cost
of production or by paying lower wages than
would be needed in an efficient labour market.

There is evidence that both manifestations of
market power are increasing, and even though
technology is not the only element driving this
shift, it is playing an important role.

There has been a sharp increase in markups
(the difference between what a firm charges and
the marginal cost of production), and this has
been linked directly to labour’s declining share
in income.>® While the trend of increased mar-
ket power is widely shared across several sectors
and industries, firms in sectors that intensively
use information and communications technolo-
gies have witnessed faster, and greater, increases
in markups (figure 6.6), suggesting that tech-
nology’s relevance pervades across a wide range
of firms.”® Look now at big digital companies,
commonly known as Big Tech, and explore how
they have been acquiring market power.

Many Big Tech firms are platforms. Uber,
the ride sharing company, is a platform where
drivers offer their services and customers come
looking for those services. Gojek and Grab work
in the same way in Asia. Amazon is a platform
linking sellers of products with potential buyers.
All platforms benefit from network effects—
that is, the value of the platform increases when
there are more participants on both sides of the
market. For Amazon the more sellers and the
more buyers, the better for each group—and,
of course, for Amazon as well.”” Getting big
supports staying big, since buyers are reluctant
to leave a platform where they find sellers, and
sellers, buyers. Social media companies such as
Facebook and Instagram also benefit directly
from network effects—people stay on the net-
work where their friends and family are.

Big Tech intensively uses data and, in-
creasingly, artificial intelligence, so another
network spillover common to all platforms is
economies of scale in data use, making these
firms prone to acquiring market power.*® Even
though these platforms lower prices for con-
sumers (and so, from that perspective, a more
traditional measure of market power such as
markups may not seem to apply), they can
exercise market power by potentially limiting
competition and choice.”” The big players
spend vast amounts on lobbying to influence
policies that keep them in place and potential
new entrants out.”” And they can use their
vast reserves of cash to simply buy up new
platforms starting to make a mark. Google

There has been

a sharp increase

in markups (the
difference between

what a firm charges

and the marginal
cost of production),
and this has been
linked directly to
labour’s declining
share inincome
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of monopoly power

in product markets is
the growing market
power in labour
markets—monopsony
power (exercised by
employers), which,
once again, is linked to
the decline in labour’s
share of income
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FIGURE 6.6

Market power is on the rise, particularly for firms intensive in information and communication technology
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bought its competitors DoubleClick and
YouTube. Facebook first acquired Instagram,
then WhatsApp. Both companies, like others,
are the products of hundreds of mergers.®!

In parallel to the rise of monopoly power
in product markets is the growing market
power in labour markets—monopsony power
(exercised by employers), which, once again,
is linked to the decline in labour’s share of
income.®” And when employers have power in
labour markets, the impact of technological
change on inequality can be magnified.®®

Technology is enabling monopsony power
in online platforms that are carving out tasks
to assign to humans based on who charges the
lowest price. This includes work in digital la-
bour markets such as TaskRabbit and Amazon
Mechanical Turk, commonly referred to as
crowdwork. The availability of online work
may lower search costs, which would make
markets competitive. But market power is high
even in this large and diverse spot market. For
Amazon Mechanical Turk, employers capture
much of the surplus created by the platform.
This has implications for distributing the gains
from digital labour markets, which will likely
become greater over time.* While crowdwork
is a product of technological advances, it also
represents a return to the past casual labour in

HUMAN DEVELOPMENT REPORT 2019

industrialized economies, and in developing
economies it adds to the casual labour force.®

The discussion here illustrates how technology
is already shaping the distribution of income®
and of economic power through rising markups,
with firms exercising power at the expense of
workers and consumers, as reflected in the declin-
ing share of labour income and the decoupling of
median wages from labour productivity.” Further
advances in technology, linked to advances in au-
tomation and artificial intelligence, could accel-
erate these dynamics,” while pushing to the limit
existing frameworks to curb market power. The
merit of antitrust action is still assessed primarily
by how much consumer prices have risen.”” But
technology platforms are based on an exchange
of user data for “free services.” So there are calls
to revisit current antitrust approaches and how to
extend them to curb monopsony power.”’

Harnessing technology
for a Great Convergence
in human development

This chapter started by asserting that avoiding
another Great Divergence was a matter of
choice—though that does not imply that the
task will be easy. It ends with indications of



how to exercise that choice and unleash a Great
Convergence in human development. The fo-
cus will remain on digital and related technol-
ogies, guided by a broad set of principles linked
to the implementation of the 2030 Agenda for
Sustainable Development (box 6.2). It first pro-
vides a framework to analyse the impact of arti-
ficial intelligence and automation that suggests
opportunities to generate demand for labour.
The discussion also considers the challenges of
artificial intelligence, including the potential
to exacerbate horizontal inequalities, as well
as the ethics of it. It then provides concrete
illustrations of how technology can, in practice,
reduce inequality, particularly addressing the
divergence in enhanced capabilities identified
in part I of the Report.

Automation, artificial intelligence
and inequality: Will it be possible to
increase the demand for labour?

Automation and artificial intelligence do not
have to shrink the net demand for labour.”
Automation can be leveraged to create new
tasks—a reinstatement effect, which would
counter the displacement effect.”* The impact
on inequality will depend on how technology
changes the task content of production—
whether it displaces or reinstates labour
through the creation of new kinds of tasks. For
example, jobs such as fulfilment centre work-
er, social media adviser and YouTube media
personality did not exist a few decades ago.
Technological advance also results in an overall

B0X 6.2

increase in productivity, boosting the demand
for all factors of production, including labour
(figure 6.7). After elaborating on the potential
of this framework to identify opportunities
to use artificial intelligence to increase labour
demand, the discussion moves towards some of
broader risks associated with it.

Artificial intelligence’s potential for
reinstating work

In addition to the amount, it is important to
consider the quality of work. Do the kinds of
new tasks created through technology differ
fundamentally from past ones? For example,
the rise of platforms may push down the
number of workers in brick-and-mortar retail
stores while increasing the number employed
in fulfilment centres preparing online orders
for shipping.”” Work available on platforms
has introduced flexibility and extended work
opportunities in some sectors but created chal-
lenges such as how to handle the large amount
of data on workers, which poses risks for work-
er privacy and could have other consequences,
depending on how the data are used.”

In addition to offering new work opportuni-
ties, platforms can enhance financial inclusion.
This is happening in South-East Asia (where
more than three-quarters of the population is
unbanked) thanks to ride-hailing services such
as Gojek and Grab.” Once drivers become part
of these platforms, they get support to open
bank accounts, and the apps have become vehi-
cles to handle financial transactions, including

Digital technologies for the Sustainable Development Goals: Creating the right conditions

Digital technologies have transformational potential.
Different actors at different levels have to participate
for these applications to be taken to scale. Many appli-
cations are yet to be developed. Policies are needed—
at the national and global levels—to provide the right
incentives to developers and adopters of technology in
the fields most beneficial for human development.

The UN Secretary-General established the High-
level Panel on Digital Cooperation in July 2018 to identi-
fy examples of and propose ways for cooperating across
sectors, disciplines and borders. Its final report made

Notes

several recommendations under broad themes, such as
build an inclusive digital economy and society; protect
human rights and human agency while promoting digital
trust, security and stability; and fashion a new global
digital cooperation architecture.!

As a follow up to that report, the Global Charter for
a Sustainable Digital Age provides a set of principles
and standards for the international community, aiming
to link the digital age with the global sustainability per-
spective. It sets out concrete guidelines for action for
dealing with the challenges of the digital age.

1. UN 2019a. 2. German Advisory Council on Global Change website (www.wbgu.de/en/publications/charter).
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FIGURE 6.7

Technology can displace some tasks but also reinstate new ones
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cash. Incentives to adopt more formalized pay-
ment methods extend to retailers, such as food
merchants using the platform to deliver to their
customers.”®

Basing the impact of artificial intelligence
and automation on the assumption that tech-
nology could replace entire occupations can
lead to high estimates of how many jobs are
at risk.”” An approach based on tasks (with
occupations defined by a bundle of different
tasks) provides a more balanced and more
actionable framework to understand the
impact—and potential—of artificial intelli-
gence and automation. There is evidence that,
within occupations, the possibility of tasks
being replaced with artificial intelligence
varies greatly, and different occupations have
different resulting levels of susceptibility

(table 6.1).7®
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Some occupations have several tasks that
could be easily replaced by artificial intelli-
gence bundled with other tasks that are difh-
cult or impossible for machines to replace. A
radiologist’s task of checking medical images
to identify anomalies can be performed by
artificial intelligence, but a machine cannot
set priorities, consult with the medical team,
make treatment plans or communicate with
patients and family—all tasks the radiolo-
gist performs. This suggests that when tasks
within a job can be separated and rebundled,
there is potential for job-redesign or job-craft-
ing.”” With the prevalence of highly accurate
medical image recognition, radiologists can
spend less time looking at images and more
time interacting with other medical teams
and with patients and family. Job-redesign
and job-crafting thus offer opportunities to



leverage artificial intelligence to increase la-
bour demand.

The ability of artificial intelligence to iden-
tify patterns, relationships and trends and to
automatically display them through interactive
dashboards or create automated reports is
constantly improving. This implies updated
task structures for many jobs, including stock
market traders, copywriters and even journal-
ists and editors. While a lot of tasks will be au-
tomated, high-level management and oversight
of automated systems tasks are less susceptible.
However, an occupation’s aggregate suitability
for machine learning score is not correlated
with wages.® So it is not inevitable that artifi-
cial intelligence will replace or depress wages
in certain occupations, as some argue about
previous waves of automation.®!

A human-centred agenda thus requires atten-
tion to technology’s broader role in advancing
decent work. Technology can free workers from
drudgery and arduous labour. There is even
potential for collaborative robots, or cobots, to
reduce work-related stress and injury. Realizing
technology’s potential in the future of work
depends on fundamental choices about work
design, including detailed job-crafting discus-
sions between workers and management.®

Intelligence augmentation (using computers
to extend people’s ability to process informa-
tion and reason about complex problems)
means that artificial intelligence, instead of
aiming at automation, can integrate human
agency and automation in a way that enhanc-
es both. The augmentation can take place in
everyday human tasks. This happens already
in spelling and grammar checking in word
processors, which highlight text to correct
errors, and in autocompletions of text input in
internet search engines. Automatic suggestions,
casily dismissible, can accelerate the search and
refine ambiguous queries. These provide value,
promoting efficiency, accuracy and the consid-
eration of alternate possibilities. They augment,
but do not replace, user interaction.®

Finally, the recent advances in artificial
intelligence do not increase artificial general
intelligence that could substitute machines for
all aspects of human cognition. Artificial in-
telligence has been very effective at one aspect
of intelligence: prediction.’ But prediction
is only an input into decisionmaking. The

TABLE 6.1

Different tasks have different potential for being replaced by artificial intelligence

Occupations with Suitability | Occupations with Suitability

low suitability for for machine | high suitability for for machine

machine learning learning score | machine learning learning score

Massage therapists 2.78 Concierges 3.90

Animal scientists 3.09 Mechanical drafters 3.90
Morticians, undertakers and

Archaeologists 3.11 funeral directors 3.89

Public address system and other

announcers 3.13 Credit authorizers 3.78

Plasterers and stucco masons 3.14 Brokerage clerks 3.78

Source: Brynjolfsson, Mitchell and Rock 2018.

decision task is broader, requiring the collection
and organization of data, the ability to take an
action based on a decision and the judgement
to evaluate the payoffs associated with different
outcomes. For individual workers, advances in
artificial intelligence will matter to the degree
that prediction is a core skill in the tasks that
make up their occupation. The diagnosis that a
radiologist provides can also be partially made
by artificial intelligence, but that is very differ-
ent from a decision on the course of treatment
or its implementation by a surgeon. Automated
prediction thus enhances rather than replaces
the value of these occupations.

Exercising choices to seize on
technology’s potential: Balancing risks
and opportunity

After establishing artificial intelligence’s poten-
tial to reinstate work, this section elaborates on
elements to consider in seizing the opportuni-
ties that artificial intelligence, and technology
more broadly, are presenting. Doing so implies
also having a clear-headed perspective on risks.
For instance, artificial intelligence can accentu-
ate biases and horizontal inequalities (box 6.3),
including exacerbating gender disparities in the
workforce, leading to even more women being
in low-quality service jobs.*> Women, on aver-
age, perform more routine or codifiable tasks
than men and fewer tasks requiring analytical
input or abstract thinking.* These differences
are also present in gender gaps in education and
employment linked to technology.*” LinkedIn
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Artificial intelligence and the risk of bias: Making horizontal inequalities worse?

Avrtificial intelligence applications have the potential to
support positive social change—indeed, in some do-
mains their impact could be revolutionary. But as with
any new technology, actually achieving these positive
results is challenging and risky.

Many groups of people across the globe may be on
the receiving end of artificial intelligence’s downside.
They may lose their jobs as more tasks are performed
by machine learning—even if net job loss is contained,
inequalities in income and wealth could rise, and the
quality of jobs fall. Workers may see strong biases
against their skin colour or gender embedded in ma-
chine learning, and they may be subjects of surveillance.
Algorithms for job matching may reproduce histarical bi-
ases and prejudices. Companies need policies on trans-
parency and data protection so that workers know what
is being tracked. Regulation may be needed to govern
data use and algorithm accountability in the world of
work.

As uses of artificial intelligence become pervasive,
questions arise about the rise of propaganda and manip-
ulation, undermining democracy, and about surveillance
and the loss of privacy. For example, artificial intelli-
gence applications are linked with the development of
smart cities.! This involves collecting data from cameras

Notes

and sensors on a large scale. How does this differ from
mass surveillance?

Machine learning algorithms are not biased inher-
ently; they learn to be biased. Algorithmic bias occurs
when the learning algorithm is trained on biased da-
tasets and subsequently “accurately” learns the pat-
terns of bias in the data.? In some cases the learned
representations within machine learning algorithms can
even exaggerate these biases.? For example, women are
less likely to receive targeted ads for high-paying jobs
potentially because the algorithm that targets the ads
trained on data in which women had lower paying jobs.*
And a computer programme used in the United States to
assess the risk of reoffending by individuals in the crim-
inal justice system incorrectly flagged black defendants
as high risk nearly twice as often as white defendants.’

Facial recognition services can be much less accu-
rate in identifying women or people with darker skin.5

The well recognized lack of diversity among the
people designing and developing artificial intelligence
is another problem. Few women work in artificial intel-
ligence, as in the tech sector in general, and among the
men, racial diversity is limited.” Diverse teams, bringing
diverse perspectives, representative of the general pop-
ulation, could check biases.

1. Glaeser and others 2018. 2. Caliskan, Bryson and Narayanan 2017; Danks and London 2017. 3. Zhao, Wang and others 2017. 4. Spice 2015. 5. IDRC 2018. 6. Boulamwini

and Gebru 2018. 7. IDRC 2018.

and the World Economic Forum found a
significant gap between female and male
representation among artificial intelligence
professionals—only 22 percent worldwide are
female.® Racial and ethnic differences among
women in access to training and employment
opportunities can exacerbate these disparities.
Atrtificial intelligence and technology more
broadly developed by teams that reflect a coun-
try’s population can counter such risks. When
teams are not diverse, artificial intelligence
will tend to be trained on data that may have
built-in biases that a more representative envi-
ronment could avoid.

Researchers, firms and governments are
responding to manage the risks of artificial
intelligence—which include accentuation
of biases as well as development of deceptive
and malicious applications. For instance,
thousands of artificial intelligence researchers
have signed an open letter stating that they
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will oppose autonomous weapons, which
search and engage targets without human
intervention.*” Many companies—from Big
Tech to startups—are formulating corporate
ethical principles overseen by ethics officers
or review boards. Still, it is unclear how ac-
countable they will hold themselves to the
principles—which points to the need for
regulation.”® Governments increasingly use
artificial intelligence themselves, and some are
developing data ethics principles (box 6.4).
When artificial intelligence systems inform
decisionmaking that affects humans (such as
medical diagnosis or providing a judge with
an assessment of potential recidivism), avoid-
ing bias and errors across different contexts
and communities is especially important. And
given the global application and reach of many
artificial intelligence innovations, collective
action may be needed at some point on some
regulatory aspects.



BOX 6.4

The United Kingdom’s Data Ethics Framework principles

1. Start with clear user need and public benefit. Using
data in more innovative ways has the potential to
transform how public services are delivered. We
must always be clear about what we are trying to
achieve for users—nboth citizens and public servants.

2. Be aware of relevant legislation and codes of prac-
tice. You must have an understanding of the rele-
vant laws and codes of practice that relate to the
use of data. When in doubt, you must consult rel-
evant experts.

3. Use data that is proportionate to the user need.
The use of data must be proportionate to the user
need. You must use the minimum data necessary to
achieve the desired outcome.

4. Understand the limitations of the data. Data used
to inform policy and service design in government
must be well understood. It is essential to consider
the limitations of data when assessing if it is ap-
propriate to use it for a user need.

Source: UK Department for Digital, Culture, Media and Sport 2018.

5. Ensure robust practices and work within your
skillset. Insights from new technology are only
as good as the data and practices used to create
them. You must work within your skillset recog-
nising where you do not have the skills or experi-
ence to use a particular approach or tool to a high
standard.

6. Make your work transparent and be accountable.
You should be transparent about the tools, data and
algorithms you used to conduct your work, working
in the open where possible. This allows other re-
searchers to scrutinise your findings and citizens to
understand the new types of work we are doing.

7. Embed data use responsibly. It is essential that
there is a plan to make sure insights from data are
used responsibly. This means that both develop-
ment and implementation teams understand how
findings and data models should be used and moni-
tored with a robust evaluation plan.

A broader set of disruptions to the world
of work, powered in part by artificial intelli-
gence, is linked to digital labour platforms—
alluded to ecarlier. These applications allow
the outsourcing of work to geographically
dispersed people, generating crowdwork.
While they provide new sources of income to
many workers in different parts of the world,
the work is sometimes poorly paid, and no
official mechanisms are in place to address un-
fair treatment. Compensation for crowdwork
is often below the minimum wage.”" True,
much policy innovation is already under way,
with subnational regulators stepping up.”
But the dispersed nature of the work across
international jurisdictions makes it difficult
to monitor compliance with applicable labour
laws. That is why the International Labour
Organization suggests developing an inter-
national governance system for digital labour
platforms that sets minimum rights and
protections and requires platforms (and their
clients) to respect them.”

Providing social protection

A related challenge is providing social protec-
tion to help address both the adverse impact
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of technology disruptions on specific income
groups and the resistance to those changes.*
During adjustments, vulnerable workers
typically face periods of unemployment or
see their earnings eroded. But if technology
changes rapidly, it might be more challenging
to find decent jobs in a new techno-economic
paradigm” than after a more “standard” eco-
nomic recession. Social insurance programmes
can provide affected workers with sustenance
during transition periods, but the nature of the
transition matters as well: Sectors and locations
where the displacement effect is stronger may
need targeted social protection schemes.”
Active labour market policies—including
wage subsidies, job placement services and
special labour market programmes—can fa-
cilitate adaptation to a new techno-economic
paradigm. The ideal would be a social protec-
tion floor that affords a basic level of protection
to all in need, complemented by contributory
social insurance schemes that provide increased
protection.”” The design of these systems pre-
sents policymakers with choices ranging from
ensuring coverage at the bottom while curbing
leakage to the better off”® to balancing the
generosity of transfers and the losses in efficien-
cy” and ultimately to assessing the fiscal cost

Compensation
for crowdwork is
often below the
minimum wage
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against alternative uses.'” Narrowly targeted
policies could include measures to facilitate
geographic mobility, supporting housing and
100 particularly if technology
creates jobs in one region while contributing to
their elimination in others.

Ultimately, social protection will be only part
of the response, because workers whose jobs are
partially or fully automatable will need to adjust
to substantially changed or entirely new occupa-
tions. Since automation affects some tasks and
creates others, the nature and content of jobs
change constantly. And this requires workers
to learn throughout their lives. Artificial intelli-
gence and automation tend to make high-skilled
workers more valuable and in demand. There is
evidence that those are the workers who avail
themselves of lifelong learning opportunities,
while participation among low-skill, low-wage
workers is much lower (figure 6.8). Thus, there
is a risk of patterns of divergence emerging in
workplace and lifelong learning that are simi-
lar to those in enhanced capabilities. Lifelong
learning risks creating a wedge by enabling the

highly skilled to race further ahead.'”

moving costs,

Taxation and data regulations

Beyond the impact of artificial intelligence on
labour markets, two systemic challenges and
risks merit particular attention: taxation and
data regulation. As the potential for machines
to replace tasks performed by humans grows,
some have argued that there is an efficiency ra-
1% and for channelling
technology to reinstate, rather than replace,
labour.!* In addition, digitally intensive eco-
nomic activities, where the value of companies
is linked less to their physical presence in a
country and more to the number of members
of networks around the world, are challenging
longstanding assumptions underlying princi-
ples of taxation. Some proposed actions and
ideas serve the interest of particular tax juris-
dictions,'” but given that digital activities are
global and many companies operate across bor-
ders, there is a clear need for an international
consensus on how to tax digital activities, and
efforts to broker such an international agree-
ment are under way.'*

Data are at the centre of the digital economy.
Whether targeting ads, managing supply chains

tionale for taxing robots
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FIGURE 6.8

Workers in medium and high wage jobs are more
likely to participate in adult learning

Participation in adult learning
by wage level (percent)
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or deciding the placement of drivers waiting for
rides, the revenues of more and more firms are
tied to collecting and analysing huge amounts
of data. The free flow and use of data are im-
portant for businesses and governments. But
there is also a need to protect personal data,
data embodying intellectual property and
data related to national security. For now the
ownership and use of data are governed mostly
by default norms and rules. But many jurisdic-
tions at different levels are working out data
policies to ensure that advances in innovation
also protect users.'”” European governments,



through the European Union’s General Data
Protection Regulation, have instituted data pri-
vacy rules.'® Beyond regulation are proposals
to pay users for their data, to spread the wealth
generated by artificial intelligence. Firms could
generate better data by paying. Data-providing
labour could come to be seen as useful work,
conferring the same sort of dignity as paid
employment.'”

Deploying technology as a force for
convergence in human development

For education to drive convergence implies
preparing young people today for the world of
work of tomorrow. Technology can help, for
instance, in enabling individually customized
content to “teach at the right level” This is es-
pecially important because the rapid expansion
of access to primary and secondary education
in developing countries has led to the enrol-
ment of millions of first-generation learners. If
they fall behind and lack instructional support
at home, they may learn very little in school.'"
One example of how technology can help
in middle school grades is a technology-led
instructional programme called Mindspark
used in urban India. It benchmarks the initial
learning level of every student and dynamically
personalizes material to match the individuals
level and rate of progress. In just 4.5 months
those with access to the programme scored
higher in math and in Hindi.""" In partnership
with the programme, India’s government is
providing a personal learning platform called
Diksha. Pointing a cell phone at a printed QR
code opens a universe of interactive content—
lesson plans for teachers and study guides for
students and parents.''*

Digital health solutions can also drive con-
vergence. Still in their early days, they show
the potential for expanding service coverage.
Services include digitizing supply chains and
patient data, with integrated digital platforms
for information, bookings, payments and com-
plemcntary services. They are important in areas
that are remote and that have inadequate access
to health care providers. Artificial intelligence
is already taking hold, for example, in machine
pattern recognition for medical scans and skin
lesions."® There is also potential for machine
learning to aid personalized nutrition."* And

with the availability of real-time objective data
on mood—from smartphone keystrokes, for
example—artificial intelligence can help men-
tal health diagnosis. Elderly care providers are
starting to offload some parts of care to artifi-
cial intelligence, from early diagnosis of discase
to at-home health monitoring and fall detec-
tion.'” Artificial intelligence has also been used
to pore through genetic data to discover that a
shortage of the element selenium could be asso-
ciated with premature births in Africa.'’¢

Applications of artificial intelligence extend
beyond education and health to other public
services, leading not only to greater efliciency
and enhanced transparency, but also to broad-
er participation in various aspects of public
life. For example, linguistic diversity, a given
in most countries, can make e-governance ser-
vices inaccessible for entire groups. In South
Africa, with 11 official languages, the Centre
for Artificial Intelligence Research is work-
ing on machine translation approaches to
broaden access to government services.''” In
Uganda the AI Research Group at Makerere
University is developing source datasets
for some of the dozens of languages spoken
there.!$

The potential returns are huge in service
delivery during and after disasters. Artificial
Intelligence for Disaster Response is an open-
source project that applies artificial intelli-
gence to mine, classify and tag Twitter feeds
during humanitarian crises, turning the raw
tweets into an organized source of information
that can improve response times. Soon after
Ecuador experienced a major earthquake in
2016, Zooniverse, a web-based platform for
crowd-sourced research, launched a website
that combined inputs from volunteers and
an artificial intelligence system to review
1,300 satellite images and, two hours after
the website’s launch, produced a heat map of
damages.'”

For social protection, technology is helping
in targeting payments and other benefits, pro-
viding timely delivery and reducing opportu-
nities for fraud. Public platforms that support
interoperability and data exchange can reduce
the administrative burden and the time to
deliver services to poor, vulnerable and margin-
alized groups, promoting social and economic

inclusion.'?

Technology can

help, for instance, in
enabling individually

customized content
to “teach at the
right level”
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The direction of
technological
change can be an
explicit concern
for policymakers

Technology can also improve the availability
of data and information for policymakers and
businesses—and inform public debate. For
instance, as digital imagery becomes ubiquitous
and machine vision techniques improve, auto-
mated systems lend themselves to measuring
demographics with fine spatial resolution in
close to real time.'”! The same applies to meas-
uring poverty and other social and economic
indicators, often combining mobile phone data
and satellite imagery, with the use of multiple
lenses obtained from diverse datasets helping
capture information on living standards more
accurately."”® For instance, in Senegal the
Multidimensional Poverty Index can be accu-
rately predicted for 552 communes using call
data records and environmental data (related to
food security, economic activity and accessibility
to facilities). This approach can generate poverty
maps more frequently, and its diagnostic capa-
bility is likely to assist policymakers in designing
better interventions to eradicate poverty.'>

In the same way that artificial intelligence
can chart individualized learning paths for stu-
dents, artificial intelligence’s potential to collect
detailed and frequent data can be leveraged to
obtain very specific localized information.'* For
instance, using an artificial intelligence algorithm
to analyse weather and local rice crop data in
Colombia'® led to distinct recommendations
for different towns, helping 170 farmers in
Cérdoba avoid direct economic losses estimated
at $3.6 million and potentially improving rice
production. Other applications include using
cutting-edge artificial intelligence to tackle urban
challenges related to traffic, safety and sustaina-
bility. These applications range from artificial
intelligence traffic management'*
telligence systems that locate pipes at risk of fail-
ure.'?” Global telecommunication networks and
cloud services can enable artificial intelligence
insights to be transferred and adapted in dif-
ferent contexts.'” Sharing artificial intelligence
results among machines enables transfer learn-
ing,'” through which knowledge moves and is
customized into new contexts,'’ supplementing
resources in previously underserved areas.

to artificial in-

* * *

The direction of technological change can
be an explicit concern for policymakers.”
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Recall that the public sector has supported
fundamental research for technology that was
subsequently commercialized by the private
sector.' Technological innovation will be
crucial to meet the Sustainable Development
Goals."® Harnessing technology for that
purpose calls for all countries to shape global
and national institutions and policies that will
determine the impact of technological change
on sustainability and inclusion in a way that is
nationally relevant.!* It is in this context that
international intellectual property rights mat-
ter. An overly stringent intellectual property
rights regime can make technology diffusion
harder (box 6.5).

The successful generation, diffusion and
adoption of technology for development take
place in a network of multiple actors—in-
cluding the private sector, government and
academia, often referred to as a national inno-
vation system.'” Public policies to influence
the direction of technology are nested in such
systems. Across countries, there are enormous
asymmetries in the size and organization of
innovation efforts. Research and development
are still more intensive in developed countries
(figure 6.9), and on average the gap with other
countries is widening, but at the same time new
regions are emerging as scientific and techno-
logical powerhouses, as in East Asia.

Important in the ability to invest nationally
in science and technology, the diffusion of
innovation will remain a powerful driver to
increase productivity. Enhancing the pro-
ductivity and employability of every work-
er—reaching those currently in informal and
precarious forms of employment and excluded
from more modern productive systems—will
tend to reduce income inequality while increas-
ing incomes.'*

For this mechanism to work, workers must
be able to use technology and benefit from the
rise in productivity. Between 2007 and 2017
the median income in many countries grew less
than productivity per worker, even though in-
come and productivity are strongly correlated
(figure 6.10, left panel). Moreover, the higher
the productivity, the greater the share of pro-
ductivity that the median worker receives as
compensation (see figure 6.10, right panel).
Decoupling median labour income from pro-
ductivity implies that increasing productivity



BOX 6.5

Intellectual property rights, innovation and technology diffusion

In principle, intellectual property rights can be a pow-
erful driver to incentivize innovation and creativity,
even if they impose temporary restrictions on free
access to new knowledge. But in some cases they
have generated patent thickets, patent trolls and ev-
ergreening'—potentially curbing not only diffusion,
but also innovation itself. Patent thickets imply long
and costly negotiations to obtain multiple permissions.
Patent trolling—where innovators face suits from oth-
ers who own intellectual property simply to profit by
licensing patents rather than undertaking production
themselves—is costly.? And evergreening—where
companies extend their patent protection by inventing
new follow-on patents that are closely linked but allow
for a longer period of monopoly than would otherwise
be permitted—curbs competition.

On balance, while weak patent systems may in-
crease innovation only mildly, strong patent systems
can slow innovation.® In the last few decades a higher
concentration of patent ownership, echoing the broader
pattern of market concentration, has contributed to de-
clines in knowledge diffusion and business dynamism.*

Under the World Trade Organization Trade Related
Aspects of Intellectual Property System, developing
countries are encouraged to increase the level and
stringency of their intellectual property provisions in
order to enhance international transfers of technology
and spur innovative domestic firms.® The point is that
intellectual property protection will give them the right
to the profits from research and development break-
throughs. But country case studies show mixed evi-
dence of intellectual property rights being important
for foreign investment inflows, domestic technological
development or technology transfers.

Assigning patents to a shell company in a low tax
country, paying royalties on their own patents to the
shell companies and parking the income offshore illus-
trates how intellectual property rights can be used for
tax avoidance.” These mechanisms further concentrate
income, wealth and market power. Here, as in other
areas, economic institutions and laws created in the
20th century to manage industrialization in developed
economies may need to be reconsidered in the 21st
century.

Notes
1. Baker, Jayadev and Stiglitz 2017. 2. Bessen and Meurer 2014. 3. Boldrin and Levine 2013. 4. Akcigit and Ates 2019. 5. Baker, Jayadev and Stiglitz 2017. 6. Maskus 2004.
7. Dharmapala, Foley, and Forbes 2011; Lazonick and Mazzucato 2013.

FIGURE 6.9

There are enormous asymmetries in research and development across human development groups

Researchers, 2017 Change in researchers, 2007—2017 Expenditure, 2015 Change in expenditure, 2005-2015

(per million people) (per million people) (percent of GDP) (percentage points)
4,000 800 1.80 0.30
3,000 600 0.20
1.20
2,000 400 / 0.10
0.60
1,000 | 200 ~ 0.00
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Low and High Very high Low and High Very high
medium medium

Human development group Human development group

Source: Human Development Report Office calculations based on data from the World Bank’s World Development Indicators database.
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FIGURE 6.10

Income and productivity are strongly correlated, and the higher the productivity, the greater the share of
productivity that the median worker receives as compensation

Log of workers’ median income
(2011 PPP dollars)
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is not enough to increase wages, as discussed
earlier.”®” But higher productivity can push the
envelope for greater absolute compensation
and for a more balanced distribution between
workers and capital owners—and much of this
push towards higher productivity depends on
technology diffusion.

Technology diffusion matters not only
for incomes, but also for addressing other
challenges, including those related to climate
change (chapter 5). Technological inequality
between developing and developed countries
harms developing countries’ potential to move
beyond traditional patterns of production
and consumption.'** A significant decoupling
of emissions from economic development is
taking place, and over the last decade several
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countries—predominately Organisation for
Economic Co-operation and Development
members with very high human develop-
ment—have been reducing their carbon
dioxide emissions per capita, reflecting more
efficient forms of production (figure 6.11)."%
Technology diffusion will be key to extending
that decoupling to countries at all levels of
development.

This chapter has examined the distribution
of enhanced capabilities related to technology.
There is potential for harnessing technology
for convergence in human development. At
the same time, there is a possibility that these
technologies end up causing more divergence.
Making the right choices and policies, in this
arca and more broadly, are the topic of chapter 7.



FIGURE 6.11

A significant decoupling of emissions from development has allowed some countries to reduce their
carbon dioxide emissions, reflecting more efficient forms of production

Carbon dioxide emissions Change in carbon dioxide emissions
per capita, 2014 (tonnes) per capita, 1995-2014 (tonnes)
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Source: Human Development Report Office based on data from the World Bank’s World Development Indicators database.
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7.

Policies for reducing inequalities
in human development in the 21st century:
We have a choice

Three trends in inequalities in human development are revealed by looking beyond income and beyond averages. They
frame the context for policies as we look beyond today to a world of mounting impacts of climate change and revolutionary
advances in technology:

¢ |nequalities in basic capabilities are falling (some quite rapidly) but remain high, with many people still left behind.
Moreover, the pace of convergence is not fast enough to eradicate extreme deprivations, as called for in the Sustainable
Development Goals (SDGs).

¢ |nequalities in human development are growing in areas likely to be central to people over the next decades. Inequality
in enhanced capabilities—those fast-becoming essential as we move to the 2020s—are increasing, both between and
within countries.

¢ |nequalities in the distribution of opportunities between men and women have improved, but further progress may get
harder, as the challenge of gender equality moves from basic to enhanced capabilities. There is even evidence of back-

lash in some countries.

This is both a hopeful and sobering picture.

Hopeful because progress in reducing gaps
in basic capabilities shows that with appropri-
ate policies, results follow. Policies have been
insufficient to completely close gaps in basic
capabilities, yet it may still be possible to get
on track and eliminate extreme deprivations,
as pledged in the 2030 Agenda for Sustainable
Development. But aspirations are moving. So
considering just how to catch up in basic capa-
bilities is not enough: Reversing the divergence
in enhanced capabilities is becoming increas-
ingly important. Turning attention rapidly to
this task could possibly avoid an entrenchment
of divergences in enhanced capabilities.

Sobering because the compound effect of
emerging inequalities, technological change and
the climate crisis could make remedial actions
down the road more challenging. We know this
from the lifecycle approach that has informed
so much of the analysis in this Report—that
capabilities accumulate over time, as can dis-
advantages (chapters 1 and 2). The 2020s will
welcome children who are expected to live into
the 22nd century, so gaps that would seem small
in the next few years can be amplified over dec-
ades, compounding already large inequalities in
income and political power.
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So we must act—but how?

This chapter proposes a framework for pol-
icies that links the expansion and distribution
of both capabilities and income. With the
overarching objective of redressing inequalities
in both basic and enhanced capabilities, the
framework includes two blocks (figure 7.1).
The first block (the one on the left in figure 7.1)
encompasses policies towards the convergence
and expansion of capabilities, looking beyond
income.! The policy goals are to accelerate con-
vergence in basic capabilities while reversing
divergences in enhanced capabilities and elim-
inating gender and other horizontal inequali-
ties. The timing of many of these policies along
the lifecycle matters, in relation to when they
have an impact over the course of people’s lives.
The carlier in life some policies are pursued, the
less interventions may be needed through other
policies (which may be both more expensive
and less effective) later in life.

The second block (the one on the right in
figure 7.1) considers policies for the inclusive
expansion of income. The policy objective
is to jointly advance equity and efficiency in
markets, increasing productivity that translates
into widely shared growing incomes—redress-
ing income inequality. The framework is based
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The framework is
multidimensional,
emphasizing the
intrinsic importance
of indivisible human

freedoms: Redressing
inequalities in basic and
enhanced capabilities

is the overarching
intended outcome

FIGURE 7.1

A framework for designing policies to redress inequalities in human development

Redressing inequalities in basic and enhanced capabilities

Premarket

Policies to:

- Accelerate convergence
in basic capabilities

- Reverse divergence in
enhanced capabilities

- Eliminate gender and
horizontal inequalities

Source: Human Development Report Office calculations.

Policies for

inclusive expansion
in incomes
(productivity and equity)

Postmarket

on an integrated approach, because the two
blocks of policies are interdependent. Policies
to advance capabilities beyond income often
require resources to fund government pro-
grammes, which are financed by taxes. And the
overall resources available are, in turn, linked to
productivity, which is linked in part to people’s
capabilities. The two blocks can thus work to-
gether in a virtuous policy cycle.

The framework is multidimensional, empha-
sizing the intrinsic importance of indivisible
human freedoms: Redressing inequalities in
basic and enhanced capabilities is the over-
arching intended outcome. Thus, it is not
consistent with the reduction of inequalities in
some capabilities at the expense of the drastic
deterioration of others. Or with approaches
that either reduce living standards—compro-
mising sustainable growth through ill-designed
distributive policies—or that simply pursue the
creation of wealth while violating human rights
and our planet’s sustainability.

Multidimensionality also allows a better
integration of the instrumental analysis of
income and nonincome mechanisms behind
the formation and progressive equalization of
capabilities. The policy cycle can be described
as one composed of premarket policies (pri-
marily within the block on the left of figure 7.1
on nonincome capabilities and feeding into
the block on the right), in-market policies
(predominantly in the right block on inclusive
income expansion) and postmarket policies
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(which connect the right block back to the
left). Wages, profits and labour participation
rates are typically determined in markets,
which are conditioned by prevailing regula-
tions, institutions and policies (in-market).
But those outcomes also depend on policies
that affect people before they become active in
the economy (premarket). Premarket policies
can reduce disparities in capabilities, help-
ing everyone enter the labour market better
equipped—even though it is important to
emphasize that this is far from the only reason
why capabilities matter and that by enhancing
capabilities the contributions to expanding
incomes go beyond participating in the labour
market (they can, for instance, enhance polit-
ical participation). In-market policies affect
the distribution of income and opportunities
when individuals are working, shaping out-
comes that can be either more or less inclusive.
Postmarket policies affect inequalities once the
market, along with in-market policies, have
determined the distribution of income and op-
portunities. These sets of policies interact. The
provision of public services premarket may
depend in part on the effectiveness of postmar-
ket policies (taxes on market income to fund
health and education, for instance), which
matter in mobilizing government revenue to
pay for those services. And taxes, in turn, are
informed by how much society is willing to
redistribute income from those with more to
those with less.?



A corollary is that considering policies in
isolation has limited effectiveness. Take, for
instance, recommendations linked to the redis-
tribution of income, which tend to dominate
the policy debate. Tony Atkinson simulated the
effect of an ambitious redistributive package
on income inequality in the United Kingdom,
showing that it would only halve the gap with
Sweden in the Gini coefficient for disposable
income and would be insufficient to reverse its
increase between the late 1970s and 2013.> This
should not be read as indicating that redistribu-
tion does not matter—the chapter argues quite
the opposite—but decisive change depends on
awider and more systemic approach to policies.

Using this framework, the chapter has two
sections, each corresponding roughly to poli-
cies associated with the two blocks. The aim of
the chapter is to illustrate with specific exam-
ples of policies how the framework proposed
can be used to redress inequalities in human de-
velopment—it is not meant to provide a com-
prehensive analysis of all relevant policies. And
given the large heterogeneity across countries
and the uncertainties associated with future
pathways (due not only to climate change and
technology but also to other factors not con-
sidered in the Report*), each country will have
to determine the most suitable set of policies
for its unique circumstances.

The first section discusses how to expand
capabilities beyond income, addressing both
vertical and horizontal inequalities in human
development. It considers both the structure
and the design of education and health sys-
tems, as well as policies related to the emerging
challenges of technology and climate change.
Among horizontal inequalities, the focus is on
gender equality, responding to the challenges
outlined in chapter 4.

The second section addresses policies that can
jointly lift productivity in ways that are trans-
lated into widely shared incomes—redressing
income inequality. Those policies have a bearing
on how markets for goods and services as well as
for labour and capital function. The section also
discusses the effect of redistributive policies at
the national level. Because national policies can
be constrained or facilitated by globalization,
the section considers how international col-
lective action—or the lack thereof—can shape
inequalities in the 21st century.

Towards convergence in
capabilities beyond income: From
basic to enhanced universalism

Policies with universal reach speak to the fulfil-
ment of the pledge to “leave no one behind”
of the 2030 Agenda and to the Universal
Declaration of Human Rights.> Progress
towards universal achievements has been
remarkable: 91 percent of children attend
primary education,® more than 8 in 10 births
are attended by a skilled professional” and more
than 90 percent of people have access to an
improved water supply.® These averages may
hide the prevalence of deprivations (chapter 1)
but are massive achievements.” They did not
happen by chance: They were the result of
policy choices. This section is about recalibrat-
ing ambitions and actions for the 21st century
and for new generations that will see the 22nd
century. It starts by arguing that convergence
in capabilities beyond income should build on
these achievements, but be further enhanced.
Such enhancement would call for both politi-
cal support (which would require overcoming
constraints in social choice, as elaborated in
spotlight 7.1 at the end of the chapter), as well
as financial resources (to be addressed in the
second half of the chapter). Beyond enhanced
universalism, this section considers policies on
climinating horizontal inequalities (with a fo-
cus on gender inequality) and the enhancement
of capabilities for climate shocks and to harness
technology.

Towards enhanced universal systems

Universal policies built on extensive coverage
only—without adequate resources or designed
to ensure both quality and equity—are not
genuinely universal.'” They are useful: They
boost floors, providing access to essential
services, and can be credited for some of the
convergence in basic capabilities. But they are
unable to address on their own the persistence
of inequalities in human development, as man-
ifested in gradients in achievements.

This section argues that enhanced universal
systems (illustrated with services linked to
education and health) could be more effective
in reducing human development inequalities if
based on two pillars:

Universal policies
built on extensive
coverage only—
without adequate

resources or designed
to ensure both quality

and equity—are not

genuinely universal
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access and lower
accountability for

quality, which tends
to harm poor students

disproportionally,
especially girls

* Comprehensive social services ensuring
equal access to quality services in line with
the new demands and aspirations of the 21st
century.'' As chapter 2 noted, inequality in
human development is multidimensional—
transmitted through different channels, in-
cluding markets, family networks and social
networks—and can be compounded by fac-
tors such as violence. Health outcomes, for
instance, depend on access to services but are
also socially determined. Enhanced universal
systems would incorporate these dimensions.

e Complementary special policies for excluded
groups. Even though poor and marginalized
people may benefit from universal policies,
these alone might not be enough to reach
those furthest behind, including due to
group-based discrimination. For instance,
children from houscholds facing overlapping
deprivations. Leaving no one behind thus
also requires targeted policies addressing
horizontal and group inequalities.'*

Ensuring universal access to knowledge
and lifelong learning

Policies to ensure equitable access to quality
early childhood education have long-term con-
sequences for health, cognitive development
and employment prospects—and they even
benefit a person’s siblings and children (chap-
ter 2)."* Focusing primarily on providing access
to education towards a minimum national
standard has not always closed achievement
gaps, even in developed countries.'* Given that
SDG target 4.6 calls for all young people to
achieve numeracy and literacy skills, even equal
grade attainment between rich and poor house-
holds in the same country would not necessari-
ly ensure that this target is met. In fact, learning
achievements in many developing countries are
below the SDG target even for students from
richer families—and children from poorer
households have even worse school attainment.
This implies that simple equalization—lifting
up the children from the lowest socioeconomic
status to the grade attainment achieved by chil-
dren from the highest socioeconomic status in
each country—would not achieve the SDG tar-
get of quality learning for all. Thus, enhancing
learning outcomes to achieve the SDG target
of universal numeracy and literacy implies that

HUMAN DEVELOPMENT REPORT 2019

there are two gaps to address: the gap between
poor and rich within countries and the gap
between the top achievers in each country and
the SDG target.”

Children from lower socioeconomic groups
have a double disadvantage—fewer years of
school and less learning each year. Policies that
focus on outcomes rather than inputs require
data on learning rather than just on enrolment,
investing in children’s mastery of basic concepts
from an early stage and combining overall
improvements with targeted interventions
for groups that are especially disadvantaged.'®
Relying on private, fee-based schools for basic
education can leave the poorest even further
behind,"” due in part to unequal access and
lower accountability for quality, which tends to
harm poor students disproportionally, especial-
ly girls. Free quality public education, improv-
ing teachers’ training and enhancing inclusivity,
especially for girls and disabled students, can
mitigate these risks."®

Early childhood interventions that can help
flatten gradients are showing results in devel-
oping countries (box 7.1). Several countries
have been expanding coverage in preprimary
education, with Ethiopia having pushed for
a significant jump in coverage since 2010
(box 7.2). This not only is likely to contribute
to equalization of capabilities in the long run
but can also affect the distribution of unpaid
work, favouring the inclusion of women in the
labour market (as elaborated in the discussion
about gender inequality later in this chapter).

Furthermore, technology demands updat-
ing skills throughout life (chapter 6). Lifelong
learning would enhance both economic
and social outcomes and help achieve more
equitable opportunities at every age."” The
International Labour Organization has made
a concrete proposal on how to implement a
system of entitlements to training, through
reconfigured employment insurance or social
funds that would allow workers to take paid
time off to engage in training.** Workers
would be entitled to a number of hours of
training, regardless of the type of work they
do. In countries where most workers work
informally, national or sectoral education
and training funds to provide informal work-
ers access to education and training could
be established. Policies to reduce informal



BOX 7.1

Enhancing capabilities in China: Tackling inequality at its roots

In addition to cognitive skills, social and emotional skills
have been found to mark a productive adult.” But these
skills are often left to the family. While weak social and
emotional skills may be an emerging source of inequal-
ity, they can also be a consequence because the root
can lie in inequalities in parents’ education that may
be transmitted to the next generation. But investing in
these skills also provides an opportunity to break the
vicious cycle of inequalities by creating a level start for
all children.

China’s scores in positive parenting and socioemo-
tional development improved substantially between
2010 and 2014, especially for children from poorer fam-
ilies. Positive parenting was measured by survey ques-
tions that ask caregivers how often they intervene to
enhance their children’s age-specific skills (for instance,
read to them or play outside with them). Socioemotional
development was measured by an assessment of chil-
dren’s attitudes, behaviour and relation to others.

For younger children from the lowest income quin-
tile the average positive parenting test score increased

from 1.34 (on a scale of 1 to 5) in 2010 to 2.67 in 2014.
For younger children from the richest quintile the aver-
age score increased from 2.37 to 3.17—less than for
the other wealth quintiles. Average scores for older chil-
dren showed a similar pattern, rising from 3.41 in 2010
to 3.61 in 2014 for children in the lowest quintile and
from 3.49 to 3.65 for children in the richest quintile. So,
inequality in parenting test scores between richer and
poorer quintiles almost disappeared.?

China’s improvements are linked to its national
campaign to promote early childhood development,
launched with the United Nations Children’s Fund in
2010. The campaign has the ambitious goal of universal
early childhood education. It emphasizes brain develop-
ment in early childhood and provides parenting support
through internet portals, websites and mobile phone
applications. It also includes substantial investments
in kindergarten and teacher training, especially in rural
areas and for poor and migrant children in urban areas,
and government support for early learning development
guidelines, tools and national standards.?

Notes

1. Heckman, Stixrud and Urzua 2016.; Kautz and others 2014. 2. Li and others 2018. 3. Greubel and van der Gaag 2012; UNICEF 2019c.

BOX7.2

Unlocking the potential of preprimary education for advancing human development in Ethiopia

An estimated 50 percent of children in the world are not enrolled in any form
of early childhood education.” In developing countries children face even
higher barriers—with only 20 percent enrolment—and often receive lower
quality preprimary education. Sustainable Development Goal target 4.2 calls
for all girls and boys to have access to quality early childhood development,
care and preprimary education by 2030, but the poorest households have the
least access to these learning opportunities.

Ethiopia shows how preprimary education can enable developing
countries to improve education outcomes. Starting from one of the lowest
preprimary enrolment rates in the world, just 1.6 percent in 2000, Ethiopia
saw the rate rise to 45.9 percent in 2017—representing more than 3 million
children.? Most of the growth was between 2007 and 2017, initiated by the
National Policy Framework for Early Childhood Care and Education in 2010.

Acknowledging the key role of equitable access to preprimary education
for human development, a core pillar of the policy framework is the expan-
sion of preschool and school readiness programmes.® Led by the Ministry
of Education, the main catalyst for the growth in preprimary education has
been the “0-Class,” a year of preschool intended for vulnerable households
that aims to prepare young children for entry into grade 1, the first year of
primary school. Although the ministry had initially considered two years of
preprimary education, the plans were changed to broaden access.

Notes

Since its introduction the 0-Class has achieved high enrolment rates
and is now by far the most widely available preschool, especially in rural
areas.* In its first year, the programme enrolled almost three times more
children than had access to kindergarten in the previous year. Fuelled by
these early successes, further solutions to increase rural enrolment have
been explored in Ethiopia. The United Nations Children’s Fund and Save the
Children piloted the Accelerated School Readiness model to reach children
who did not attend 0-Class, including children in emergency situations.® The
model consists of a two-month summer programme before grade 1. Run by
primary school teachers and supported by low-cost learning kits, it provides
young children with a basic curriculum in preliteracy and prenumeracy.

The impacts of preprimary education have been evaluated in multiple
case studies in Ethiopia. A Save the Children project on advancing literacy
and math skills found that children from lower socioeconomic backgrounds
achieved significantly higher education gains—practically closing the learn-
ing gap with their peers from higher socioeconomic backgrounds.® Young
Lives, an international study of childhood poverty led by researchers at the
University of Oxford, followed the education achievements of two cohorts
of children between 2002 and 2016 across Ethiopia.” Urban children who
attended preschool programmes had a 25.7 percent higher likelihood of
completing secondary education than their non-preschool counterparts.

1. UNICEF 2019c. 2. UNICEF 2019c. 3. Rossiter and others 2018. 4. Woodhead and others 2017. 5. UNICEF 2019c. 6. Dowd and others 2016. 7. Woldehanna and Araya 2017.
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different approaches

employment could be powerful, since formal
jobs are associated with larger firms that in-
vest more in worker training and with longer
employment spells, where more on-the-job
learning can occur.

Enabling everyone to lead a long and
healthy life

While inequalities in health outcomes are often
unrelated to the availability of health services
(chapter 2 and box 7.3), universal health cov-
erage, a priority in SDG target 3.8, has the
potential to increase equality in health-related
capabilities.! Thailand and Rwanda have
rolled out universal health coverage schemes.
In Thailand the policy, implemented in 2001,
spread to all provinces the following year
and reached 98 percent of the population in
2011. Rwanda has the highest enrolment in
health insurance in Sub-Saharan Africa, with
community-based health insurance covering
more than 75 percent of the population.”® In
Bangladesh, Brazil, Ethiopia, France, Ghana,
Indonesia, Japan, Peru, Thailand, Turkey
and Viet Nam—with a wide range of health
systems and incomes—governments used an
incremental approach to create and expand
their universal health coverage programmes.*

The process typically began by providing health

B0X7.3

insurance to civil servants and formal sector
workers. Next was expanding coverage to poor
and vulnerable people, which required a strong
political commitment. In Brazil and Thailand
social movements played an important role (see
box §7.1.1 at the end of the chapter for the role
of social movements more broadly in redressing
inequalities).

Political commitment needs to go hand in
hand with financial resources dedicated to
universal health coverage, and different coun-
tries take different approaches. France used
earmarked taxes: first a payroll tax and later
earmarked income and capital taxes. Brazil and
Ghana earmark part of their social security
contributions and value added tax. By contrast,
Japan, Thailand, Turkey and Viet Nam do not
have specific amounts earmarked but give it
budget priority. In addition to financing, a
major implementation challenge is the shortage
of health care personnel. In many cases private
and unregulated public health care of variable
quality may increase sharply. In response,
Indonesia reformed its accreditation of health
professionals and standardized the processes
for certifying them. Brazil and Ethiopia broad-
ened their health professional recruitment
pools for health extension and offered more
flexible career opportunities to community
health workers.”

The persistence of health gradients even with universal health coverage

Even countries with low income inequality and universal
health coverage have not eliminated gradients in health.
Sweden has an outstanding health care system, with
broad coverage, minimal out-of-pocket costs and spe-
cial help for vulnerable groups. But this equal access to
health care does not produce equal health outcomes.
For example:

e Mortality rates in Sweden are strongly correlated
with socioeconomic status. At the bottom more
than 40 percent of people die by age 80, compared
with fewer than 25 percent at the top. People of
lower socioeconomic status are twice as likely as
those at the top to suffer from heart attacks, lung
cancer, type 2 diabetes and heart failure.

e Only 10 percent of women from bottom-income
households in Sweden receive the vaccination

against human papillomavirus, compared with

40 percent of women from top-income households.
e Risky births are more common in poorer families in

Sweden, since more than 30 percent of mothers in

the bottom 1 percent smoke before or during preg-

nancy compared with only 5 percent of mothers in
the top group.

Such persistent inequality in health outcomes can be
accounted for in part by unequal access to health exper-
tise outside the formal health system. Some policies that
could mimic family access to health professionals include
long-term visiting-nurse programmes, making more gen-
eral practitioners available and ensuring that more pro-
viders are culturally compatible with their communities,
since this increases trust. Such policies would be even
more effective if targeted at the poorest.

Source: Human Development Report Office, based on Chen, Persson and Polyakova (2019).
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Addressing horizontal inequalities:
Focus on gender inequality

Universal policies can provide basic floors but
may not be enough to eliminate horizontal
inequalities. The latter are often rooted in
long-standing social norms and social exclu-
sion. Social exclusion happens when people are
unable to fully participate in economic, social
and political life because they are excluded on
the basis of cultural, religious, racial or other
reasons.?® This may mean a lack of voice, lack
of recognition or lack of capacity for active
participation. It may also mean exclusion from
decent work, assets, land, opportunities, access
to social services or political representation.””

When there are large horizontal inequalities,
targeted or affirmative action policies that
directly support disadvantaged groups—for ex-
ample, the provision of access to credit, schol-
arships or certain group quotas in employment
and education—can complement universal
policies. Several historical examples show that
a combination of universal and targeted pol-
icies can reduce horizontal inequalities.”® But
there is also a risk that targeted policies further
reinforce group differences or grievances, since
members receive benefits precisely because
of their group identity. Targeted policies are
particularly relevant when a group has clearly
been disadvantaged historically,” with policies
having a defined timeframe so that they are ap-
plied only as long as the targeted group is truly
disadvantaged. Clear communication about
the policies is crucial to prevent grievances and
feelings of disadvantage.

Given that gender remains one of the most
prevalent bases of discrimination, policies
addressing deep-seated discriminatory norms
and harmful gender stereotypes, prejudices
and practices are key for the full realization
of women’s human rights.*® Policies can target
social norms directly. Interventions to change
unequal power relationships among individuals
within a community or to challenge deeply
rooted gender roles can be achieved through
education, by raising awareness or by changing
incentives. Education and raising awareness are
both based on providing individuals with new
information and knowledge that can foster
different values and behaviours. Such initiatives
might include formal education, workplace

training or media campaigns against gender
stereotyping. To change incentives, protective
mechanisms can confront possible harm due
to traditional gender norms or a backlash, such
as school bullying or workplace harassment.
Changing incentives can also be introduced
to delay early marriage and reduce teenage
pregnancies. The three dimensions (education,
awareness, incentives) often reinforce each oth-
er, as the examples of policies included in this
section suggest.

For example, Québec’s 2006 nontransfer-
able parental leave for fathers shifted incen-
tives so that fathers became more involved in
home caregiving. With new benefits fathers
increased their participation in parental leave
by 250 percent,’ contributing to reverse the
social norm that expected mothers to take sole
responsibility for care work. And in houscholds
where men had the opportunity to use the ben-
efit, fathers’ daily time in household work was
23 percent higher than in households where
new fathers did not participate, long after the
leave period ended.” This example also shows
the importance of including men in gender
equality policies. In fact, according to a survey
of Organisation for Economic Co-operation
and Development (OECD) countries on
implementing gender strategies or policies,
almost everyone considers changing men’s and
boys’ attitudes towards care activities to be the
first priority.* Yet, even though the importance
of adequately engaging men and boys in over-
coming gender inequality or addressing their
own gender-related vulnerabilities is widely
acknowledged, public policies have yet to fully
consider that dimension.*

Thus, laws and regulations can balance the
distribution of care work in households—say,
by increasing the duration of paid parental
leave, as in the Québec example. But only
about half of the countries in the world offer
paternity leave in addition to maternity leave,
and half of those offer fewer than 3 weeks for
fathers and 80 percent offer fewer than 14
weeks for mothers.*> Moreover, it is not enough
for the policy to be gender-neutral; it must
explicitly target men (as in Québec), precisely
because otherwise social norms may prevail,
impeding people from taking leave. In 2007 the
Republic of Korea started to reserve a year of
paternal leave, and by 2014 the number of male
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workers who took advantage of it had tripled.*
And some countries offer economic incentives
for workers to use leave, as in Sweden, where
parents receive a small gender-equality finan-
cial bonus for every day they use parental leave
equally. This way, fathers’ share of childcare
during the early months or years of a child’s life
can be increased, which may allow for changes
in social norms around childcare that can be
reflected throughout a child’s life.

Balancing the distribution of care, particular-
ly for children, is crucial precisely because much
of the difference in earnings throughout the li-
fecycle is generated before age 40, leading wom-
en to miss many labour market opportunities
during the early stages of their careers.” These
missed opportunities coincide with childbirth,
which can encourage women to withdraw from
the labour market. Offering access to affordable
childcare can provide mothers opportunities to
make their own work-life decisions, allowing
them to engage in paid work. Mothers tend to
adjust their choices around paid work to the
demands of childcare.’® Hence, accessible and
affordable childcare is relevant for mothers’
freedom to engage in paid work.*

The impact of regulations and laws goes
beyond changing the balance of care. Policies
are important in areas ranging from protection

BOX 7.4

Girls’ coding choices and opportunities

In Latin America 30 million young people are not in edu-
cation, employment or training, and 76 percent of them
are women. As an additional challenge, studying is not
a guarantee for a bright future for women and girls: Less
than 20 percent of women in the region transition from
studying to formal jobs."

Laboratoria is a nonprofit organization established
in 2014 that targets girls from low-income families who
face major barriers to accessing higher education. It
combines applied coding education (including six-month
coding bootcamps), socioemotional training, deep em-
ployer engagement and job placement services to cre-
ate opportunities for students. Operating in Brazil, Chile,
Mexico and Peru, it has graduated more than 820 girls
and aims to reach 5,000 young women by 2021. More
than 80 percent of students get jobs as developers,
which often triples their incomes.

Note
1. OECD 2017.

from violence and discrimination to access to
public services. But the way in which policies
are designed and implemented is determined,
in part, by participation in politics. Thus, af-
firmative action quotas that increase minority
participation in politics can result in stronger
institutional commitment to equality and
nondiscrimination. Even though Tunisia is a
young democracy (its first constitution was
ratified in 2014), today it has one of the world’s
most progressive gender parity laws. It has leg-
islated candidate, constitutional and electoral
law quotas. The regulations guarantee equal
opportunities for women and men at all levels
of responsibility in all fields and ask candidates
to file candidacy applications on the basis of
parity between men and women alternating.
By 2018 women occupied 47 percent of local
council positions.*” Almost all countries with
high female political representation have such
enabling measures as positive discrimination
and affirmative action.

Policies can also increase the representation
of girls in science, technology, engineering
and mathematics (STEM; box 7.4). The Costa
Rican Technological Institute set up a special-
ized training centre to build women’s capacity
in STEM and entreprencurship. It celebrated
the first all-female hackathon in Central

The chosen women face different barriers such as
living on the outskirts of cities and having to spend
2-3 hours to commute to class or growing up be-
lieving tech sector jobs requiring mathematics skills
were beyond their reach. In the courses the women
learn coding essentials to build websites, apps and
games. Classes follow the agile classroom model,
learning as if they were working. When students
near the completion of the training and begin their
job search, Laboratoria pairs them with mentors from
the technology field. Tech companies such as IBM,
Google, LinkedIn and Microsoft have partnered with
Laboratoria to increase the supply of female devel-
opers. The companies participating in and sponsoring
Talent Fest have first access to Laboratoria’s pool of
talent, but other businesses can pay to browse student
profiles as well.

Source: Human Development Report Office based on Guaqueta (2017), Laboratoria (2019) and World Bank (2013).
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America in 2018, using technology and STEM
expertise to bolster sustainable development.*
Cenfotec University and the institute estab-
lished a follow-up strategy to create technol-
ogy training spaces and support all women
interested in a STEM career. NinaSTEM
(GirlSTEM), launched in early 2017 by the
Mexican government in partnership with the
OECD, invites women with prominent science
and mathematics careers to act as mentors,
visiting schools and encouraging girls to choose
STEM subjects and be ambitious.

For girls to choose STEM they must be in
school. Some interventions can change incen-
tives for girls to stay in school by either delaying
marriage or reducing adolescent pregnancy.
Cash transfers have been proven to increase
school attendance. The Zomba Cash Transfer
Programme in Malawi, where pregnancy is the
main reason girls drop out, gave conditional
and unconditional transfers to girls in school
and girls who had recently dropped out. It
significantly reduced HIV prevalence and preg-
nancy and early marriage rates and improved
language test scores.®

As with education, it is important to consid-
er how women may be uniquely vulnerable to
health inequalities because of their sexual and
reproductive health care needs. Reproductive
health, which gives women agency and con-
trol over their own body and fertility, still has
much room for progress. In Tigray, Ethiopia, a
service delivery model that combines commu-
nity-based distribution of contraception with
social marketing benefits women and their
communities.* In Bujumbura, the capital of
Burundi, the government started a national
module for comprehensive sexuality education
in all schools to empower girls and women
through awareness of and access to sexual and
reproductive health assistance and family plan-
ning services—and to provide the community
a platform for dialogue on sexual education
and sexual and reproductive rights. The govern-
ment has received support from international
organizations, including the United Nations
Population Fund, to develop the school club
model and two manuals for teachers and
students.®

Finally, social norms mould individuals’
behaviours and beliefs about violence against
women. Preventive policies can target both

women and men. For example, SASA!, a pro-
gramme designed by Raising Voices and first
implemented in Kampala, Uganda, targets tra-
ditional social norms that perpetuate violence
against women. Addressing both women and
men in houscholds, it approaches the power
imbalance at the individual and structural lev-
els by making communities rethink household
relationship dynamics. Today the programme’s
results have been widely tested and standard-
ized, as in Haiti and Tanzania, and it has been
scaled up to 25 countries.*

Towards enhanced capabilities for
climate shocks and technology

Climate change and technology are likely to
shape inequalities in human development over
the course of the 21st century, as explored in
chapters 5 and 6. Enhanced capabilities related
to these two factors are ultimately about how
empowered people are to navigate the challeng-
es and opportunities associated with them in
the coming decades.

For climate change, enhanced capabilities
encompass those that enable people to prepare
and respond not only to shocks that have
historical precedence but also to the more un-
precedented disruptions that climate change is
likely to bring about. Insurance can help in this
regard. Article 8 of the 2015 Paris Agreement
of the United Nations Framework Convention
on Climate Change calls for risk insurance fa-
cilities, climate risk pools and other insurance
solutions.” That same year the Group of 7
launched an initiative on climate risk insurance,
pledging to reach 400 million uninsured peo-
ple in poor countries.” Insurance, however, has
well recognized challenges (such as moral haz-
ard and adverse selection) that imply the need
for appropriate regulation. This also applies to
the design of climate-related insurance systems.
Index-based microinsurance linking payouts to
independently observed weather parameters,
such as rainfall, can address some of these chal-
lenges, while sovereign insurance pools have
also been proposed and implemented.”

Still, climate change poses unique challenges
to, and perhaps limits on, the viability and
function of insurance if it is difficult to share
risks. Climate change is expected to affect large
geographies in similar ways. As risks become
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35 percent in East Asia,
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Asia and 28 percent
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more correlated, the benefits of risk sharing
that insurance affords can become smaller.
For instance, the probability that the top four
maize-producing countries will experience
a simultaneous production loss greater than
10 percent is now virtually zero. But as temper-
atures increase by 2°C, mean yields drop and
absolute variability increases, the probability
increases to 7 percent. At an increase of 4°C, it
reaches 86 percent.”’

Policies—Ilocal, national and international—
thus have a major role in the design and im-
plementation of climate-related insurance that
includes poor and vulnerable people. Policies
can support the application of new technolo-
gies. Drones, for example, have shown promise
in gathering accurate data on weather-related
damage to crops and property.’’ Or insurance
premiums could be directly subsidized, and
even means-tested. Reinsurance will also be
important for affordable premiums, especially
where insurance is local and climate-related risk
profiles are fairly homogeneous.

The special report of the 2018 Inter-
governmental Panel on Climate Change
discusses place-specific adaptation pathways
as opportunities for addressing structural in-
equalities, power imbalances and governance
mechanisms that give rise to and exacerbate
inequalities in climate risks and impacts.”
But the report warns that such pathways can
also reinforce inequalities and imbalances.
Adaptation narratives built around self-reli-
ance, for example, may intensify climate bur-
dens on poor people and marginalized groups.

The special report also lists recent research
that has linked long-term climate change mit-
igation and adaptation pathways to individual
SDGs, to varying degrees. It calls for more
nexus approaches, which investigate a subset of
sustainable development dimensions together.
Examples include a water—energy—climate
nexus, leveraging the widely used shared
socioeconomic pathways. Using new methods
for poverty and inequality projections, shared
socioeconomic pathway-based assessments
have been undertaken for the local sustainable
development implications of avoided impacts
and related adaptation needs.

A focus on sustainable development can re-
duce the climate risk exposure of populations
vulnerable to poverty by more than an order
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of magnitude,” including by developing narra-
tives that would facilitate more SDG-focused
analyses, with climate as one objective among
other SDGs.**

When it comes to technology, chapter 6
highlights the importance of harnessing
technological change towards inclusion and
sustainability and the crucial role that “being
connected” plays in enabling countries and
people to leverage the potential of digital
and artificial intelligence technologies. Even
though the impact of technology on human
development goes beyond access, the discus-
sion here illustrates steps that can enhance
capabilities (without suggesting that this is the
most important policy response). Chapter 6
documents divergence in access to advanced
communication technologies, which can be
accounted for in part by gaps in relative costs.
The Broadband Commission has set a target
for 2025: entry-level broadband services
(1 gigabyte) at a cost of less than 2 percent
of monthly gross national income per capita.
Currently most developed countries, almost
half of developing countries that are not
least developed countries and a small portion
of least developed countries have met the
target.”

Still, the most salient self-reported barrier for
mobile internet use is limited digital literacy
and skills: 34 percent in Africa, 35 percent in
East Asia, 37 percent in South Asia and 28 per-
cent in Latin America.>® Indeed, more than half
the world’s people lack basic information and
communication technology skills. There are
significant differences across income groups.
For instance, in lower-middle-income countries
only 6 percent of adults have sent an email with
an attachment compared with 70 percent in
developed countries.”” Thus, education for both
young and older people will be key to increas-
ing digital literacy.

Connectivity can also be enhanced through
public Wi-Fi services offered in public facili-
ties such as libraries and community centres.
Singapore and North Macedonia are two
pioneers. In 2005 Singapore implemented the
Wireless@SG programme to connect citi-
zens through a network of hotspots in public
and commercial facilities. In 2006 North
Macedonia developed a plan to connect 460
primary and secondary schools and provide



680 Wi-Fi kiosks with free access to internet
services. Indonesia recently launched an ambi-
tious plan to have public access across many of
its 17,000 islands by 2022. In the Philippines
the Free Public Access Program is expanding
connectivity through the country: In 2019,
2,677 access points were operational, and 6,000
are expected to be added in a second phase.
In Thailand the government is extending con-
nectivity to 4,000 villages. In the Dominican
Republic the government is installing 5,000
hotspots. In Madagascar the government
has started a plan to connect schools and
hospitals.>® In fact, access to the internet is so
important that it is making its way to being
acknowledged as a right. In 2016 the United
Nations General Assembly passed a resolution
stressing the importance of “applying a com-
prehensive human rights-based approach in
providing and in expanding access to Internet,”
requesting “all States to make efforts to bridge
the many forms of digital divides.” This expan-
sion must be consistent with general human
rights principles, “the same rights that people
have offline must also be protected online, in
particular freedom of expression.”

Towards inclusive income
expansion: Raising productivity
and enhancing equity

Episodes of rapid economic growth and
structural transformation can go along with
increases in economic inequality (chapter 2),%
but higher labour productivity is associated
with a lower concentration of labour income
at the top (figure 7.2).°! While the evolution of
these two variables cannot be inferred simply
by looking at a cross-section that represents a
snapshot in time, the relationship appears to
hold over time at all levels of human develop-
ment (except for the Group of 7 economies;
figure 7.3). This suggests that pathways that
deliver both improvements in economic per-
formance and labour incomes that are not con-
centrated at the top are not only feasible but
also common—even if not inevitable, because
this evidence does not indicate the direction
of causality.®” The challenge, therefore, is to
identify those policies that are consistent with
a framework of inclusive income expansion.®

FIGURE 7.2

Higher labour productivity is associated with a
lower concentration of labour income at the top
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FIGURE 7.3
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The relationship between labour productivity and
concentration of labour income appears to hold
over time at most levels of human development
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Importantly, environmental sustainability also
needs to be considered, especially the climate
crisis, which spotlight 7.2 at the end of the
chapter addresses.

Improving capabilities across the population
also unleashes the productive potential of a
country. Discussed here are policies primarily
in-market and postmarket that have a bearing
on the rate of expansion and distribution of
income. The market distribution of income
depends on how much people can use their as-
sets and capabilities, the return on those assets

Higher labour
productivity is
associated with a
lower concentration
of labour income at
the top. Improving
capabilities across
the population

also unleashes the
productive potential
of a country
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labour costs

and capabilities, and their ability to respond
to shocks.® Policies that improve the func-
tioning of markets are thus crucial to increase
productivity, also determining the distribution
of income. Postmarket policies reflect primary
choices associated with government taxes,
transfers and public spending. This second
half of the chapter considers policies in these
dimensions.

Balancing power: Equitable and
efficient labour markets

Most people receive income from work (a few
also from capital gains), which is determined to
a great extent by how markets are organized and
regulated. Thus, labour markets and the world
of work are important determinants of income
inequality. For instance, increases in labour
income towards the bottom of the distribution
were central in Latin American countries that
reduced income inequality in the 2000s.”

Markets are not a baseline on which govern-
ments intervene; rather, they are embedded
in society (to use Karl Polanyi’s expression).””
And market outcomes are shaped by a number
of policies and institutions, some of which are
considered in this section. For instance, unions
endow workers with the capacity to collectively
bargain for their share of income, exercising
agency and contributing to the outcome of ne-
gotiations, shaping the distribution of market
income.®® Due in part to the fragmentation of
production associated with globalization un-
ionization has become more difficult, with the
influence of unions declining in many coun-
tries,” although with variations by country and
over time.”” While the relationship between
changing inequality in human development
and changing union density varies across coun-
tries, in practice, promoting equity through
stronger unions is consistent with sustained
gains in productivity.”!

Policies and institutions underpinned by
the respect for human rights determine what
constitutes illicit labour markets, outlawing
practices like slavery, human traflicking, child
labour, human degradation, harassment and
discrimination.” But beyond eradicating those
practices, how can in-market policies contrib-
ute to a fairer distribution of incomes without
hurting incentives for productivity? Policies
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that enhance women’s participation in the la-
bour market, in a context in which mothers and
caregivers are empowered with the conditions
discussed earlier in the chapter to exercise their
free choice, would clearly achieve both objec-
tives (box 7.5). The remainder of this section
covers other relevant labour market institutions
and policies.

Monopsonies, minimum
wage and efficiency

Another important labour market policy is a
minimum wage, which exists in 92 percent of
countries.”> As collective bargaining in firms
becomes more challenging, broader subnation-
al or national negotiations appear to be gaining
relevance as a way to protect worker interests.”*
A minimum wage is an instrument to transmit
productivity gains to the incomes of workers
with limited bargaining power. But a minimum
wage that is too high can reduce employment
or provide incentives for informal employment.

Across countries, minimum wages show a
negative relationship with inequality in labour
income (figure 7.4).” This association does not
prove any causality, but it is consistent with
literature documenting that a minimum wage
can, when well calibrated, increase salaries of
low-income groups with limited effects on
employment.”® The distributive role is linked,
in turn, to productivity.

A minimum wage can be an instrument of
efficiency when there is a monopsony (compa-
nies with excessive power in the labour market,
as alluded to in chapter 6) or when the econo-
my increases productivity in response to higher
labour costs.”” Indeed, monopsony is likely to
increase inequality, reducing the labour share.”
The higher the concentration, the greater the
firms’ labour market power to determine wages,
given workers’ lack of alternative employment
opportunities. In some cases firms can cooper-
ate to reduce wages even further.”” Monopsony
is more prevalent when the geographical mo-
bility of labour is low, due either to laws such as
residency requirements or to low skills of work-
ers, which makes them easily substitutable.

Public policy can play a key role in such
cases. Although opinions are split on whether
minimum wages reduce employment in com-
petitive markets, when labour market power



BOX7.5

Gender equality in the labour market

Women's contribution to measured economic activity
does not correspond to their share of the population:
It is far below their full potential. This has important
macroeconomic implications. The loss in GDP per capita
that is attributable to gender gaps in the labour market
is estimated to be as high as 27 percent in some re-
gions." Women's economic empowerment boosts pos-
itive development outcomes, such as productivity, and
increases economic diversification and income equality.?
Policies that aim to mitigate gender biases and
guarantee equal pay can promote economic growth
and could be magnified through a stronger presence of
skilled women in the labour market.® Barriers to wom-
en’s participation act as brakes on the national econo-
my, stifling its ability to grow. So implementing policies
that remove labour market distortions and create a level
playing field for all would boost the demand for wom-
en’s labour—uwith action also on the supply side to al-
low women to exercise their free choice to participate.*
These measures range from changes in discriminatory
regulations and practices to ensuring gender equality in
pay and fairer working conditions for women.
Modifying regulations could require employers to
review their pay practices or to report gender gap cal-
culations. Since 2001 both France and Sweden have
asked employers to review their practices and develop
an annual plan for gender equality. Australia, Germany,
Japan, Sweden and the United Kingdom require organ-
izations with 250 or more employees to publish their

Notes

gender pay gap calculations.® Currently, equal pay for
equal work is constitutionally guaranteed in only 21 per-
cent of countries.

Other examples to improve the quality of working
conditions include defining identical criteria to promote
men and women, having flexible working arrangements
and increasing the supply of care options to broaden
choices. In Belgium, France, Germany and New Zealand
all employees in companies of a certain size are enti-
tled to request flexible working arrangements. Japan
and the Republic of Korea provide mothers and fathers
one year of nontransferable paid parental leave each.
And Nordic countries often reserve parts of the parental
leave period for the exclusive use of each parent for a
few months.’

It is not enough to adopt these policies if they are
not accompanied by training or awareness campaigns to
change gender social norms. For the workplace it is very
important to change attitudes towards caregiving and
taking leave from work to care for dependents by men
so that fathers who take leave are not stigmatized. This
can help balance workloads at home and change atti-
tudes towards gender roles in households. As in other
dimensions, it is critical to engage men. One way is by
establishing male role models to drive changes in gen-
der stereotypes. An alternative is to raise awareness
through sensitivity training to recognize male privilege,
discern signs of sexism and understand exclusion and
“micromachismos.”®

1. Cuberes and Teignier 2012. 2. IMF 2018. 3. Agenor, Ozdemir and Moreira 2018. 4. Elborgh-Woytek and others 2013. 5. Australian Government 2019; OECD 2017a. 6. Human
Development Report Office calculations using data from the WORLD Policy Analysis Center's Gender Database 2019. 7. OECD 2016. 8. A series of strategies, gestures,
comments and actions of daily life that are subtle, almost imperceptible, but perpetuate and transmit gender-based violence from one generation to another (Gémez 2014).

Source: Human Development Report Office.

is concentrated by firms, minimum wages can
actually increase employment, when the min-
imum wage acts as a price floor, preventing a
profit-maximizing firm with monopsony power
from reducing wages through lower hiring.*’
The positive effect on employment and wages at
the bottom is expected to reduce inequalities.
Further efforts to reduce inequalities by check-
ing the labour market power of firms are ham-
pered by the dearth of research and data on the
topic of monopsony, especially compared with
research and data on monopoly. An internation-
ally comparable indicator and dataset on labour
market power would enable monitoring across
countries and prompt action to reduce it. There
is ample scope for policy, since in some cases
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workers’ wages are marked down by 6 percent or
more from their marginal product.’!

Minimum wages can also be effective in the
context of high informality. A common mis-
conception is that the informal sector, since it
has no formal barriers to entry, is more compet-
itive than the formal sector. But the difficulty
of enforcing contracts in the informal economy
can create a holdup problem, where workers
cannot be certain they will be paid once the
work is done. If this happens, employers in
informal markets have considerable power over
their workers.? This would turn on its head the
concern that labour market regulations, such
as a minimum wage, could increase informal-
ity. When this mechanism holds, enforcing
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FIGURE 7.4

Minimum wage: a tool to share the fruit of progress?
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minimum wages can alleviate the holdup prob-
lem by providing a commitment device, which
could increase both efficiency and equity.

Platforms generate
automatic digital
records, so there
is an opening for
minimum wages

under new forms of

e-formalization

In India, minimum wage laws had been large-
ly ineffective because the overwhelming ma-
jority of the workforce has informal contracts
and there is little monitoring or culpability for
employers. But since the mid-2000s the laws
have played an important role alongside right-
to-work legislation. The Mahatma Gandhi
National Rural Employment Guarantee Act
promised 100 days of employment per rural
household, at the official minimum wage, in
public works generated by local administra-
tions. Poor people self-select for the programme
because it involves arduous physical work at the
minimum wage. It has helped move market
wages closer to the legal minimum, reduce ex-
ploitative working conditions and protect the
rights of routinely discriminated groups such
as women and workers from Scheduled Castes
and Tribes.®?

In Sub-Saharan Africa moderately higher
minimum wages were correlated with high-
er economic growth, especially in poorer

HUMAN DEVELOPMENT REPORT 2019

countries, with no major reduction of employ-
ment.** But minimum wages apply only to
workers earning wages—often only in the
formal sector in developing countries, thus
covering a small share of all workers.

To sum up, minimum wages can be a vehi-
cle of equity and efficiency if well calibrated
to local conditions, including productivity
growth and its distribution in the economy,
the presence of monopsony and the level of
informality. Technological change is affecting
those parameters, often raising productivity
in combination with monopsony power (sce
chapter 6). Platforms generate automatic digi-
tal records, so there is an opening for minimum
wages under new forms of e-formalization.®> As
noted, whether work happens in the formal or
informal sector can matter.

Informality’s challenges

Around the world 61 percent of employed
workers (2 million people) are in informal
employment. The rate of informality is higher
in developing countries and emerging countries



(70 percent) than in developed countries
(18 percent).® On average, informal work-
ers are poorer, are less educated, have lower
productivity and lower salaries, and are more
vulnerable to shocks.”” They also contribute
less to social protection schemes, which is an
obstacle—both from the financial point of
view and from the access point of view—to
consolidating high-quality universal systems.®
While most informal workers in the world are
men,*” informal female workers are particularly
vulnerable.”® Unpaid family workers, industrial
outworkers, home workers and casual workers
are predominantly women with low earnings and
a high risk of poverty, while employees and regu-
lar informal workers with higher wages and less
risk of poverty are more often men (figure 7.5).
This hierarchy intersects with other horizontal
inequalities, such as the marginalization of ethnic
groups. Groups with high rates of insecure work

FIGURE 7.5

and poverty around the world are urban street
vendors and people who work from home pro-
ducing for global supply chains.

The challenge is to open a path to formality
by tackling some of the structural causes—low
education and health and low-productivity
sectors—while also providing options for so-
cial protection, with a flexible mix that might
combine contributory and noncontributory
systems to ensure financial sustainability.”

There are different complementary strategies,
given the heterogeneity of conditions facing
informal workers. Some countries have a top-
down approach, extending the protections and
benefits enjoyed by formal workers to home
workers and other subcontractors. Bottom-up
strategies to protect informal workers are also
possible. Organizing workers, especially poor
women, into collectives enables them to pool
assets and skills to produce larger quantities of

Unpaid family workers, industrial outworkers, home workers and casual workers are predominantly
women with low earnings and a high risk of poverty, while employees and regular informal workers with
higher wages and less risk of poverty are more often men
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The challenge is to
open a path to formality
by tackling some of the
structural causes—low
education and health
and low-productivity
sectors—while also
providing options for
social protection, with
a flexible mix that might
combine contributory
and noncontributory
systems to ensure
financial sustainabhility
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higher quality goods, acquire new technology
and skills and enhance voice and agency, in-
creasing their bargaining power and increasing
political clout.

Technology can help in the move from infor-
mality towards better protection for workers.
Many modern business models rely on the
collection and use of large amounts of data on
the actions of consumers and workers. Such
data could improve conditions for informal
workers. Apps and sensors can make it casier
for companies and social partners to monitor
working conditions and labour law compliance
in supply chains. Governments can invest in
incubating and testing digital technologies,
including blockchain, that could support social
security payments for those working on labour
platforms.”

Making finance inclusive

Financial development can enhance econom-
ic development by reducing asymmetries of
information, resolving problems of scale and
reallocating capital efficiently.” Still, ques-
tions remain about whether too much finance
increases inequality and, perhaps more impor-
tant, what type of finance is most inclusive.”
Empirical evidence is mixed. Some studies
find that financial development reduces ine-
quality, especially in developing countries.” But
others find that financial deepening increases
inequality in both developing and developed
countries.”® Possible channels of increasing ine-
quality, beyond the creation of rent by financial
institutions, are the rising compensation of
executives at the top of the distribution and the
increased indebtedness at the bottom.”” The
Bank for International Settlements has revisit-
ed the question, focusing on financial structure
and its relationship to inequality.”® Looking at
97 countries (both developed and emerging
economies), it found a nonlinear relationship,
with financial development reducing inequality
up to a point and increasing it afterwards.”
Analysing the composition of financial flows
provides a more granular notion of finance
than simply considering the amount. It also
sheds light on mechanisms connecting finan-
cial growth and inequality besides those assum-
ing that all credit goes to productive uses.'”
Dividends, rental income, and interest and
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financial fees deliver capital gains mainly to the
wealthy. In some cases the key increase in finan-
cial gains has favoured the top 20 percent of the
income distribution—the professional-mana-
gerial class—rather than the top 1 percent.'”" In
the euro area, wealth inequality is closely linked
to capital gains on equities (stocks), which ben-
efit the top of the distribution.'”® In contrast,
credit for productive activities leads to broader
gains in income for most of the labour force.'*

Productive credit had a positive effect on
economic growth in 46 countries (both devel-
oped and developing, including some least de-
veloped countries).!” Combined with the link
between credit use and inequality, this evidence
strengthens the case for policies that encourage
financing for productive purposes.'” An effec-
tive banking and financial sector regulatory
framework is also important to the extent that
it can prevent banking or financial crises—both
of which can be very regressive, depending on
the way the crises are resolved.

Antitrust policies for greater equity

Rising market power of firms (measured by
markups) in recent decades has gone along
with the reduction in labour’s share of income
and, in many cases, increases in inequal-
ity (chapter 6).° The increase has been led
by firms at the top 10 percent of the markup
distribution (figure 7.6), with information and

FIGURE 7.6

The rising market power of firms in recent decades
has been led by firms at the top 10 percent of the
markup distribution
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communication technology—intensive firms in-
creasing their markups significantly more than
the rest (chapter 6).!

Greater market power for firms can increase
inequality, when shareholders and executives
accumulate more wealth than workers.!’
Some evidence suggests that antitrust policies
could redistribute wealth without the indirect
costs of taxation and have a positive effect on
the economy as a whole.'”” Market concentra-
tion can affect poor households significantly
(box 7.6). For those with fewer options to
diversify expenditure, lower purchasing power
as a result of anticompetitive practices, such
as collusion and monopoly, translates into
reduced capabilities."” But caution is needed
when assessing concentration in various mar-
kets. An increasing concentration of revenues
nationally does not necessarily imply more
market power. In many cases geographic mar-
kets for products are local, but concentration is
measured nationally, so it reflects a shift from
local to national firms rather than market pow-
er. This requires looking at individual markets
in more detail. Markups are also difficult to
observe objectively, as different assumptions
and measurement methods lead to different
results for markup levels and trends.'"! There
is also a difference between efficient concen-
tration—due to intense price competition,
investment in intangibles and rising produc-
tivity of leading firms—and inefhicient concen-
tration—when leading firms are entrenched
with less competition, higher barriers to entry,
lower investment and productivity growth,
and higher prices.'?

Where concentration is inefficient, several
policies are available to reduce it and its neg-
ative impacts on inclusive growth. The most
basic antitrust policy is the detection and
sanctioning of collusion. In many countries
cartels are already illegal, but more resources
could be devoted to enforcement. Mergers are
another route to market concentration, and
stricter merger enforcement could help tackle
rising market power by posing legal challenges
to mergers that may stifle competition. Policy
can also prevent dominant firms from using
their position and network effect to exclude
their competitors from markets, by investigat-
ing such cases more rigorously. Other policies
include reducing the licencing requirements in

certain occupations and the legal restrictions
that protect the position of incumbent firms
and regulating monopolies through prices or,
for technology firms, through rules on data
ownership, privacy and open interfaces.'?

With the legal principles behind antitrust
law varying by country, global firms face het-
erogeneous regulations. Over the last few years
European regulators have been particularly
active in scrutinizing potcntial anticompetitive
practices of big tech companies—for exam-
ple, the European Commission fined Google
€8.25 billion in 2017-2019.114

Fiscal progressivity for
sustainable development

Redistribution through taxation and public
spending is a key determinant of inequality,
not just of income inequality but also of capa-
bilities affected by education, health care and
other publicly provided services. Several of the
policies discussed in the first half of this chapter
would likely be making larger claims on public
resources in many countries. Direct income
tax and transfer schemes thus matter not only
because they tend to reduce disposable income
inequality. Spending on in-kind transfers
such as education and health can also reduce
inequalities in capabilities, in turn reducing
income inequality. Importantly, reductions in
inequalities in income and opportunity can
also reinforce each other.

The effect of redistribution on income in-
equality can be seen by comparing inequality
before and after taxes and transfers (direct and
in kind). While the analysis of the impact of
redistribution can be affected by differences
in income concepts and definitions relating to
“before” and “after” taxes and transfers (see spot-
light 3.3 at the end of chapter 3), the effects can
be sizable. There generally is evidence of larger
effects of redistribution in developed countries
than in developing countries (box 7.7).

Nora Lustig’s fiscal incidence analysis has
illuminated several features of the impact of
fiscal redistribution in low-income and emerg-
ing economies.'”® Her analysis goes beyond
direct taxes and transfers (and pensions),
which dominate the literature, to add both
indirect taxes and estimates of the monetized
benefits accruing from the public provision of
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BOX7.6

How market concentration can disproportionately affect poor people

Not

1. Creedy and Dixon 1998; Urztia 2013. 2. Atkin, Faber and Gonzalez-Navarro 2018; Busso and Galiani 2019. 3. Aradillas 2018. 4. The reduction in Gini 0.32 point is on a 0—100 scale. See details in Rodriguez-Castelan and others (2019).
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A grasp of the distributive effects of competition is central to policymaking.
Poorer households are typically the most affected by market concentration
because they consume a more homogeneous set of goods, have less op-
portunity to substitute consumption and have limited access to markets.!
Inducing more competition in concentrated markets could reduce poverty,
increase household welfare? and boost growth and productivity.

Mexico is well known for its history of monopolies, including Telmex
for fixed-line communications (privatized in 1990) and an oligopaly in corn
products, an important household staple. Plagued by low productivity and
limited innovation that have resulted in high prices for consumers, these
monopolies have become an integral part of Mexico's paradoxical growth,
leading to an average 98 percent markup in goods across households, ac-
cording to recent estimates.

One study using the Welfare and Competition tool to simulate the dis-
tributional effects of a rise in competition in mobile telecommunications and
corn products in Mexico found that increasing competition from 4 to 12 firms
in the mobile telecommunications industry and reducing the market share of
the oligopoly in corn products from 31.2 percent to 7.8 percent would reduce

the poverty headcount by 0.8 percentage point and the Gini coefficient by
0.32 point (box figure 1).4

In mobile telecommunications relative gains are fairly evenly distribut-
ed across income groups. For corn products a decline in market concentra-
tion would benefit households at the bottom of the income distribution more
(inrelative terms), since they allocate a larger share of their consumption to
these products. Corn is especially relevant in the diet for low-income groups
in Mexico, therefore, for households in the four lowest deciles, moving from
a concentrated market to perfect competition would increase their average
income by 1.6-2.9 percent (box figure 2). By contrast, the increase among
households in the three highest deciles would be only about 0.4 percent
(though the absolute impacts increase in higher income deciles).

Competition-enhancing policies that reduce concentration in key markets
can benefit households. The hypothetical case shows that market concentra-
tion in key sectors of the Mexican economy reduces welfare, especially among
poor and vulnerable households. Moving towards competitive markets, among
the main objectives of the Mexican government, requires removing market
imperfections and economic distortions to enhance economic performance.

Box figure 1 Mexico: Expenditure share in mobile communications and corn, by income decile

Expenditure share by decile (percent)
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Note: The simulation relies on the assumption that the mobile telecommunication market behaves as an oligopoly and that corn markets mimic a partial collusive oligopoly. The price elasticity of demand is estimated to

be -0.476 for mobile communications and -0.876 for corn products.
Source: Rodriguez-Casteldn and others 2019.

Box figure 2 Mexico: Relative impact on household budgets after moving from a concentrated market to perfect competition by income decile

Relative impact on household budgets by income decile (percent of average income)
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BOX 7.7

The power of fiscal redistribution

Fiscal policy can do much to address inequality in in-
come and opportunity. A comparison of income inequal-
ity across advanced and emerging economies shows
the redistributive role of direct tax and transfer systems
(box figure 1). While direct taxes and transfers in ad-
vanced economies reduce the Gini coefficient by 0.17
point (from 0.48 to 0.31), they reduce it much less, by
0.04 (from 0.49 to 0.45), in emerging and developing
economies, which include Latin American countries with
some of the highest income inequality in the world. So,
on average, the redistributive impact of direct income
taxes and transfers explains nearly all the difference in
disposable income inequality between advanced and
emerging economies.

The redistributive reach of fiscal policy is greater
when the analysis includes the impact of in-kind public
spending on education and health. For instance, rising
spending on education has been instrumental in in-
creasing access to education and reducing inequality of
education outcomes. As more educated cohorts enter
the labour market, income inequality decreases as the
inequality of education outcomes falls and the higher
human capital stock leads to a reduction in returns to
high skills. The decline in education outcome inequality
reduced disposable income inequality in emerging and
developing economies over 1990-2005 by an estimat-
ed 2-5 Gini points on average (box figure 2). In Latin
America improved education outcomes have been the

David Coady, Fiscal Affairs Department, International Monetary Fund

dominant factor in recent decreases in income inequal-
ity From an inclusive growth perspective, expanding
access to human capital is a win—win prospect.

Box figure 1 Redistributive direct taxes and
transfers explain nearly all the difference in
disposable income inequality between advanced
and emerging economies

@ Advanced economies
@ Emerging markets

Income inequality
(absolute reduction in

Gini coefficient) and developing countries
— e @04
‘ 0.45
0.31
Before After

Note: Emerging markets and developing economies are Argentina, Armenia,
Plurinational State of Bolivia, Brazil, Chile, Colombia, Costa Rica, Dominican
Republic, Ecuador, El Salvador, Ethiopia, Georgia, Ghana, Guatemala,
Honduras, Indonesia, Islamic Republic of Iran, Jordan, Mexico, Nicaragua,
Peru, Russian Federation, South Africa, Sri Lanka, United Republic of
Tanzania, Tunisia, Uganda, Uruguay and Bolivarian Republic of Venezuela.
Source: Based on IMF (2017a).

Box figure 2 Absolute decrease in Gini for disposable income due to reduced inequality in education outcomes

(absolute decline in Gini for disposable income, 1990—-2005)
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Source: Coady and Dizioli 2018.

Note
1. Azevedo, Inchauste and Sanfelice 2013.

Chapter 7 Policies for reducing inequalities in human development in the 21st century: We have a choice

24



From the perspective

of fiscal effort, many
countries have the
scope to increase
redistribution by

increasing tax revenues
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health and education services (which consume
much more government resources than either
direct transfers or pensions). It confirms that
fiscal redistribution is a powerful tool to redress
income inequality."® Net direct taxes and gov-
ernment spending on health and education are
always equalizing forces (measured as the mar-
ginal contribution to reduce inequality). Even
indirect taxes equalize more often than not.
The equalizing effect of health and education
spending (including tertiary education in some
countries) is particularly relevant: Not only are
they a more powerful equalizing force, but they
also bolster human development capabilities.'"”

The impact of fiscal policies varies considerably
across countries. This variation can be explained
by differences in the size of the taxes and transfers
budget—that is, fiscal effort—and differences in
the progressivity of taxes and transfers—that is,
fiscal progressivity (see also spotlight 7.3 at the
end of the chapter).

From the perspective of fiscal effort, many
countries have the scope to increase redistribu-
tion by increasing tax revenues. A recent study on
whether (personal income) tax rates are optimal
for maximizing revenues, which depends on how
responsive revenues are to taxes, found that tax
rates were significantly below optimal levels in
all the countries examined, implying that they
could raise tax rates and still increase revenue.!'®
Some studies have also found that the decreasing
progressivity of taxation in many countries was
not associated with higher economic growth.'”

FIGURE 7.7

Hence, all the countries included in the study
had room for more redistribution.!®

But tax rates have been declining. For exam-
ple, the top marginal personal income tax rate
has tended to decline in both developed and
developing countries over the past few decades
(figure 7.7). Corporate income taxes have also
fallen since 1990, in both developed and devel-
oping countries.'*!

Several domestic factors might explain to-
day’s low tax rates (chapter 2)."** And tax com-
petition among countries may also have been a
factor, especially for corporate income taxes, as
discussed below.

Recent policy debates have returned to taxes
on wealth, intended to both raise public revenue
and lower inequality (by flattening the wealth
gradient and by using the funds raised for pub-
lic social services expenditure or infrastructure
investment). The advantage of taxing wealth,
especially real estate, is that it is harder to hide
than income, to a point. Wealth taxation is also
very progressive due to the very high concentra-
tion of wealth at the top. However, the reporting
of wealth could fall by as much as an estimated
15 percent in response to such a tax. And of 12
countries with a wealth tax in the 1990s, only 3
(in Europe) still have the measure in place.' This
is due partly to concerns about efficiency and
potential distortive effects on the economy.'**
The OECD recommends a low tax rate targeted
at the very wealthy, with few exemptions and the
possibility of paying in instalments.'*

Top personal income tax rates have declined around the world
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Source: International Monetary Fund Fiscal Affairs Department's Tax Policy Reform Database.

HUMAN DEVELOPMENT REPORT 2019



However, analysis of progressivity must go
beyond the progressivity of individual taxes—
or even aggregate taxes. It is not enough to look
solely at the progressivity of individual tax rates
because fiscal systems are designed with both
revenues and expenditures in mind. The pro-
gressivity of net transfers is more informative
than the progressivity of the individual taxes
and transfers. For example, even an efficient but
regressive tax—such as a typical value added
tax—can be equalizing if it is complemented by
transfers that target poor people.'*

Assessments of fiscal redistribution should
thus consider both taxation and spending to-
gether.'” Public policy can also maximize the
impact of redistribution through deliberate
design of how resources are allocated to different
groups in society and to different areas of spend-
ing. Fiscal policy should tilt towards greater
spending on the lower deciles, through more
transfers (both direct and in kind) to the lower
deciles or through greater spending on pro-
grammes to support disadvantaged groups and
communities. Investments in public goods—
including the education system, infrastructure,
sanitation and security—could also dispropor-
tionately benefit people in lower deciles who
would otherwise not have access to such services.

Regardless of the type of tax, support for
redistribution has strengthened since 1980—at
least in OECD countries. The OECD’s new
Risks that Matter survey asked more than
22,000 people in 21 countries about their per-
ceptions of social and economic risks, how well
they think their government addresses those
risks and their desired policies and preferenc-
es for social protection. In almost all OECD
countries more than half the respondents—
especially older and low-income ones—think
their government should do more for their eco-
nomic and social security, though this does not
necessarily imply support for higher tax rates.'*®

In sum, redistribution can be a powerful in-
strument to redress inequalities in both income
and capabilities. Fiscal effort is one part of this
tool. The other side of redistribution is fiscal
progressivity, how net transfers are allocated—
to whom they are transferred and how and on
what public services they are spent on and for
whose benefit. Decomposing these two aspects
shows great variation—and thus suggests mul-
tiple options for countries to consider—in the

mix of policies to pursue to redress inequality.
What is clear is that the social value of redistri-
bution increases where inequality is higher (see

spotlight 7.3 at the end of the chapter).

New principles for
international taxation

Globalization and the increased integration of
countries have meant more than just increased
flows of goods, services, finance and people.
Decisions by corporations on how they struc-
ture their supply chains can shape investment,
production, trade, migration and taxation
around the world. Global value chains define
modern manufacturing production especially
and in recent decades have been accompanied
by the distribution of research and develop-

ment'?

and other segments of the value chain.
Multinational corporations distribute activities
in cities and countries to take advantage of
differences in costs, availability of skills, inno-
vation capabilities and logistical advantages.

Evidence suggests that the domestic spillo-
ver of global value chains have contributed to
significant gains in productivity and incomes
in many economies.'”® There can also be an
association with increasing inequality in some
developing countries, through the skill premi-
um, and in developed economies, if jobs are
displaced.”" So a more integrated global econ-
omy also requires international cooperation
and rules to ensure fair play and to avoid a race
to the bottom in taxes (particularly corporate
income taxes), disclosure and regulations.'*

Thus, international tax cooperation must en-
sure that transparency is maintained in order to
detect and deter tax evasion; that multinational
corporations are prevented from shifting profits
to no- or low-tax jurisdictions; that countries
can get their fair share of taxes, especially with
the advent of new digitally intensive business
models; and that countries, particularly devel-
oping countries, can develop capacities to deal
with these challenges.'?

Wealthy people can use offshore centres to
hide their money and reduce their tax burdens.
The wealth of individuals in offshore centres
in 2014 was an estimated $7.6 trillion, more
than the capitalization of the world’s 20 larg-
est companies or the accumulated assets of the

wealthiest 1,645 people (figure 7.8). In April

A more integrated

global economy also

requires international
cooperation and rules

to ensure fair play

and to avoid a race to

the bottom in taxes

Chapter 7 Policies for reducing inequalities in human development in the 21st century: We have a choice

243



244

International tax
rules also need

to be modified to
capture new forms
of value creation
in the economy

FIGURE7.8

Offshore wealth is bigger than the value of top
corporations or of billionaires
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Source: Based on Zucman (2015), Forbes and the FT 500.

2016 the Panama Papers offered a glimpse into
the extent of the problem. The fiscal cost to na-
tional governments has been estimated at more
than $190 billion a year.'**

And because capital is mobile, large multi-
national corporations often have an advantage
over national governments in determining how
much and where they pay their taxes. In August
2016 the European Commission determined
that the effective corporate tax rate Apple paid
was 0.005 percent in fiscal year 2014, thanks
to a special tax regime in Ireland, where profits
from sales across Europe could be recorded.'®

In 2015 an estimated 40 percent of the prof-
its of multinational firms globally were attrib-
uted to no- or low-tax jurisdictions.'* In some
low-tax jurisdictions, too, government revenues
have increased as tax rates have fallen.’”” Where
the profits thus attributed are not generated
by underlying economic activities, the practice
is harmful. In such cases governments in the
countries where the underlying economic activ-
ities are conducted lose tax revenue. Moreover,
the firms are not shifting productive capital—
which could raise wages and reduce inequality
in the receiving countries—but shifting profits
on paper. The benefits to such countries are
typically narrowly concentrated.

Significant efforts have been made in the last
decade to combat tax evasion'®® by wealthy
individuals, most notably through the par-
ticipation of more than 100 jurisdictions in the
Global Forum on Transparency and Exchange

HUMAN DEVELOPMENT REPORT 2019

of Information for Tax Purposes (Global
Forum). Besides exchanges of information on
request, a significant step towards tax trans-
parency has been achieved through automatic
exchange of information frameworks such as
the Common Reporting Standard under the
Global Forum and the US Foreign Account
Tax Compliance Act. The first wave of auto-
matic exchange of information reporting in
2017, and the bulk following in 2018, allowed
information on 47 million offshore accounts—
with a total value of around €4.9 trillion—to be
exchanged for the first time.

Also stepping up is global coordination to
combat base erosion and profit shifting by
corporates, most notably through the Group of
20-OECD BEPS Project. The project address-
es tax avoidance by establishing internationally
agreed standards backed by peer review process-
es to root out harmful tax practices and ensure
that profits are taxed where the economic activ-
ities giving rise to them are conducted.'” It in-
cludes the review of preferential tax regimes by
the Forum on Harmful Tax Practices. Where a
regime is assessed by the forum as harmful, the
jurisdiction is required to amend or abolish the
regime or face being put on blacklists, which
could come with punitive consequences. Many
jurisdictions have since amended their tax laws
in line with the internationally agreed stand-
ards under the project.

International collaboration and collective ac-
tion have thus addressed harmful tax practices
and enhanced tax transparency. But more needs
to be done. Corporates and wealthy individuals
bent on evading or avoiding taxes will continue
to exploit loopholes in the current international
tax framework. For example, individuals could
use residence and citizenship by investment
schemes, often referred to as “golden passports,”
to avoid disclosure of their offshore assets.!®
Potential tax evaders could also hide wealth
in cryptocurrencies and physical assets, which
the automatic exchange of information frame-
work does not currently cover.'*! Information
exchanges can also be asymmetrical, with ju-
risdictions collecting more information from
overseas on its own taxpayers but sharing little
the other way.'®

International tax rules also need to be mod-
ified to capture new forms of value creation in
the economy. With digitalization, firms today



no longer need to maintain a physical operat-
ing presence to sell their goods and services.
Business models based on digital networks can
also generate value through active and mean-
ingful interactions with a vast consumer or
user base. Some take the view that jurisdictions
where users are located should be allowed to
tax a proportion of those businesses’ profits.'*
Discussions at the Group of 20 and OECD
have also expanded beyond digitalized business
to include broad-based changes to the entire
economy to reallocate profits and taxing rights
to market jurisdictions."**

Any major revisions to international rules on
corporate taxation should be shaped by clear
principles. A fair playing field is needed to tack-
le tax avoidance without reducing the incentive
for countries to invest in their competitiveness
and capabilities for value creation and without
losing the substantial efficiency gains brought
by global value chains.

Beyond tax rules aimed at new business mod-
els, a further option being debated is an across-
the-board minimum tax rate.'”> Differential
tax rates might also be used to stimulate invest-
ments to fight climate change.'* Developing
countries should have an active presence in
these definitions. The Inclusive Framework
on BEPS is an effort in that direction, but the
United Nations remains a far more inclusive
forum for these deliberations. The principles of
efhiciency and equity, from a global perspective
this time, must be central in this debate.

Postscript: We have a choice

Big strides have been made in advancing human
development and in enhancing capabilities over
the past three decades. But progress has been
uneven. Large gaps exist between and within

countries in how long and how healthily people
can expect to live, how much they can learn and
how high their overall standard of living can
be. Some of the gaps are shrinking, especially
in basic capabilities such as life expectancy at
birth, access to primary education and basic
connectivity through technologies such as mo-
bile phones. But not fast enough: The world in
not on track to eradicate basic deprivations by
2030. And in the meantime, gaps in enhanced
capabilities are growing—Ilife expectancy at
older ages, access to higher education, advanced
skills and the use of frontier technologies.

It is possible to reduce inequalities in human
development in a sustainable way. Because
each country has its own specifics, there is no
universal route. While the impacts of climate
change and technology are universal, they also
vary in how they affect countries. Thus, various
elements are needed to design a country-spe-
cific path based on a diagnosis of the drivers
of inequality along each of the dimensions
considered in this Report (and others). Among
the array of policies available in each dimen-
sion, countries need to choose ones that are
most appropriate and politically feasible. Their
choices should be driven by a pragmatic view of
what could work given their context and insti-
tutions. Those at the bottom of the distribution
of income or capabilities care about narrowing
the difference with those at the top, not about
the policy used. So countries need to measure,
evaluate and, when needed, adjust.

Much can be done to reduce inequalities in
human development. This Report intends to
help policymakers and stakeholders everywhere
understand the challenges they confront with
long-standing and new inequalities in human
development—and the options available to ad-
dress them. There is nothing inevitable in how
these inequalities will evolve in the 21st century.

This Report intends

to help policymakers

and stakeholders
everywhere
understand the
challenges they
confront with long-
standing and new

inequalities in human

development—and
the options availabl
to address them
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Spotlight 7.1

Addressing constraints in social choice

A full-fledged universal system is demanding.
Even if resources are available, reducing inequal-
ities in human development is a social choice.
Politics and context matter. They have interests
and identities. Elements conditioning choices in-
clude history and social norms, the prevalence of
inequality, and the overall resources available and
competing claims on their use."”” Social norms,
in particular, are hard to change.'® Even with
legislation setting equal rights, society might
close and open doors selectively. This Report’s
analysis of gender inequality shows that reac-
tions often become more intense in areas where
more power is involved, potentially culminating
with a backlash towards the very principles of
gender equality (chapter 4). Explicit policies for
destigmatization and recognition of low-status
groups are relevant to reduce inequalities.'*
One challenge in several developing countries
is how to enhance the existing coverage and
quality of services already provided to those
at the bottom. In many cases this challenge
emerges after targeted programmes, such as
conditional cash transfers, have already pushed
forward advances in basic capabilities. *° Those
higher up the income ladder may have expand-
ed their access to enhanced capabilities in the
meantime. The middle class may be caught in
between. What could be the next steps?

FIGURE S7.1.1

Figure $7.1.1 identifies three schematic tra-
jectories for extending both the coverage and
the quality of social services, describing some of
the political challenges potentially associated
with each:

* Top-down extensions of benefits associated
with a small formal workforce may be dif-
ficult to implement because those already
benefiting (at the top) have little incentive to
extend services to those below them if they
fear that it will reduce quality. Instead, they
may press to expand the benefits they already
have, even if this requires higher payroll con-
tributions. They often have the resources to
opt out.

* Starting from the bottom of the income lad-
der can also be challenging if the middle class
avoids using services perceived as tailored
for poor people, preferring to use market
options instead. The upper middle class can
also oppose financing services that benefit
other groups.

e Starting with a unified system that initially
covers nonpoor but vulnerable individuals
such as formal workers with low wages,
policies can then be expanded upward and
downward, as long as there is an emphasis
on quality (thus providing incentives for
high-income individuals to participate, while

Strategies for practical universalism in (unequal) developing countries

Top-down Bottom-up Lower middle-up and
trajectory trajectory down trajectory
Quality
Wealthy and high Low | [ High
income
v

Middle income
Poor v

Hard to expand, as it would
compromise quality.

Effective to address urgent needs.
But hard to expand because of
resource constraints and because
low quality does not attract
participation of the middle class.

Relatively high quality can attract
high-income groups to join middle
class. This might be used to finance
expansion to the poor (interclass
alliance).

Source: Human Development Report Office, based on the discussion in Martinez and Sénchez-Ancochea (2016).
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allowing expansions to poor people). This

approach, successful in Costa Rica, reduces

the risk of creating different programmes for
poor and nonpoor people.

In the end the road to universalism may
depend on a combination of the three trajec-
tories, specific to each context. For instance,
countries where social insurance reaches less
than 20 percent of the population require a
very different policy trajectory from those
where social insurance reaches more than
60 percent. Building broad support requires
that revenues be generated from a diversity
of sources, including copayments for those
who can afford them, payroll contributions
(depending on the proportion of formal work-
ers) and general taxes. In countries with deep
horizontal inequalities, it is also important to
create stakeholders in different communities
and to avoid the identification of services with
specific groups.

In developed countries the challenge may be
to keep social policies that provide enhanced
capabilities to the broadest base. Those systems
are sustainable to the extent that they work for
most of the population, and particularly for the
middle classes. That has been eroded recently in
some OECD countries, where the middle class
perceives itself as progressively left behind in
real income, affordable access to quality educa-
tion and health, and security."™

FIGURE S7.1.2

In developing countries the challenge is to so-
lidify social policies for a still vulnerable middle
class. In Latin America there is evidence that
the middle class pays more than it receives in
social services. That, coupled with perceptions of
low-quality education and health services, feeds
resistance to further expanding social policies.’*
One consequence is the preference for private
providers: The share of students going to private
school for primary education in Latin America
rose from 12 percent in 1990 to 19 percent in
2014."53 The larger the share of the private sector,
the larger the segmentation in social services for
different groups.'* A natural response would be
to add resources from those at the top. But those
groups, while a minority, have often been an ob-
stacle to expanding universal services, using their
economic and political power through structural
and instrumental mechanisms (figure $7.1.2).1%°

What to do about all this? Overcoming a
narrative of tradeoffs between efficiency and
redistribution would be a first important step
because gains in equality in human develop-
ment and productivity can march together
under some policies. Strengthening the capac-
ity and autonomy of the state to reduce the
ability to turn economic power into political
power could also help—through transparency,
promotion of a free independent press and
opening of space for a range of actors to act and
engage in productive social dialogue.'>®

Power of the economic elite and action mechanisms

Structural - Threat of withholding investment as a
power response to state decisions

- Lobbying
- Control of the press
Instrumental - Funding of electoral campaigns and/or political parties
power - Creation of pro-business political parties
- Promotion of “revolving doors” for politicians
- Promotion of pro-business think tanks

Note : “Structural power” comes from the elite’s control of business decisions and its influence on investment—and economic growth. “Instrumental power” refers to the
private sector's active engagement in the political process through lobbying, publicity, and other tools that many other members of society may not have.
Source: Adapted from Martinez and Sénchez-Ancochea (2019), based on Fairfield (2015) and Schiappacase (2019).
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BOX S7.1.1

I
Being right is not enough: Reducing inequality needs a movement from below Ben Phillips,
author of the forthcoming book

How to Fight Inequality (Polity Press, October 2020)

Itis a remarkable achievement. Just a few years ago there was no consensus
that inequality needed to be tackled. Now inequality is recognized as harm-
ful and dangerous by mainstream economists, the International Monetary
Fund, the Organisation for Economic Co-operation and Development and
the World Bank. And all governments have, in adopting the Sustainable
Development Goals, pledged to reduce inequality.

But winning on words has not meant winning on action. Inequalities
continue to worsen, and the broad thrust of government action is at best
insufficient to address them. The mainstream consensus has shifted to rec-
ognize the inequality crisis without a sufficient shift in action. The problem
in beating inequality is not being unsure of what needs to be done; it is not
gathering the collective power to overcome those stopping it.

Some leaders made commitments to tackle inequality without a determined
intention to implement them, but even when leaders are more inclined to effect
change, they cannot act without the wind at their back that ordinary people,
when organized, can give them. Remember the story of US President Lyndon
Johnson telling Martin Luther King, Jr., “I know what | have to do, but you have
to make me do it.” Politicians are under so much pressure from the ever more
powerful 1 percent that even the best-intentioned ones need pressure.

Inequality is so hard to break because it is a vicious cycle. The power im-
balance that comes with the concentration of wealth—and its interaction with
politics, economics, society and narrative—enables the further concentration
of wealth and a worsened power imbalance. The imbalance of power is what
matters for fixing the injustice. As history shows—in the birth of the European
welfare state, the US New Deal and Great Society, free education in Kenya, the
National Rural Employment Guarantee Act in India, free HIV medicines in South
Africa and the declines in inequality in Latin America in the early 21st century—
the momentum for action to tackle inequality requires pressure from below.

How can inequality be beaten again? Three key lessons stand out from
research and observation.

Overcome deference

The first lesson is to overcome deference. John Lewis, who helped lead
the US civil rights movement, describes how, as a child, he was urged by
his mother, “Don't get in the way; don't get in trouble.” But as a teenager,
inspired by activists fighting inequality, he realized that making change re-
quired him to “get in trouble, good trouble, necessary trouble.” So too with
South Africa’s Treatment Action Campaign for access to antiretroviral med-
icines, the Gambia’s Has Decided movement to ensure that the loser of the
election there stood down as promised and Bolivia's landless workers, who
demanded access to land. All were treated as troublemakers before they
were recognized for prompting needed change. So too were the suffragettes,
who struggled for women's right to vote. Resistance does not always work,
but acceptance never works. And no one gets to initiate major social shifts
without being criticized—that is part of the journey to greater equality.

Build collective power
The second lesson is to build collective power by organizing. As the saying
goes, “There is no justice, just us.” But “just us"—organized—is powerful. Jay

Naidoo, who led the trade union movement that helped bring down apartheid
in South Africa, emphasized that “power is built at the grassroots, village by
village, street by street.” Organizing is not just about marches. It is about the
whole process, about what happens between the most visible moments. It is
about people forming groups so they can be strong enough to act and be harder
to ignore, suppress or exploit because they have collective power. In Nepal the
Mahila Adhikar Manch, a grassroots women's movement, started as communi-
ty- and district-level women'’s forums, organizing local campaigns on violence
against women. After six years of grassroots actions, community leaders came
together for two days’ deliberations and formed a national secretariat. Since
then Mahila Adhikar Manch has grown to be a membership-based organization
that has spread to more than 30 districts with 50,000 members.

Old divides across groups need to be broken down to form a winning coali-
tion. The Usawa (“equality”) Festival in Nairobi deliberately brings together rural
and urban, young and old of all communities in a common celebration and plan-
ning process, because only by breaking down barriers and building community
can it build the unity needed for change. So too the dividing line between unions
and social movements has never been wide when they have been at their most
effective. The movement in El Salvador to protect water as a public good has
been effective, its leaders note, only because it brought together such a broad
range of the church, social movements, academics, resident groups and non-
governmental organizations—a narrower coalition would not have been strong
enough to win. William Barber Il calls these movements “fusion coalitions”
because their power comes from bringing so many different groups together.

Build a new story

The third lesson is to build a new story of society. Previous victories against in-
equality built one, and a new one is needed again. Such a new story will not be
built in policy papers. The Mexican social movement secured the passing of a
labour law reform, ensuring domestic workers access to social security and the
right to paid holidays, due in part to the popularity of the movie Roma, which
has no explicit policy message but moved millions to understand with greater
empathy the likes of domestic workers. Similarly, a new narrative is needed
to shift from the old Millennium Development Goals to the new Sustainable
Development Goals, which embody a new vision of mutuality. But it requires
a new narrative to bring it alive. Possible parts of the story might assert that a
good society is about the values we want to live by and the relationships we
want to have, that we need a ceiling as well as a floor and that our society and
economy are something we build together. In Laudato Si Pope Francis set out a
vision of community over competition, dignity over materialism.

The shift in recognizing the problem of inequality and the formal commit-
ment to tackle it have been necessary but insufficient conditions for tackling
inequality. Likewise, analysis of the trends and impacts of inequality and pol-
icy advice on how to tackle it are vitally important but not enough. The one
generalizable lesson of social change seems to be that no one saves others;
people liberate themselves by standing together. Change can be slow, and it
is always complicated and sometimes fails—but it is the only way it works.
Change is not given; it is won. By overcoming deference, building collective
power and building a new story, inequality can beat inequality.
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Spotlight 7.2

Productivity and equity while ensuring environmental sustainability

The analysis in this chapter assumes room for
economic growth along pathways that combine
equity and increases in productivity. But over
the next decades countries will face demands
for different patterns of development to keep
global warming below 2°C.!

So countries may need to recalibrate the tools
used to promote both equity and productivity
in a more sustainable way, and new opportu-
nities may lay therein.” The question is how to
make room for the expansion of productivity
in a way that does not destroy the planet. The
consensus expressed by the Intergovernmental
Panel on Climate Change is that the world
needs to decarbonize the economy, reaching
net zero emissions by mid-century.® This
requires a shift in patterns of consumption,
employment and production and in the struc-
ture of government taxes and transfers, with
significant implications for the distribution of
income and human development.

Take, for instance, carbon prices—either
through a carbon tax or a market-based emis-
sions trading scheme. By raising the relative
price of carbon-emitting activities to better
reflect the social damages of carbon, incen-
tives to produce less carbon would be in place.
The United States pioneered successful mar-
ket-based trading schemes for some pollutants,
notably sulphur dioxide, nitrogen oxides and
leaded gasoline.* The largest emissions trading
scheme for carbon is the European Union
Emission Trading Scheme, but other jurisdic-
tions are either planning or considering carbon
pricing as a way to meet their commitments un-
der the Paris Agreement of the United Nations
Framework Convention on Climate Change,
which represents 55 percent of greenhouse
gas emissions.” Still, only about 20 percent of
global greenhouse gas emissions are covered by
one of the 57 carbon pricing initiatives either
in operation or scheduled for implementa-
tion.® Administered across 46 national and
28 subnational jurisdictions, these initiatives
generated approximately $44 billion in 2018,
up $11 billion from 2017.” Carbon prices vary
widely, from less than $1 per tonne of carbon
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dioxide equivalent to $127.8 Only 5 percent of
greenhouse gas emissions are covered by a car-
bon price considered high enough to achieve
the goals of the Paris Agreement.” About half
of emissions covered by carbon pricing are
priced at less than $10 per tonne of carbon di-
oxide equivalent, well below what is considered
necessary to fight climate change.'

Raising the price of carbon, seen in isola-
tion, may be considered regressive since poor
people generally spend a greater share of their
income on energy-intensive goods and services
than rich people do."! Some research paints
a more nuanced picture: an inverse U-shape
relationship between energy expenditure share
and income, leading to suggestions that carbon
pricing can, on average, be regressive for coun-
tries with an income per capita above roughly
$15,000 but progressive for poorer countries.'*
However, the inequality impact of fiscal re-
distribution measures should not be seen as
piecemeal and isolated from how the collected
funds are to be used and how the incidence of
taxes is implemented, as discussed in chapter 7.
Nothing mechanical determines that pricing
carbon must be regressive.

Carbon pricing can, for instance, reduce
inequality if the revenues from a carbon tax are
returned to taxpayers according to a budget-neu-
tral concept called revenue recycling. One study
in the United States showed that if just 11 per-
cent of revenues were returned to the bottom
income quintile, those households would not be
worse off on average."” The fiscal transfer could
be increased, either through cash transfers or tax
credits, to reduce inequality as carbon emissions
fell. Reductions in energy subsidies function
similarly to the introduction of a carbon tax
because both increase the price of fossil fuels. A
study in India showed that phasing out energy
subsidies and returning the government savings
to people in the form of a universal basic income
would be progressive, significantly benefiting the
poorest, who typically spend far less on energy
than the richest do."

Where ambitious emission reduction targets
are set, carbon pricing can generate sustained
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revenues over decades that could also be spent
on other important areas, such as health and
education.”® And to the extent that those
investments disproportionately benefit poor
and vulnerable people, inequality in human
development could also decline. Some revenue
recycling options reduce inequalities more than
others.'® So carbon pricing using equity-promot-
ing revenue recycling options could be a triple
win: a way to reduce carbon emissions, reduce
or avoid climate-related inequalities and reduce
other inequalities in human development.

Where opportunities for equity-promoting
revenue recycling face real-world constraints,
some have argued for alternatives, such as
establishing sector-specific carbon prices
supplemented by regulation and public invest-
ments.”” If higher carbon prices can be assigned
to different sectors or to different products and
uses where the rich tend to spend, lower carbon
prices can be set in areas where poor people
spend differentially. For a given emissions
reductions target a portfolio of differentiated
carbon prices, direct regulation and investment
means those with higher incomes will ex ante
bear more of the costs of compliance. Such ap-
proaches can alleviate some of the undesirable
distributional impacts of a single carbon price,
especially where the ability to address distribu-
tional concerns ex post are limited.

The other side of the adjustment is in produc-
tion and employment. A drastic reduction in
fossil fuels implies the progressive reduction of
jobs in those sectors. An International Labour

HUMAN DEVELOPMENT REPORT 2019

Organization study projected scenarios of de-
carbonization consistent with limiting global
warming to 2°C (over preindustrial levels). It
found that the net effect on employment by
2030 would be positive, with 24 million jobs
created and 6 million jobs lost. Going beyond
the averages also applies to policies: Even if the
world is better off in employment, the gains
and losses are not equally distributed, and some
communities will be more affected than others.
The management of that dynamic can be very
consequential for human development and for
the political sustainability of the process.'®

Notes

1 Some even argue that economic growth objectives may not
be consistent with keeping global warming below 2°C (Hickel
2019).

2 As proposed, for instance, by advocates of strategies such as
“green new deals.” See UNCTAD (2019) as well as the work of
the New Economy Commission. See also Rodrik (2007).

3 IPCC 2018.

4 Newell and Rogers 2003.

5  World Bank 2019d.

6  World Bank 2019d.

7 World Bank 2019d.

8  World Bank 2019d.

9 World Bank 2019d.

10 World Bank 2019d.

11 Grainger and Kolstad 2010.

12 Dorband and others 2019.

13 Mathur and Morris 2012.

14 Coady and Prady 2018.

15 Jakob and others 2019.

16 Klenert and others 2018.

17 Stern and Stiglitz 2017; Stiglitz 2019a.

18 See discussion on the management of phasing out jobs in
chapter 5 of UNDP (2015).



Spotlight 7.3

Variation in the redistributive impact of direct taxes and transfers in

Europe

David Coady, Fiscal Affairs Department, International Monetary Fund

While the redistributive impact of direct
income taxes and transfers in European coun-
tries is large, so is the variation in the extent of
fiscal redistribution across countries. Euromod
data for 28 EU countries in 2016 shows that
the social welfare' impact of redistributive
fiscal policy (the extent of fiscal redistribu-
tion) is highest (above 35 percent) in Ireland,
Denmark, Belgium, Estonia and Finland and
lowest (below 13 percent) in Greece, Hungary,
Slovakia and Cyprus (figure 7.3.1).

This variation can be explained by differences
in the size of the tax and transfer budget—fiscal
effort—and difference in the progressivity of
taxes and transfers—fiscal progressivity. On aver-
age, countries with higher fiscal effort have lower
fiscal progressivity (figure 7.3.2). For instance,
while Greece, Italy and Hungary have relatively
high fiscal effort, this is offset by their relatively
low fiscal progressivity, resulting in relatively low
overall fiscal redistribution. By contrast, while

FIGURE S7.3.1

Fiscal redistribution in European countries, 2016

Proportional change in welfare

Ireland, Denmark, Estonia and Latvia have rel-
atively low fiscal effort, this is offset by relatively
high fiscal progressivity, resulting in relatively
high overall fiscal redistribution. The relatively
low fiscal redistribution in Cyprus and Slovakia
reflects the combination of low fiscal effort and
low fiscal progressivity. The relatively high fiscal
redistribution in Finland reflects the combina-
tion of high progressivity and fiscal effort.

High progressivity can reflect either of two
factors, or a combination. First, high progres-
sivity may reflect a high share of net transfers
going to lower income deciles—high targeting
performance. Second, high progressivity can
reflect high market (pre—taxes and transfers) in-
come inequality’—high targeting returns, that
is, redistribution has a high social return where
market income inequality is high. So even when
countries have the exact same tax and transfer
policies in terms of fiscal effort and target-
ing performance—for example, where every
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FIGURE S7.3.2

I
Fiscal progressivity and fiscal effort in European countries, 2016
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Market income inequality and variation in fiscal redistribution
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country has the same transfer budget used to fi-
nance a uniform transfer—there can still be sub-
stantial differences in fiscal redistribution across
countries, reflecting solely differences in market
income inequality. On average, 37 percent of
the differences in fiscal redistribution across
countries in figure $7.3.1 is due to differences
in the inequality of market income. Overall,
high fiscal redistribution—countries to the left
in figure S7.3.3—is driven predominantly by
high targeting returns, reflecting high market
income inequality, rather than by differences in
underlying fiscal policies. This is particularly so
for Denmark, Estonia, Latvia and Lithuania.

Chapter 7 Policies for reducing inequalities in human development in the 21st century: We have a choice

Notes

1 Derived using constant elasticity social welfare functions
in which an indicator of inequality can be interpreted as the
social welfare cost of disparities in income distribution.

2 Since there is very little social benefit from redistributing

income in countries where incomes before taxes and transfers
(that is, market incomes) vary little across households, it is
possible that a country with relatively high fiscal effort and
targeting performance can still have low fiscal redistribution
because it has low market income inequality. Conversely, is

it also possible that a country with low fiscal effort and tar-
geting performance can have high fiscal redistribution simply
because it has high market income inequality.
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Notes

Overview

1

12
13

Sources for most data and factual
statements in this overview are
included in the Report but are included
here where precision or qualifications
are important.

Estimates for the United States, based
on Chetty and others (2016). Kreiner,
Nielsen and Serena (2018) argue that
these results overestimate life expec-
tancy gaps across different income
groups because they ignore income
mobility (by their method, the overesti-
mation could be as high as 50 percent),
but they also find that these gaps have
been increasing over time and that the
overestimation is attenuated at higher
ages (disappearing completely at age
80). Mackenbach and others (2018)
note that health inequalities generally
increased in Europe from the 1980s
though the late 2000s, with some
narrowing in several countries since
then.

This is discussed in more detail in
chapter 2.

As suggested in UN (2019b), which
identified reducing inequalities and
promoting capabilities as “entry
points” to the transformations

needed to achieve the Sustainable
Development Goals. See also Lusseau
and Mancini (2019), who found that in-
equalities are a key hurdle in achieving
the Sustainable Development Goals
across all countries and that reducing
them would have compound positive
effects on the entire set of Sustainable
Development Goals.

Also a premise of the Deaton Review,
a multiyear project examining inequal-
ities in the United Kingdom (Joyce and
Xu 2019).

Atkinson 2015.

Deaton (2017) has argued that
governments often do more to increase
inequality than to reduce it.

See, for instance, Saad (2019) on fear
of climate change and Reinhart (2018)
on artificial intelligence and jobs.

Sen 1980.

Expression used by Angus Deaton to
place in perspective the evolution of
inequalities (Belluz 2015).

To borrow the expression from Deaton
(2013a).

UNDP and OPHI 2019.

Many developing countries lack
complete vital registration systems,

so the country-level estimates of life
expectancy at older ages used in this
Report, drawn from United Nations
Population Division official statistics,
are subject to significant measurement
errors and should be interpreted with

caution. Still, the dynamic of gaps in
life expectancy opening up at older
ages is robust to changes in age (it
remains valid at age 60), and even
though there is some heterogeneity
across countries and over time, the
same pattern is broadly confirmed
within countries, as described in more
detail in chapter 1.

Brown, Ravallion and Van de Walle
2017.

Stiglitz, Sen and Fitoussi 2009a.

Partl

1

Sen (1980), rephrasing the original
question: “Equality of what?”

This despite the fact that formal
decompositions of the contributions

of income inequality to differences in
social welfare aggregating utility using
different social welfare functions—
over time and across countries—show
that while inequality matters, income
levels and income growth matter
much more, even when the degree

of inequality aversion is high (Dollar,
Kleineberg and Kraay 2015; Gaspar,
Mauro and Poghosyan 2017). See

also the discussion in chapter 2 on
inequality and economic growth.
Based on Google's Ngram count of

the expressions “global growth” and
“global inequality” from 1950 to 2008;
“global inequality” overtook “global
growth” around 2002.

Including inequality reduction as a
development priority was contentious
during the negotiations for the SDGs,
in part because of disagreements

on what kind of inequality should be
reflected in the SDGs. As Fukuda-Parr
(2019) argues, the political compro-
mises required to have aspirations to
reduce inequalities reflected in the
2030 Agenda led to a dilution of the
ambition of some, especially those

in developing countries, who had
advocated for stronger commitments,
especially on inequality across
countries. For a comprehensive review
of the emergence of research and
policy interest on global inequality, see
Christiansen and Jensen (2019).
Deaton 2013a.

The optimistic view of development
progress is not universally shared. For
instance, Hickel (2017a, 2017b) argues
that we are facing a “development
delusion,” given that global inequality
increased and that those left behind
are further apart from the better off.
On the other hand, World Bank (2018a)
shows that within-country inequality
has fallen in most developing countries

with data. Ravallion (2018a, 2018b)
has clarified how these differing
views emerge, often using exactly the
same data. It depends partially on the
measures of income and consumption
inequality that are used (for instance,
absolute versus relative), as well as
the social welfare weight that is given
to different segments of the population
(the consumption of those who are
living below the extreme poverty line,
for example, has barely budged, even
though many have been able to move
above the line).

For example, gaps in life expectancy
appear marked in the United States
across socioeconomic groups, with
those at the top of the income distribu-
tion pulling away from everyone else,
while those at the bottom have differ-
ent experiences, with lower achieve-
ments in less prosperous places, with
the degree of prosperity assessed in
terms of overall level of education,
income and government expenditures.
See Chetty and others (2016). See also
Case and Deaton (2017).

Williams, Neighbors and Jackson
2003.

Kearl 2018.

The historical analysis should be con-
sidered along with the argument that
in preindustrial societies the limited
amount of resources may have deter-
mined a maximum level of inequality
consistent with subsistence of those
at the very bottom. See Milanovic,
Lindert and Williamson (2010).

See, for instance, evidence of the
effects of democracy on human
development in Gerring, Thacker and
Alfaro (2012). Evidence of the effect
of democracy on economic growth is
found to be positive and significant in
Acemoglu and others (2019).

As suggested in UN (2019b), which
identified reducing inequalities and
promoting capabilities as entry points
to the transformations needed to
implement the SDGs. See also Lusseau
and Mancini (2019), who found that in-
equalities are key hurdles in achieving
the SDGs across all countries and that
reducing them would have compound
positive effects on the entire set of
SDGs.

Chapter 1

1

These are estimates for people in
higher education based on household
surveys. Since questionnaires are
different for different groups of
countries, there might be heterogene-
ity and biases. Using fully harmonized

12
13

14
15

gross enrolment rates (mostly from
administrative data), the figure for “in
tertiary education” would be 66 per-
cent for very high human development
countries and 7 percent for low human
development countries.

Chetty and others 2016.

Acemoglu, Johnson and Robinson
2001.

UNDP 2016.

The discussion in these paragraphs
draws from Basu and Lopez-Calva
(2011) and from Sen (1993, 1999).
Basu and Lopez-Calva 2011, p. 153.
Rejecting, at the same time, a “grand
mausoleum [of] one fixed and final list
of capabilities,” (Sen 2005, p. 160),
especially if the list was derived pri-
marily from theoretical considerations
that did not take into consideration the
real concerns and aspirations of the
time. This is the approach also taken
in this Report.

Article 19 of the Universal Declaration
of Human Rights reads: “Everyone has
the right to freedom of opinion and ex-
pression; this right includes freedom to
hold opinions without interference and
to seek, receive and impart information
and ideas through any media and re-
gardless of frontiers” (www.un.org/en/
universal-declaration-human-rights/).
See, for instance, the discussion in
Basu and Lopez-Calva (2011).

The survival of a child during the first
five years of life (historically the main
variable determining the cross-section
variation of life expectancy at birth)

is an entry point to the prospect of
having a long and healthy life. It is an
achievement that does not depend

on the agency of the child, but on
social and family conditions. Instead,
sequential survival—one year after
the other—to become an old healthy
adult represents the realization of
that ideal. It is the result of social and
family conditions, as before, but also
of personal agency and empowerment.
Sen 1992, p. 45.

Moser 1989.

These two drivers of change are
already a source of public concern.
See, for instance, Saad (2019) on fear
of climate change and Reinhart (2018)
on artificial intelligence and jobs.
Crocker 2008, p. 16.

Crocker 2008, based on an analysis of
Sen’s work.

For instance, inequality in mean years
of schooling is based on a simple

sum that assumes that one year in
primary education counts the same

as one year in secondary or tertiary
education, even if these achievements
are qualitatively different. In particular,
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it leads to a potential underestimation
of the role of inequalities in tertiary
education, typically amounting to few-
er years than primary and secondary
education.

Permanyer and Smits 2019.

Deaton (2007) warns about how
conclusions about inequality can
change depending on the definition

of the indicator. In this chapter,

unless explicitly stated—as in

the Inequality-adjusted Human
Development Index—comparisons

of inequality in human development
depart from summary measures. They
compare the achievements across
groups (countries, castes, quintiles
based on living standards and so on).
Comparisons are made with respect to
the original base (typically, percentage
of the population). This serves three
purposes. First, it expresses progress
with respect to an invariant base with
intrinsic value—the base is linked to
people across indicators. In the case
of indicators based on ratios the base
represents people with access. In

the case of life expectancy the base
represents years of human life. Life
claims should be universal (Anand
2018). Second, in the context of
bounded indicators this comparison
satisfies the mirror axiom (Erreygers
2009), ensuring that conclusions are
robust to changes in convention in the
construction of the indicator going
from achievement to shortfall and vice
versa. Third, in practical terms, they
avoid extreme sensitivity from variable
bases of comparison.

World Bank 2018a.

The convergence in primary education
is based on between-country and
within-country comparisons over the
last decade. UNESCO (2019b) presents
similar results over that period but
highlights that over the last few

years there have been no evidence of
convergence between countries.
Deaton 2013a.

This analysis is based on simple aver-
ages. In Statistical table 1 the analysis
is based on population-weighted
averages and reveals a gap of 18.2
years.

UNDESA 2019.

UNDESA 2019.

UN 2015a.

Permanyer and Smits 2019.
Consistent results with this divergence
in life expectancy at older ages are
documented by Engelman, Canudas-
Romo and Agree (2010) and Permanyer
and Scholl (2019). Seligman,
Greenberg and Tuljapurkar (2016) also
find a disassociation between equity
and length of lifespan.

Based on data from UNDESA (2019),
the absolute gain in life expectancy at
age 70 was higher in very high human
development countries than in low
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human development countries during
the second half of the 20th century.
Between 1955 and 1995 the gain was
63 percent higher in very high human
development countries than in low
human development countries. In the
21st century there has been marked
increase: Between 1995 and 2015 the
increase was 223 percent higher in
very high human development coun-
tries than in low human development.
The contrast is even starker in relative
terms.

The discussion is limited to people
under age 80 because people rarely
survive beyond age 100.

Bragg and others 2017; Di Cesare and
others 2013; Gonzaga and others 2014;
Oyebode and others 2015; Sommer
and others 2015.

UNDESA 2019.

Estimates for the United States, based
on Chetty and others (2016). These
results might overestimate life expec-
tancy gaps across different income
groups because they ignore income
mobility. Kreiner, Nielsen and Serena
(2018) argue that overestimation could
be as high as 50 percent. Using data
for Denmark, they also find that gaps
across socioeconomic groups have
been increasing over time and that
the overestimation is attenuated at
higher ages (disappearing completely
at age 80). Mackenbach and others
(2018) note that health inequalities
generally increased in Europe between
the 1980s and the late 2000s, with
some narrowing in several countries
since then.

Chetty and others 2016. Also,
Finkelstein, Gentzkow and Williams
(2019) estimate that moving from a
10th percentile location to a 90th
percentile location increases life
expectancy at age 65 by 1.1 years in
the United States.

Baker, Currie and Schwandt 2017.
Brannum-Hansen 2017; Kreiner,
Nielsen and Serena 2018.

van Raalte, Sasson and Martikainen
2018.

Suzuki and others 2012.

Buchan and others 2017.

Currie and Schwandt 2016.

Majer and others 2011. Murtin and
others (2017) assess inequality in
longevity across education and gender
groups in 23 Organisation for Economic
Co-operation and Development coun-
tries. Their estimates of expected lon-
gevity at ages 25 and 65 by education
and gender show that the gap in life
expectancy between highly educated
and poorly educated people is 8 years
for men and 5 years for women at age
25 and 3.5 years for men and 2.5 years
for women at age 65. This implies
that relative inequalities in longevity
by education increase with age. For
France, Currie, Schwandt and Thuilliez
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(2018) found no significant changes
over time and little gradient.
Szwarcwald and others (2016) and
Saikia, Bora and Luy (2019) are
among the first attempt to examine
the growing disparities in health

and life expectancy for Brazil and
India. Large-scale data, going beyond
surveys and covering populationwide
socioeconomic and health status
information, are urgently needed to
provide more convincing evidence on
the socioeconomic health gradients
and fill these knowledge gaps.

See, for instance, Auerbach and others
(2017).

Education is often a variable used for
direct measurement of social mobility.
See for instance Narayan and others
(2018) and OECD (2018a).

While there is endogeneity (enrolment
ratios are linked to expected years of
schooling, one of the four variables
used to calculate the HDI), these
relationships hold when using other
development groupings in the analysis,
including income.

Heckman 2011b.

Montenegro and Patrinos 2014.

See Goldin and Katz (2009) and
Agarwal and Gaule (2018).

Akmal and Pritchett 2019; UNESCO
2019b.

Banerjee and Duflo 2011; Pritchett and
Beatty 2015.

Bruns and Luque 2015; Filmer and
Pritchett 1999.

Rdzer and Van De Werfhorst 2017.
UN Inter-agency Group for Child
Mortality Estimation 2018.

World Bank 2018a.

UNESCO 2019b.

UN Inter-agency Group for Child
Mortality Estimation 2018.

UNESCO