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Executive summary 

High income inequality can engender a wide range of negative impacts. It can harm child 
development, increase ill-health and mortality, limit the status of women, generate distrust in 
government, exacerbate levels of violence and social unrest, slow the pace of poverty reduction and 
hinder economic growth. Therefore, it is imperative that countries take action to tackle high 
inequality and create fairer and more decent societies. 

The Asia-Pacific region is characterised by high levels of income inequality. While there is greater 
equality in Central Asia and the Pacific, the most unequal sub-regions are South Asia and East Asia. 
Income inequality varies greatly between countries, ranging from a Gini coefficient of 19 in 
Azerbaijan to 52 in India. Further, income inequality is likely underestimated across the region while 
wealth inequality appears to be much greater than inequality in incomes.  

Investments in social security are one of the most effective means of tackling inequality. 
Nonetheless, countries need to do more than rely only on social security to tackle inequality and 
should take forward other policy measures that are effective in reducing inequality, such as 
investments in other public services and labour market interventions to deliver decent work and fair 
wages. Through both transfers and tax, international experience has demonstrated that well-
designed social security systems transfer income from the better-off to the less well-off with the aim 
of building more equal and fair societies and, in doing so, strengthen human capital and contribute 
to economic growth. Across high income countries, social security has proven to be an effective tool 
for reducing inequality. For example, direct transfers and taxes have reduced income inequality by 
over a third across high-income countries and, globally, there is a clear correlation between levels of 
investment in social security and reductions in inequality. 

While it is often believed that the best means of tackling inequality is by targeting social security 
transfers at the poorest members of society, this assumption, while intuitive, is not supported by the 
global evidence. Instead, the highest reductions in inequality have been achieved by countries that 
ƛƴǾŜǎǘ ƛƴ ǳƴƛǾŜǊǎŀƭ ǎƻŎƛŀƭ ǎŜŎǳǊƛǘȅΦ ¢Ƙƛǎ ΨǇŀǊŀŘƻȄ ƻŦ ǊŜŘƛǎǘǊƛōǳǘƛƻƴΩ ƛǎΣ ǘƻ ŀ ƭŀǊƎŜ ŜȄǘŜƴǘΣ ǘƘŜ ǊŜǎǳƭǘ ƻŦ 
the higher expenditures generated by universal schemes, which demand higher levels of taxation 
from the wealthier members of society, which is then redistributed across the population. These 
higher expenditures are, to a large extent, driven by the popularity of universal schemes and the fact 
that the main taxpayers are included as recipients. As a result, they are more willing to accept higher 
levels of taxation. 

Most countries in the Asia-Pacific region have not yet established modern universal social security 
systems. Instead, they have bifurcated systems in which public service pensions and social insurance 
schemes are offered to those in the formal economy ς where the better-off members of society 
tend to be over-represented ς while small social assistance programmes are provided to the poorest 
members of society. This results in the exclusion of a large proportion of the population from the 
ǎƻŎƛŀƭ ǎŜŎǳǊƛǘȅ ǎȅǎǘŜƳΣ ƻŦǘŜƴ ǊŜŦŜǊǊŜŘ ǘƻ ŀǎ ǘƘŜ ΨƳƛǎǎƛƴƎ ƳƛŘŘƭŜΦΩ Such a system will be less effective 
in tackling inequality than the type of modern, universal lifecycle social security systems found in 
high-income countries. Nonetheless, there are some countries in the Asia-Pacific region that have 
begun to make the transition towards these more modern systems. 

Across the Asia-Pacific region as a whole, the evidence is unclear on whether current social security 
systems reduce inequality. While some studies have shown a positive impact, others have found the 
opposite. This should not, however, be surprising given the prevailing social security model in many 
countries. In those countries where social security mainly benefits the better-off in the formal 
economy, it may well exacerbate inequality. However, when individual countries are examined, 
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there is good evidence that social security has reduced inequality. Further, in line with international 
evidence, in countries with more universal systems and higher levels of spending, the impacts on 
inequality have been much greater than in countries where poverty targeting has been prioritised. 

If Asia-Pacific countries wish to tackle inequality effectively, there will need to be a fundamental 
shift away from the prevailing bifurcated system towards modern, multi-tiered, universal social 
security systems. The analysis in this paper shows that, if countries make this shift ς based, initially, 
on establishing universal child, disability and old age benefits ς the impacts on inequality could be 
significant. In simulations across four countries, the paper shows that a recurrent investment of one 
percent of GDP in a modern, inclusive lifecycle system would bring about a reduction in the Gini 
coefficient of between 4.9 and 7 percent.1 With an investment of 2 percent of GDP, the impact 
would be between 9.8 and 13.6 percent of GDP. The impact continues to increase as investment 
grows so that, at 3 percent of GDP, the fall in inequality would be between 14.5 and 19 percent. If 
countries were to introduce other policy measures that help tackle inequality alongside an 
expansion in their social security systems, the reductions in inequality would be even higher. 

There would, of course, be winners and losers from this investment once tax is accounted for. Across 
the four countries, between 62 and 70 percent of households would, on average, experience a net 
increase in consumption, with between 30 and 38 percent paying, on average, more in tax than they 
would receive in benefits. Those experiencing the highest increases in consumption would be the 
poorest members of society, demonstrating that a truly universal social security system can be very 
pro-poor. Redistribution would be effective and fair and would result in more equal societies. In fact, 
given the likely positive impacts on individual and national wellbeing including greater economic 
growth, everyone would end up as a winner by enjoying the broader societal benefits of greater 
equality such as better health, greater economic growth, social cohesion and more peaceful 
societies. Further, given that lower inequality contributes to economic growth, those paying the 
highest taxes may, in the long run, end up with higher incomes compared to those they would have 
had if their countries had not tackled inequality.  

If countries in the Asia-Pacific region are to tackle inequality through social security, it will be 
necessary to find the fiscal space. The main means for governments to generate additional revenues 
will be through strengthening national social contracts. By investing in universal social security, 
countries could build a virtuous circle of greater trust in government, a stronger social contract, 
higher revenues from taxation and, therefore, further investment in good quality, universal public 
services.  

Nonetheless, to begin this virtuous circle, countries will need to find resources that will enable them 
to fund the initial expansion of their social security systems. A range of options exist but a basic 
principle should be increased solidarity across society, with the wealthier members of society ς who 
can afford to pay more tax ς taking on the greatest responsibility. This could involve higher income 
tax rates for the rich as well as wealth taxes and taxes on income from capital, such as interest, 
dividends and capital gains. Such taxes would be progressive since income from capital is skewed 
toward the rich. Other options could include an expansion of sin taxes on alcohol, tobacco and 
gambling and green taxes on fossil fuels. The international community should consider further 
measures to reduce the debt burden on poorer countries in the Asia-Pacific region while there needs 
to be greater international cooperation to reduce illicit financial flows out of countries and build a 
fairer global tax system, as is currently happening with corporation tax. Further, tax collection needs 

 

1 The term investment is used because social security enables societies to build human capital, generates higher economic growth and 
contributes to peace and stability. 
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to be enforced and more people need to be brought into national tax systems. Universal social 
security schemes themselves could also be used to bring more people into the tax system.  

If countries in the Asia-Pacific region make the move to more modern, universal lifecycle systems, 
this report has shown that the impacts on inequality would be impressive. And, the more they 
invest, the higher will be the impacts. Countries would also be likely to see increases in human 
capital, a more dynamic and productive workforce, more effective poverty reduction, greater 
economic growth and stronger social contracts. The politicians responsible for these investments 
would enjoy the political rewards that derive from implementing popular policies. 
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1 Introduction 

There is now global ς though not unanimous ς recognition that high levels of income inequality are 
neither good for countries, nor for their citizens. Gone are the days when it was argued that, as long 
as poverty rates were falling, no-one should worry about high levels of inequality. Rather, over 
recent decades evidence has gradually mounted of the damage that can be caused to economic, 
social and health outcomes by inequality.  

The change in thinking has been reflected in the international development goals. The Millennium 
Development Goals (MDGs) ς agreed in 2000 ς were silent on inequality, likely reflecting the relaxed 
attitudes at the time to inequality among many global policy makers. By 2015, thinking had radically 
changed and the Sustainable Development Goals (SDGs) clearly expressed the absolute necessity for 
countries to tackle inequality: SDG 10 articulates the goal ǘƻ ΨǊŜŘǳŎŜ ƛƴŜǉǳŀƭƛǘȅ ǿƛǘƘƛƴ ŀƴŘ ŀƳƻƴƎ 
countries.Ω  

Yet, in many countries ς including across the Asia-Pacific region ς levels of income inequality are still 
high and, in some, they continue to rise. In fact, the IMF (2021) claims that inequalities in incomes 
have been exacerbated by the COVID-19 crisis. Policymakers in many countries seem either unwilling 
to address it or are unaware or unconvinced about the policy tools at their disposal. Given the harm 
that can be caused not just to individuals and families, but to entire nations, by high inequality, it is 
imperative that governments take measures to tackle it.  

Across much of the Asia-Pacific region the challenge of high inequality is exacerbated by widespread 
low incomes in an absolute sense. As Figure 1-1 shows, in most countries families are living on less 
than $10 per person per day, in purchasing power parity (PPP) terms, while in some the majority 
have less than $5.50 (PPP) per day each to live on. While this may seem generous when compared to 
the $1.90 (PPP) and $3.20 (PPP) international poverty lines, it needs to be borne in mind that the 
poverty line in the USA is set at around $20 (PPP) per person per day. Most people in the Asia-Pacific 
region would, if they lived in the USA, be regarded as destitute. Therefore, not only are people 
struggling due to low incomes, but they also experience the injustice of a small proportion of the 
population doing much better than them. 
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Figure 1-1: Proportion of the population under different levels of relative income across countries 
in the Asia-Pacific region 

 

Source: Povcalnet. Note: Values of poverty lines are in PPP terms, in 2011 prices. 

The aim of this paper is to provide an overview of levels of income inequality in the Asia-Pacific 
region and understand the likely impacts that it is having on people and nations.2 The main measure 
used in the paper to assess inequality is the Gini index, which is described in Box 1-1. The paper also 
examines how investments in social security could help countries in the region tackle inequality. 

 

2 While the paper focuses on income inequality, it occasionally uses consumption as a proxy for income, due to data constraints. 
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Box 1-1: What is the Gini Coefficient? 
 
The Gini coefficient is the most well-known indicator of inequality. To understand what it captures, it is useful to refer 
to a graphic representation of inequality, the Lorenz curve. Individuals are ranked from poorest to richest, with the 
cumulative percentage of the population represented on the horizontal axis and the cumulative percentage of income 
on the vertical axis. If income were equally distributed, the Lorenz curve would correspond to the 45 degree line.  
 
However, in all societies, the actual cumulative distribution of income is unequal and follows a line below the 45 degree 
line, known as the Lorenz curve. The Gini coefficient is calculated as a ratio between area A and area A+B. The higher 
the ratio, the more unequal the country. 

Figure 1-2: Pictorial representation of the Lorenz Curve 

 

Social security is, in fact, one of the main tools used by countries to tackle income inequality. When 
designed well, it redistributes income from the better-off members of society to the majority of the 
population through the provision of regular and predictable cash transfers. Social security systems 
are well-established in most high-income countries and have played a key role in tackling inequality 
and poverty while also promoting sustainable economic growth. While most Asia-Pacific countries 
have some form of social security in place, in most systems are still underdeveloped, although there 
are some examples of good practice in the region. As the paper will show, wherever social security 
systems are in place, it has brought about reductions in inequality although the extent to which it is 
effective depends on the level of investment and the design of systems, with universal systems 
counterintuitively performing much better than those targeted at the poorest members of society. 

The paper is organised as follows. Chapter 2 offers an overview of the evidence on the harm that can 
be caused by high income inequality while Chapter 3 describes the current state of inequality in the 
Asia-Pacific region. A description on the theory and evidence of how social security helps address 
inequality is provided in Chapter 4 before Chapter 5 outlines the evidence from the Asia-Pacific 
region on how social security has tackled high inequality. Chapter 6 outlines a set of simulations that 
demonstrate how countries could tackle inequality by investing in social security, while Chapter 7 
examines potential financing options for countries that wish to expand their social security systems, 
especially following the COVID-19 crisis. Chapter 8 concludes the study.  
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2 High income inequality and its negative impacts 

Global evidence has demonstrated that high levels of income and wealth inequality can have a wide 
range of negative impacts, many of which are likely to be found across Asia. Inequality can affect 
individuals, in terms of their health and wellbeing, but it can also damage countries at a macro-level, 
including by undermining national social cohesion and economic growth. Together, these negative 
impacts provide a strong rationale for countries taking vigorous action to tackle inequality and 
reduce it to levels that produce much more positive outcomes. It is no coincidence that many of the 
ŎƻǳƴǘǊƛŜǎ ŀǘ ǘƘŜ ǘƻǇ ƻŦ ǘƘŜ Ǝƭƻōŀƭ ƛƴŘŜȄ ƻƴ ƘŀǇǇƛƴŜǎǎ ŀǊŜ ǎƻƳŜ ƻŦ ǘƘŜ ǿƻǊƭŘΩǎ ƳƻǊŜ Ŝǉǳŀƭ ŎƻǳƴǘǊƛŜǎΦ3  

While it is well-established that low incomes and poverty can harm children, setting back their 
development, there is evidence that inequality can add to this. Using UNICEFΩǎ index of child 
wellbeing, Pickett and Wilkinson (2009) have demonstrated that, when looking at rich countries, 
lower child wellbeing is strongly correlated with inequality but is not at all related to average 
incomes within each country. They also show that higher inequality is associated with higher rates of 
infant mortality and stunting as well as lower birth weight. Van Deurzen et al (2014) found that 
higher household wealth inequality is associated with increased child mortality and levels of 
anaemia among children. Inequality is also linked to higher rates of pregnancy among adolescent 
girls.4 

If people live in high inequality countries, they are more likely to experience ill health, poor nutrition 
and lower life expectancies. Some studies have found a correlation between poorer self-reported 
health and higher inequality.5 Within China, for example, Pei and Rodriguez (2006) found that the 
risk of poor health increased by 10 to 15 percent among people living in provinces with greater 
income inequalities. Income inequality is associated with higher levels of obesity and diabetes 
mortality in high income countries.6 There is also a strong association in rich countries between 
income inequality and mental illness.7  

Mortality, resulting often from ill health, is more likely in countries with high levels of inequality. 
Ward and Viner (2017) found an association between high inequality and increased mortality among 
males and females across all age groups in 103 countries, after adjusting for mean GDP. The 
strongest correlation was among young women: a one unit increase in the Gini coefficient was 
associated with a 6.4 percent rise in the communicable disease mortality rate. Similarly, Dorling 
(2007) found that income inequality had the greatest influence on mortality between the ages of 15 
and 29 years in OECD countries and between the ages of 25 and 39 years across 126 countries 
worldwide. De Vogli et al (2005) and Van Deurzen et al (2014) report that high levels of inequality 
are linked to lower life expectancy. 

During the COVID-19 pandemic, inequality has been associated with a greater likelihood of 
infection.8 This is because people on low incomes are less able to work from home or isolate when 
infected, thereby infecting others.9 They are also more likely to be living in crowded neighbourhoods 

 

3 Helliwell et al. (2021). 
4 Pickett, Mookerjee et al (2005). 
5 Pickett and Wilkinson (2009). 
6 Pickett, Kelly et al (2005). 
7 Pickett and Wilkinson (2009). 
8 Chen and Krieger (2020)  
9 Chiou and Tucker (2020). 
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and housing, with lower access to basic public services and hygiene, while they are more likely to 
rely on public transport, meaning that their risk of infection is higher.10  

The status of women is impacted by income inequality. Pickett and Wilkinson (2009) developed an 
ƛƴŘŜȄ ƻŦ ǿƻƳŜƴΩǎ ǎǘŀǘǳǎ ōȅ ŎƻƳōƛƴƛƴƎ ǿƻƳŜƴΩǎ ǇƻƭƛǘƛŎŀƭ ǇŀǊǘƛŎƛǇŀǘƛƻƴΣ ŜƳǇƭƻȅƳŜƴǘ ŀƴŘ ŜŀǊƴƛƴƎǎ 
and social and economic autonomy. When looking across both states in the USA and rich countries 
internationally, more equal countries performed significantly better on the index.  

High levels of trust in government underpin successful societies and the development of nation-
states.11 Yet, Rothstein and Uslaner (2005) argue that, when inequality is high, trust will not develop 
and the benefits of trust, including policies that reduce further inequalities, will be elusive. They 
show that when Belgium, with a low level of inequality, is compared to South Africa, where 
inequality is very high, trust declines by 23 percent. Research by Pickett and Wilkinson (2009) found 
a similar result both globally and within the USA.  

At a national level, high inequality produces less cohesive and more violent societies. While a 
positive correlation has been found between homicides and higher inequality, many countries 
experiencing social unrest are also those where inequality is high or rising, with a large proportion of 
the population feel left behind, in particular when access to social security is limited.12 When 
tensions are high due to inequality, even a small event can result in protests and social unrest: for 
example, in the case of Chile ς ƻƴŜ ƻŦ ǘƘŜ ǿƻǊƭŘΩǎ Ƴƻǎǘ ǳƴŜǉǳŀƭ ŎƻǳƴǘǊƛŜǎ ς the catalyst for protests 
in 2019 was a rise in subway fares.13 High-income countries cannot escape the threat of social unrest 
when inequality is high: for example, a study by the Equality Trust (2013) has demonstrated the link 
between inequality and riots in England in 2011. 

Studies in Indonesia have demonstrated the negative relationship between inequality and social 
cohesion. Yunma and Suryahadi (2015) found a positive correlation between inequality and the 
number of incidents of violent crime. Similarly, the World Bank (2016) discovered that districts with 
above-average levels of inequality have rates of conflict 1.6 times higher than districts with lower 
levels of inequality. 

High inequality slows down the pace of poverty reduction.14 For example, using time series macro 
data in the context of Pakistan, Jamal (2006) found a high poverty elasticity with respect to 
inequality, proving the importance of reducing inequality to tackle poverty. In the face of various 
economic shocks that may undermine growth, higher inequality makes a greater proportion of the 
population vulnerable to poverty. The World Bank (2016) notes that increasing inequality in 
Indonesia has disrupted social cohesion, jeopardizing the gains in poverty reduction that were 
generated by economic growth. Further, high and rising inequality also makes escaping from poverty 
more difficult. Bourguignon (2004) has shown how, if economic growth is held constant, poverty 
reduction is negatively affected by increases in inequality.15 In fact, Kanbur et al (2014) have 
estimated that, across the 12 Asian economies that experienced rising inequality between the early 
1990s and late 2000s, the increase in inequality resulted in 240 million more people ς or 6.5 percent 
ƻŦ ǘƘŜ ǊŜƎƛƻƴΩǎ ǇƻǇǳƭŀǘƛƻƴ ς living under the US$1.25 per day poverty line than would otherwise 
have happened.  

 

10 Papageorge et al (2020). 
11 Kidd, Axelsson et al (2020). 
12 Pickett, Mookherjee et al (2005); IMF (2020); and, Massing (2020).   
13 Massing (2020). 
14 Klasen (2016); and, Ravallion (2004) 
15 Bourguignon. (2004).  
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It is now widely recognised ς after many years of debate ς that high inequality is bad for economic 
growth. In fact, ESCAP (2015) has argued that άΧƛƴŜǉǳŀƭƛǘȅ ŎƻǳƭŘ ǘƘǊŜŀǘŜƴ ǘƘŜ [Asia and Pacific] 
ǊŜƎƛƻƴΩǎ ŜŎƻƴƻƳƛŎ ŘȅƴŀƳƛǎƳΣ ǎƻǿ ǘhe seeds of economic crisis, and undermine the sustainability of 
economic growth.έ wŜŎŜƴǘ ǊŜǎŜŀǊŎƘ ōȅ ǘƘŜ LaC has demonstrated that income inequality has a 
positive effect on economic development until the Gini index reaches 27, at which point inequality 
has a negative impact, which becomes more severe as inequality increases.16 Dabla-Norris et al 
(2015) have found that, while a one percentage point increase in the income share of the top 20 
percent is associated with a lower GDP growth by 0.08 percentage points in the following five years, 
a one percentage point increase in the income share of the bottom 20 percent leads to a 0.38 
percentage point rise in economic growth.17 Further, Ostry et al (2014) found that lower levels of 
inequality are robustly correlated with faster and longer periods of economic growth. For example, a 
10 percent reduction in income inequality was found to increase the expected length of a spell of 
economic growth by 50 percent.18 

Therefore, tackling inequality should be a policy priority for all countries if they wish to enhance the 
wellbeing of their citizens, reduce poverty, build trust in government, reduce the risk of social unrest 
and enjoy strong economic growth. In effect, by tacking inequality countries will drive forward 
inclusive national development while more effectively achieving the SDGs. The following section 
examines levels of inequality in the Asia-Pacific region and demonstrates that tackling inequality 
should be a priority for many countries.  

 

16 Grigoli (2017). 
17 Dabla-Norris et al. (2015).  
18 Berg and Ostry (2011). 



3   Inequality across the Asia and Pacific Region 
 

7 

 

3 Inequality across the Asia and Pacific region 

High inequality is a global challenge. Nonetheless, as Figure 3-1 indicates, the Pacific region enjoys 
the second lowest rate globally, although the average Gini-coefficient ς see Box 1-1 for an 
explanation ς is 3.5 points higher than Europe at 36.4. The Asia region, however, is characterised by 
high inequality, with an average Gini coefficient of 44.7, almost in line with the Americas where 
inequality has long been recognised as a significant policy issue of concern. Overall, inequality in Asia 
and the Pacific is at a level that should be a concern to policymakers. As indicated earlier, it is also 
likely to have risen due to the COVID-19 crisis. 

Figure 3-1: Gini coefficients across UN regions, average weighted by population size, latest 
available year 

 

Source: UNU-WIDER, World Income Inequality Database (WIID) Companion dataset. Version 31 May 2021 

 

Within the Asia and Pacific region, levels of inequality vary between sub-regions, as shown by Figure 
3-2. The lowest levels of inequality are in Central Asia (33.9) followed by the Pacific (36.4). In 
contrast, the highest inequality is found in Southern Asia (50.5), followed by East Asia (41.5) and 
South-East Asia (39.1). Unfortunately, the latest data available for India is from 2012, so it may be 
that the current level of inequality in the South Asia region is different. 
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Figure 3-2: Gini coefficients across UN subregions, average weighted by population size, latest 
available year 

 

Source: UNU-WIDER, World Income Inequality Database (WIID) Companion dataset. Version 31 May 2021 

There is significant variation in levels of inequality across countries within the Asia and Pacific region, 
as indicated by Figure 3-3 (although, for some countries, the results are a little out of date). The 
highest level of inequality is found in India with other South Asian countries not far behind.19 The 
lowest Gini coefficient is in Azerbaijan. In fact, only Azerbaijan has a Gini coefficient below the level 
at which inequality begins to hinder economic growth. Across all countries found in Figure 3-3, 40 
percent have a Gini coefficient above 40, which should be regarded as a high level of inequality. In 
fact, China and India ς the countries with the largest populations ς both have Gini coefficients above 
40.  

 

19 The latest data available for India is from 2012. Therefore, it is not possible to know the current Gini coefficient for the country. 
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 Figure 3-3: The most recent Gini coefficients for income across countries in the Asia-Pacific region 

  

Source: UNU-WIDER, World Income Inequality Database (WIID) companion dataset. Version 31 May 2021. Notes: * indicates estimates 
from own analysis from recent surveys. The latest available data has been used, but, unfortunately, in some countries it is quite old and 
may not reflect the current context. Further, the figures do not reflect the impact of COVID-19 as the most recent data is from 2018. 

However, it is likely that the true levels of income inequality within countries are underestimated, 
due to the wealthiest households often not appearing in household surveys. The World Bank (2016) 
examined this phenomenon in Indonesia and concluded that inequality must be higher than 
suggested by the national household surveys. Further, the analysis has only examined income 
inequality. The IMF (2021) has demonstrated that wealth inequality in countries is consistently 
higher than income inequality, since the latter does not take account of the assets held by the 
wealthiest members of society. There is limited information available on wealth inequality in Asia. 
Nonetheless, Figure 3-4 compares wealth and income inequality in China, India and the Republic of 
Korea, in 2012 and shows a similar pattern. For example, while the richest 10 percent of the 
population had 2.8 times the income of the poorest half of the population in China, they had 9.6 
times the wealth; and, in India the richest 10th decile of the population had 4.3 times the income of 
the poorest 50 percent but 10.5 times the wealth. 
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Figure 3-4: Income and wealth distribution in China, India and the Republic of Korea, 2012 

 

Source: World Inequality Database (WID), companion dataset. Version 31 May 2021. 

Across the Asia-Pacific region, levels of inequality are dynamic and changing over time. UNESCAP 
(2018) has shown that, between the period 1990-1994 and the period 2010-2014, the average Gini 
coefficient for 46 countries in the region rose from 0.33 to 0.38, at the same time as countries 
became richer, suggesting that the wealthiest members of society were pulling away from the rest 
of the population. Figure 3-5 provides a picture for countries for which there is more recent 
information. It shows the annual change in the Gini coefficient and, in most countries, inequality has 
fallen, suggesting that the growing inequality that was experienced between 1990 and 2010 is being 
reversed in some countries. In Thailand, for example, the Gini coefficient has fallen each year by 0.6 
percent, or a total fall of 10.5 percent between 2000 and 2018. The largest fall has been in 
Azerbaijan, where the Gini Coefficient dropped by 2.9 percent per year, a total reduction of 49.8 
percent between 2001 and 2018. In some countries, however, inequality is worsening, especially in 
Indonesia, Pakistan and Bangladesh. While there is no up-to-date information on India, between 
1993 and 2012 the Gini coefficient rose by 13 percent and it may well have continued to rise.20 

 

20 Source: PovCalnet 
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Figure 3-5: Average annual change in Gini coefficient over time across Asia and the Pacific, for 
countries for which data is available (between 2000/05 and 2015/19)21 

 

Source: UNU-WIDER, World Income Inequality Database (WIID), companion dataset. Version 31 May 2021 

Figure 3-6 shows the same information but compares countries in Asia with the rest of the world. 
Those under the red line are countries where inequality has fallen and those above the line are 
where inequality has increased. Overall, the pattern in Asia is similar to other regions globally, with 
some countries experiencing growing inequality while, in others, it has fallen. Azerbaijan and 
Indonesia stand out once more as the countries at the ends of the spectrum of falling and rising 
inequality. 

 

21 The reason some countries are missing from this graph is that up-to-date information for 2015/19 is not available. 
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Figure 3-6: Changes in income inequality between 2000/05 and 2015/19 

  

Source: UNU-WIDER, World Income Inequality Database (WIID) Companion dataset. Version 31 May 2021. Notes: x-axis shows Gini index 
for countries in the period 2000/05, and the y-axis shows Gini index for the same countries in the period 2015/19, latest available year. 

Another means of demonstrating changes in inequality over time is through growth incidence 
curves. These indicate the relative winners and losers across the welfare distribution in countries 
over time, as levels of inequality change. Figure 3-7 shows four countries where inequality has risen 
over the past 20 years.22 The blue line demonstrates the increase in consumption each year for each 
percentile of the population and can be compared to the orange line, which is the average increase. 
In Indonesia, the richer members of society have been pulling well ahead of the rest of society, with 
the poorest lagging behind the most. In Cambodia, a similar pattern can also be observed over a 
period of only 5 years (2014-19). In Bangladesh, the poorest members of society have fallen well 
behind, while the greatest growth in income has been among those on middle incomes. And, in 
Pakistan, although the rise in incomes has been limited across the entire population, the main 
beneficiaries of economic growth have been the wealthiest members of society. In three of these 
countries ς Bangladesh, Indonesia and Pakistan ς spending on tax-financed social security has 
increased over the periods considered, with all three focusing on programmes targeted at the 
poorest members of society (see Chapter 5 for further discussion on this apparent paradox). 

 

22 Annex 1 provides growth incidence curves for 29 countries in Asia 
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Figure 3-7: Growth incidence curves in four countries where inequality has been increasing: 
Bangladesh, Cambodia, Indonesia, and Pakistan (note the difference in scales on Y axis) 

  

  

Source: UNU-WIDER, World Income Inequality Database (WIID) Companion dataset, version 31 May 2021. For Cambodia we have used our 
own calculations based on CSES 2014 and 2019 and have measured changes in consumption as a proxy for income. Notes: Changes in 
income or consumption have been annualised. 

The pattern is very different in countries where inequality has been falling. Figure 3-8 shows the 
growth distribution curves in Azerbaijan, Georgia, the Philippines and Thailand. In each, the growth 
in consumption has been higher among the poorer members of society than among those at the top 
of the welfare distribution. In Azerbaijan and Georgia, the reductions in inequality have been very 
significant, with the poorest 60-70 percent of the population benefiting the most, largely due to 
significant expansions in their social security systems.23 In three of the countries ς Azerbaijan, 
Georgia and Thailand ς the increase in expenditure has mainly been on universal schemes while, in 
the Philippines, the focus has been on programmes for the poorest members of society (see Chapter 
5 for further discussion). The falls in inequality have been lower in Thailand and the Philippines, 
although, nonetheless, the poorest members in society in Thailand have done almost twice as well 
as those at the top of the welfare distribution. Further, despite the fall in inequality in each country, 
the richest members of society in all four countries have nonetheless increased their wealth.  

 

23 UNESCAP (2018). 
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Figure 3-8: Growth incidence curves in four countries where inequality has been falling: 
Azerbaijan, Georgia, the Philippines and Thailand (note the difference in scales on Y axis)  

  

  

Source: UNU-WIDER, World Income Inequality Database (WIID) Companion dataset. Version 31 May 2021 Notes: Changes in income have 
been annualised. 

In conclusion, therefore, this chapter has shown that most countries in the Asia-Pacific region are 
experiencing high levels of income inequality. Further, the true level is likely to be underestimated 
while wealth inequality is probably significantly higher. This suggests that most countries in the 
region need to take policy actions to reduce inequality, so that they and their citizens do not 
experience the negative impacts of high inequality that were described in Chapter 2. In some 
countries, levels of inequality have been falling for the past 20 years, which is positive, although, in 
many of these, more still needs to be done. In others, there has either been little change or the 
situation is worsening. The following section examines the global evidence on the extent to which 
social security has helped countries tackle inequality. 
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4 Impacts of social security on inequality: theory 
and global evidence 

High levels of income inequality within countries can be tackled in a range of ways, and governments 
have a range of mechanisms at their disposal to achieve this. The IMF (2021) has highlighted three 
core tools through which governments can 
tackle inequality, as illustrated by Figure 4-1. 
It distinguishes between pre-distributive and 
redistributive policies. Pre-distribution 
incorporates the provision of public services 
such as health and education, as well as 
active labour market policies, such as 
minimum wage legislation. These policies 
encourage inclusive growth by enhancing 
opportunities and increasing human capital 
while also supporting fair labour market 
participation. Redistribution encompasses 
both taxes and transfers ς in other words, 
investment in social security ς which not 
only transfer wealth from the rich to most of 
society but, by doing so, further strengthen 
human capital and help generate economic growth. Redistribution, in effect, reduces the inequality 
of disposable income through taxes and transfers while enhancing opportunities for families and 
individuals through demand side investments. 

Figure 4-1: LaCΩǎ ŎƻƴŎŜǇǘǳŀƭ ŦǊŀƳŜǿƻǊƪ ŦƻǊ ǘŀŎƪƭƛƴƎ ƛƴŜquality 

 

Source: elaboration by authors based on IMF (2021). 

Box 4-1: The right to social security in the universal 
declaration of human rights 

Article 22: άEveryone, as a member of society, has the right 
to social securityέ   

Article 25: ά(1) Everyone has the right to a standard of 
living adequate for the health and well-being of himself 
and of his family, including food, clothing, housing and 
medical care and necessary social services, and the right to 
security in the event of unemployment, sickness, 
disability, widowhood, old age or other lack of livelihood 
in circumstances beyond his control. (2) Motherhood and 
childhood are entitled to special care and assistance. All 
children, whether born in or out of wedlock, shall enjoy the 
same social protection 

 

Φέ 

 

The right to social security is repeated in a range of other 
international conventions. 
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Since the Second World War ς and following international agreement on the Universal Declaration 
of Human Rights (see Box 4-1) ς social security has become recognised as both a basic right and a 
key tool through which countries can tackle inequality and create better societies for everyone. The 
reduction in inequality achieved by social security is the result of both the transfers themselves, 
which offer households additional income, alongside the taxation that funds the transfers. As Figure 
4-2 illustrates, redistribution should reduce the incomes of the wealthier members of society while 
increasing incomes across the majority, thereby tackling inequality. Almost all countries practise 
redistribution although the extent varies considerably. 

Figure 4-2: Simple diagrammatic representation of redistribution, due to taxation and social 
security transfers 

 

Source: elaboration by the authors. 

Across high-income countries, social security has proven to be an effective tool for reducing 
inequality. The IMF (2017) has found that direct transfers and taxes have reduced income inequality 
by over a third across high income countries. According to the OECD (2012) and Causa and 
Hermansen (2018), on average direct transfers account for more than three quarters of the overall 
impact of redistributive policies on inequality in OECD countries. Direct transfers have reduced 
income disparities at the bottom of the distribution, while taxes reduce disparities at the top. Figure 
4-3 shows the impact of social security transfers and taxation on inequality across OECD countries. 
The top of the blue bars indicates levels of inequality without social security and taxation while the 
top of the orange bars shows actual levels of inequality. It demonstrates ǘƘŀǘ ǎƻƳŜ ƻŦ ǘƘŜ ǿƻǊƭŘΩǎ 
most equal countries ς including those in Scandinavia ς would be very unequal countries if they did 
not invest in social security. However, impacts are lower in Chile, Mexico, the Republic of Korea and 
Turkey, which invest much less in social security, with most support going to the wealthier members 
of society who are more likely to have participated in social insurance schemes.  
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Figure 4-3: Levels of inequality before and after taxes and transfers across OECD countries 

 

Source: OECD social expenditure database (SOCX). 

As shown by Figure 4-4, within OECD countries there is a clear correlation between levels of 
investment in social security and reductions in inequality.24 The more countries spend, the greater 
the fall in inequality. Nonetheless, OECD countries demonstrate there is likely to be a limit beyond 
which the returns to investment diminish, particularly when systems include design flaws, such as 
offering benefit levels that are too high to elites or incorporating categories of the population that 
should not be within the system (such as healthy retirees aged 40-60 years25). Countries such as 
Sweden and Norway prove that high quality universal systems ς even in ageing societies ς can be 
established for around 12 percent of GDP. Governments should encourage people who wish to 
receive higher benefits than those provided by the state system, or wish to retire early, to contribute 
into private insurance schemes, as part of a third tier within a national social security system. 
However, investments in social security in the Asia-Pacific region are well behind optimum levels. 

 

24 The magnitude of redistribution is measured by the difference between Gini coefficients for market income ς that is, pre-tax, pre-
transfer incomes ς and disposable income ς i.e. post-tax, post-transfer income. 
25 In many OECD countries, specific categories of employees ς such as the military ς can often be allowed to retire early, but nonetheless 
gain good pension benefits. 
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Figure 4-4: Correlation between inequality reduction and level of investment in social security in 
OECD countries (2017-2019)26 

 

Source: OECD Social Expenditure Database (SOCX) and OECD Data 'Income Inequality'. 

As Figure 4-5 indicates, when looking globally across 120 countries, including many low- and middle-
income countries ς those that invest more in social protection achieve larger reductions in the level 
of income inequality among their citizens. Around 73 percent of the variation in income 
redistribution is explained by the level of public social protection spending. On average, the IMF 
(2017) has found that, over time, high-income countries in the Global North have achieved lower 
average levels of income inequality than countries in the Global South. This, to a large extent, is due 
to the greater levels of redistribution within their countries through social security and taxation 
which have, Ψin the long term, reduced income inequality by more than one-third in advanced 
economies.Ω27  

 

26 On the X axis, the market-income inequality refers to the Gini coefficient if there was no social security or taxes to fund social security, 
while the net-income inequality refers to the actual Gini coefficient in those countries, taking into account social security and taxes. 
27 IMF (2017) in IMF (2021).  
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Figure 4-5: Correlation between inequality reduction and broader social protection expenditure 
across 120 countries28 

  

Source: Standardized World Income Inequality Database (2020) and ILO World Social Protection Database (2021). Some caution should be 
taken with the social protection expenditure figures, which likely include areas of spending that are outside the core social security sector. 

It is often believed that the best means of tackling inequality is by targeting social security transfers 
at the poorest members of society. Indeed, while this sounds intuitive it is, in fact, an incorrect 
belief. In reality, as demonstrated by the evidence, higher reductions in inequality are achieved by 
countries that invest in universal social security. Within OECD countries, for example, high impacts 
on inequality have been achieved by those countries with a greater commitment to universal 
transfers: the best examples are countries in Scandinavia, ŀƴŘ {ǿŜŘŜƴΩǎ aƛƴƛǎǘǊȅ ƻŦ CƛƴŀƴŎŜ (2017) 
has explained how the Nordic model of social security is predicated on universal transfers. 

The higher impact of universal transfers on inequality has been explained by Korpi & Palme (1998) as 
a ΨǇŀǊŀŘƻȄ ƻŦ ǊŜŘƛǎǘǊƛōǳǘƛƻƴ.Ω Using data from the Luxembourg Income Study of 11 OECD countries,  
they ŘŜǾƛǎŜŘ ŀƴ ΨƛƴŘŜȄ ƻŦ ǘƘŜ ŘŜƎǊŜŜ ƻŦ ǘŀǊƎŜǘƛƴƎ ǘǊŀƴǎŦŜǊǎΩ ŀƴŘ ŦƻǳƴŘ ǘƘŀǘ ǘƘƛǎ ǿŀǎ ƴŜƎŀǘƛǾŜƭȅ 
ǊŜƭŀǘŜŘ ǘƻ Ψincome redistribution,Ω measured as the reduction in the Gini coefficient from market 
income to disposable income. In other words, countries with more universal social security systems 
achieved greater redistribution. More specifically, income inequality was found to be higher in 
countries with limited social expenditures and more targeted schemes (e.g. United States, Canada, 
Australia and Switzerland) as opposed to countries with large expenditures and more universal 
benefits (e.g. Scandinavian countries, Germany and France).29 More recently, Jacques and Noël 
(2018) conducted a similar study, developing a universality index comprising the percentage of social 

 

28 On the X axis, the market-income inequality refers to the Gini coefficient if there was no social security or taxes to fund social security, 
while the net-income inequality refers to the actual Gini coefficient in those countries, taking into account social security and taxes. 
29 Korpi & Palme, 1998 in Kato (2003). 
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benefits that are means-tested and the proportion of social expenditure that is private. Using time 
series data for 20 OECD countries between 2000 and 2011, they found that countries with fewer 
universal programmes and less redistributive budgets are less effective at redistributing income and 
tackling inequality, as measured by the Gini coefficient. The IMF (2021) also highlight that coverage 
and adequacy determine the effectiveness of social transfers for reducing poverty and inequality 
and that this is particularly important among low- and middle-income countries across the global 
south with a high degree of informality.  

The greater impacts of universal transfers on inequality are, to a large extent, the result of their 
higher budgets, when compared to poverty-targeted schemes. Universal social security systems ς at 
least in democratic contexts ς consistently have higher budgets than poverty-targeted programmes. 
Political economy theory explains that this is due to their greater popularity which derives from their 
broad coverage across society.30 Taxpayers are more likely to support schemes when they also 
benefit from them. In contrast, poverty-targeted schemes are less popular since they reach only a 
small proportion of the population and generally exclude those citizens who, through their taxes, are 
the main funders of the schemes. Taxpayers, therefore, tend to be reluctant for their taxes to be 
used on programmes from which they are excluded. As Fiszbein & Schady (2009) of the World Bank 
write: ά¢ǊŀƴǎŦŜǊ ǎŎƘŜƳŜǎ ƴŀǊǊƻǿƭȅ ǘŀǊƎŜǘŜŘ ŀǘ ǘƘŜ ǇƻƻǊ ǿƻǳƭŘ tend to have limited support because 
a small share of the population benefit, whereas the costs are dispersed across all tax-ǇŀȅŜǊǎΦέ 

The higher budgets of universal schemes mean that the overall level of taxation required to fund 
them is higher than the taxation required to fund poverty-targeted programmes. Further, even if 
taxation rates are equal across everyone in society, in absolute terms the amount of tax paid by the 
richer members of society is higher, and this is redistributed across the rest of society. The 
difference between universal and poverty-targeted schemes can be illustrated by a simple thought 
experiment using an imaginary country of five citizens.  

Figure 4-6 shows the incomes of the five citizens. The total income of all citizens is US$10,000: the 
richest citizen has an income of US$7,000 while the poorest has an income of only US$200.  

Figure 4-6: Distribution of income across the five citizens in the imaginary country 

 

Source: AǳǘƘƻǊǎΩ elaboration. 

 

30 See Kidd (2015) for a more in-depth explanation. 
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In the thought experiment, two schemes are put in place: one is a poverty-targeted programme that 
gives everything to the poorest citizen and costs 0.5 percent of GDP (or, in this case, of the total 
income of the five citizens); the other is universal and requires an investment of 5 percent of GDP, 
which is redistributed to all five citizens on an equal basis. Both schemes are funded through a flat 
income tax on all citizens, equivalent to 0.5 percent of income under the poverty-targeted option 
and 5 percent of income under the universal scenario. The results of the redistribution are shown in 
Figure 4-7. While under the poverty-targeted scheme, the poorest member of society benefits the 
most, under the universal scheme they do much better. In ŎƻƴǘǊŀǎǘΣ ǘƘŜ ǊƛŎƘŜǎǘ ƳŜƳōŜǊ ƻŦ ǎƻŎƛŜǘȅΩǎ 
income falls the most under the universal scheme. Consequently, it is the universal scheme that 
generates the highest reductions in inequality.  

Figure 4-7: Net income gains and losses under the poverty-targeted and universal schemes 

 
Source: AǳǘƘƻǊǎΩ elaboration. 
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5 Impacts of current social security systems on 
inequality: evidence from the Asia-Pacific region 

Across most countries in the Asia-Pacific region, social security systems are less developed than in 
OECD countries. Most countries have not yet established modern universal social security systems 
but have bifurcated systems in which public service pensions and social insurance schemes are 
offered to those in the formal economy ς who tend to be over-represented among the better-off 
members of society ς while small social assistance programmes are provided to the poorest 
members of society. As Figure 5-1 illustrates, this results in the exclusion of a large proportion of the 
ǇƻǇǳƭŀǘƛƻƴ ŦǊƻƳ ǘƘŜ ǎƻŎƛŀƭ ǎŜŎǳǊƛǘȅ ǎȅǎǘŜƳΣ ƻŦǘŜƴ ǊŜŦŜǊǊŜŘ ǘƻ ŀǎ ǘƘŜ ΨƳƛǎǎƛƴƎ ƳiddleΦΩ Yet, this group 
tends to be working in the informal economy and, as indicated by Figure 5-1, are living on low and 
insecure incomes. Guy Standing (2011) has ŎŀƭƭŜŘ ǘƘƛǎ ƎǊƻǳǇ ǘƘŜ ΨǇǊŜŎŀǊƛŀǘΩ which aptly describes 
their situation and highlights the need for them to access social security, to build their resilience and 
reduce their insecurity.  

Figure 5-1: Social security model found in many countries of the Asia-Pacific region 

 

Source: Created by Anh Tran of Development Pathways. 

In contrast, modern social security systems offer universal coverage to citizens to address the risks 
and challenges they face across the lifecycle, in line with the provisions set out in the Universal 
Declaration of Human Rights (see Figure 5-2). In most countries with modern, comprehensive 
systems, the largest schemes tend to be child, old age and disability benefits, but good systems also 
establish a range of other measures for those of working age, such as unemployment, 
maternity/paternity and sickness benefits.  
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Figure 5-2: Typical benefits offered by a modern, lifecycle social security system 

 

Source: Created by Anh Tran of Development Pathways. 

In addition to the more established systems in the high-income countries of Australia, Japan and 
New Zealand, some low- and middle-income countries in Asia are beginning to build more modern, 
universal, lifecycle systems. The most common universal, lifecycle schemes found in the Asia-Pacific 
region are old age pensions, but there are also a few countries that have established universal 
disability benefits. Mongolia is the only country in the region that has implemented a universal child 
benefit, although it was obliged by some international financial institutions, in 2018, to target it at 
80 percent of the population. The overall level of investment by 23 Asia-Pacific countries in tax-
financed social security schemes, disaggregated by lifecycle category, is set out in Figure 5-3.  
















































