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Executive summary

Highincomeinequality can engender a wide range of negative impacts. It can harm child
development, increase ilealth and mortality, limit the status of womegeneratedistrust 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 tadde

inequality and create fairer and moredcent societies.

The AsigPacific region is characterised by high levels of income inequality. While there is greater
equality in Central Asia and the Pacific, the most unequategions are South Asia and East Asia.
Income inequality varies greatly bedé&n 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 sociaksurity are one of the most effective means of tackling inequality
Nonethelesscountries 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 inequalithas
investments irother public services and labour market interventions to deliver decent work and fair
wages Through both transfers and taxternational experience has demonstrated thagll-
designedsocial security systems transfecomefrom the better-off to the less welbff with the aim
of building more equal and fair societiaad, in doing so, strengthen human capital aadtribute

to economic growth. Across high income countries, social ggdwas proven to be an effective tool
for reducing inequality. For exampldirect transfers and taxes have reduced income inequality by
over a third across higimcome countriesand, globally there isa clear correlation between levels of
investment insocial 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 societlyis assumption, while intuitive, is not supported by the

globd evidence Insteadthe highestreductions in inequality have been achieved by countries that
Ay@Sait Ay dzyADGSNEFE a20AFf aSOdNAGEd ¢KAA WLI NI F
the higher expenditures generated by universal schemdsch demand higher levels of taxation

from the wealthier members of society, which is then redistribuéedosshe population. These

higher expenditures are, to a large extent, driven by the popularity of universal schemes and the fact

that the main tapayers are included as recipients. As a result, they are more willing to accept higher

levels of taxation.

Most countriesin the AsiaPacific regiortave not yet established modern universal social security

systems Instead, they havbifurcated systems in which public service pensions and social insurance
schemes are offered to those in the formal econogwhere the better-off members of society

tend to be ovefrepresentedc while small social assistance progransyage provided to the poorest

members of societyThis results in the exclusion of a large proportion of the population from the

a20AFf aSOdaNAile aeadsSyszxr 27T 88lyashemBiINNBReeffecivel a (K¢
in tackling inequalityghan the type of modern, universal lifecycle social security systems found in

high-income countries. Nonetheless, there are some countries in thePPai#ic region that have

begun to make theransitiontowards these more modern systems.

Across the Asi®acific region as a whole, the evidencanslearon whethercurrentsocial security
systemgeduce inequality. While some studies have shown a positive impact, otherddawtthe
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 bettén the formal

economy, it may well exacerbate inequality. Howevdnew individual countries are examined,

\'%



there is good evidence that social security has reduced inequilityher, in line with international
evidence, in countries with more universal systems and higher levels of spending, the impacts on
inequality havebeen much greater than in countries where povesdygeting has been prioritised.

If AsiaPacific countries wish to tackle inequality effectively, there will need to foedamental
shift away from the prevailing bifurcated systéowards modernmulti-tiered, universakocial
security systers. The analysis in this paper shows that, if countries make thig;dkaed, initially,
on establishing universal child, disability and old age benefhge impacts on inequality could be
significant. In simulatios across four countries, the paper shows thateurrentinvestment of one
percentof GDP in a modern, inclusive lifecycle system would bring about a reduction in the Gini
coefficient of between 4.9 and percent! With an investment of percentof GDR the impact
would be between 9.8 and 13p&rcentof GDPThe impact continusto increase as investment
grows so that, at percentof GDP, the fall in inequality would be between 14.5 anghdr@ent If
countries were to introduce other policy msares 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 aeddontAcross
the four courries, between 62 and 7Percentof households wouldon averageexperience a net
increase in consumption, with between 30 and@8centpaying, on average, more in tax than they
would receive in benefits. Those experiamgthe highest increases in nsumption would be the
poorest members of society, demonstrating thatruly universal social security system can be very
pro-poor. Redistribution would be effective and fair awduld result inmore equal societies. In fact,
given the likely positive ingets on individual and national wellbeing including greater economic
growth, everyone would end up as a winner by enjoyingtitaader societabenefits of greater
equalitysuch adetter health, greater economic growth, social cohesion and npexaceful

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 Asi®acific region are to tackle inequality through social security, it will be
necessary to find the fiscal spadée main means for governments to generate additional revenues
will bethrough strengthening national social contracBy investing in universal social security
countriescould build a virtuous circle of greater tristgovernment a stronger social contract,

higher revenue$rom taxationand, therefore, further investment in good quality, universal public
services

Nonretheless, to begin this virtuous circluntries will need to find resources that will enable them
to fund the initial expansion of their social security systems. A range of options exiablastc
principle should be increased solidarity across sgcietth the wealthier members of societywho
can afford to pay more tagtaking on the greatest responsibilityhis could involve higher income
tax rates for the rich as well as wealth taxes and taxes on income from capital, such as interest,
dividendsand 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 communitydshonsider further
measures to reduce the debt burden on poorer countries in the-Ragific region while there needs
to be greater international cooperation to reduce illicit financial flows out of counamesbuild a
fairer global tax system, asasrrently happening with corporation tajurther, tax collection needs

1 The term investment is used because social security enables sottekis#d 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 Asi®acific 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 highewill bethe impacts.Countrieswvould also bdikely to see increases in human
capital, a more dynamiand productiveworkforce, more effective poverty reduction, greater
economic growth and stronger social contracts. The politicians responsible for these investments
would enjoy the political rewardihat derive from implementing popular policies.

Vi
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1 Introduction

1 Introduction

There is now globa] though not unanimoug recognition that high levels aicomeinequality are
neither good for countries, nor for their citizerfSone are the days whdahwas arguedhat, as long
as poverty rates weré&lling, no-one shauld worry about high levels of inequalitRather,over
recent decadegvidence hagradually mountedf the damage that can be caused éoconomic,
social and balthoutcomesby inequality.

Thechange in thinkindpas beerreflected inthe international development goals. The Millennium
Development GoaldMDGs); agreed in 200@ were silent on inequalityljkely reflectingthe relaxed

attitudes at the time to inequality among many global policy makBys2015, thinking had radically

changel and the Sustainable Development Gq&BGsglearlyexpressedhe absolute necessity for

countries to tackle inequaliy8DG 10 articulates the gaalz WNB RdzOS Ay Sljdzr t Ade gA
countriesQ

Yet, in many countriesincluding across the AsRacific regiorg levels ofincomeinequalityare still
highand, in some they continue to riseln fact, e IMF (2021¢&laims that inequalities in incomes
have been exacerbated by the COMDcrisisPolicymakerdn many countries seemither unwilling
to address ibr are unawareor unconvincedaboutthe policy tools at their disposabiven the harm
that can be causedat just toindividuals and families, but to entire natigrisy high inequality, it is
imperative thatgovernments take measures to tackle it.

Across much of the AsRacific region the challenge of high inequality is exacerbated by widespread
low incomedn an absolute sensésFigurel-1 shows,in most countries families are living on less
than $10 per person per day, in purchasing power parity (PPP) tevhile insome the majority

have less than $50 (PPPper dayeach to live onWhile this may seem generous when compared to
the $1.90 (PPP) and $3.@@PP)nternational poverty linesit needs to be borne in mind that the
poverty line in the USA is set at aroup2l0 (PPPper person per dayMost people in the Asidacific
region would, if theyived in the USA, be regarded as destititberefore, not only are people
struggling due to low incomebut theyalso experience the injustice afsmall proportion of th
population doing much better than them.



1 Introduction

Figurel-1: Proportion of the population under differentevels of relative incomeacross countries
in the AsiaPacific region

Timor-Leste (2014)
Solomon Islands (2013
Bangladesh (2016)
Yemen (2014)

India (2012)
Pakistan (2019)

Iraq (2012)
Myanmar (2017)

Lao PDR (2018
Kyrgyz Republic (2019
Armenia (2019)
Tajikistan (2015)
Philippines (2018)
Indonesia (2019)
Georgia (2019)
Nauru (2013)
Sri Lanka (2016)
Mongolia (2018)

Fiji (2013)

Bhutan (2017)
Samoa (2013)
Tonga (2015)
Vietnam (2018)
Palestine (2017)
Kazakhstan (2018)
China (2016)
Thailand (2019)

Iran (2018)
Maldives (2016)
Turkey (2019)
Malaysia (2016)
Lebanon (2012)
Israel (2016)
Republic of Korea (2016
Taiwan, China (2016)
Japan (2013)
Cyprus (2018)
Australia (2014)

0 10 20 30 40 50 60 70 80 90 100

E$1.9 m$19-$3.2 m$3.2-$55 m$5.5-$10 m$10 - $20 mAbove $20

SourcePovcalnetNote: Values of poverty lines are in PPP teyins2011 prices

The aim of this paper is to provide an overview of levelaadie nequality in the AsidPacific
region and understand the likely impacts that it is having on people and né&titims main measure
used in the paper to assess inequality is the {Bohex which is described in Bdxl. The paper also
examineshow investments in social securitpuld help countries in the region tackle inequality.

2While the paper focuses on income inequality, it occasionally uses consumption as a proxy for income, due to data constraints
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1 Introduction

Box1-1: What is the Gini Coefficient?

The Gini coefficient is the most wéthown indicator of inequality. To understand what it captures, it is useful to ref
to a graphic representation of inequality, the Lorenz curve. Individuals are ranked from poorest to richest, with tF
cumulative perentage of the population represented on the horizontal axis and the cumulative percentage of inct
on the vertical axis. If income were equally distributed, the Lorenz curve would correspond to the 45 degree line.

However, in all societies, the actuainsulative distribution of income is unequal and follows a line below the 45 de¢
line, known as the Lorenz curve. The Gini coefficient is calculated as a ratio between area A and afea WigBer
the ratio, the more unequal the country

Figurel-2: Pictorial representation of the Lorenz Curve

100%

Cumulative share of income earned

Cumulative share of people from lowest to highest incomes 100%

Social security is, in fact, one of the main tools used by countries to iackiemeinequality. When
designed well, itedistributesincomefrom the betteroff members of society to the majority of the
population through the provision of regular and predictable cash transfers. Social security systems
are wellestablished in most higilncome countries and have played a key rol&arkling inequality

and povertywhile alsgpromoting sustainable economic growth. While most A3&ific countries

have some form of social security in placemostsystems are still underdeveloped, although there
are some examples of good practice in the region. As the paper will, shioerever social security
systems are in placé,has brought abouteductions in inequality although the extent to which it is
effective depends on the level of investmaridthe design of systemsyith universal systems
counterintuitivelyperforming much better thathose targeted at the poorest members of society.

The paper is organised as follows. Chapteff@rs an overview of the evidence on the harm that can
be caused by higimcomeinequality while Chapter 3 desbes the currenstate of inequality in the
AsiaPacific regionA description on the theory and evidence of how social security helps address
inequality is provided in Chapterbfore Chapter 5 outlines the evidence from the ABaific

region on how soial security has tackled high inequali@hapter 6outlines a set of simulations that
demonstratehow countries could tackle inequality by investingacial security, while Chapter 7
examines potential financing optiofar countriesthat wish to expad their social security systems,
especially following the COVID crisis. Chapter 8 concludes the study.



2 Highincomeinequality and its impacts

2 Highincomeinequality and itsnegativeimpacts

Global evidenchas demonstratedhat high levels oincomeand wealthinequality can have a wide

range of negative impacts, many of which are likely to be found acrosdresimalitycan affect

individuals, in terms of their health and wellbeing, litutan also damageountries at anacrolevel,

includingby undermining national social cohesion and economic growth. Together, these negative

impacts provide a strong rationale for countrikingvigorous action to tackle inequality and

reduce it to levels that produce much more postioutcomes. It is no coincidence that many of the

O2dzy NAS&a |G GKS G2L) 2F GKS 3t 20l ft AYRSE 332y KI Ll

While it is welestablished thatow incomes and povertgan harmchildren, setting back their
development, there is evidence that inequality cadd to this.UsingUNICER iadex of child
wellbeing Pickett and Wilkinson (2008ave demonstrated thatwhenlookingat rich countries,
lower childwellbeing is stronglgorrelated withinequalitybut isnot at all related to average
incomes within each countryThey also show that higher inequaligassociated with higherates of
infant mortalityand stunting as well dewer birth weight Van Deurzen et al (2014) found that
higher household wealth irgiality is associated witincreasecchild mortality andevels of

anaemia amonghildren Inequality is also linked to higher rates of pregnancy among adolescent
girls?

If people live irhigh inequalitycountries they are more likely texperience ilhealth, poor nutrition
andlower life expectanciessomestudies have found a correlation between peoselfreported
health andhigher inequality’. Within Chinafor example Pei and Rodrigug2006) foundthat the
risk of poor healthincreasedby 10to 15 percentamong people living iprovinces with greater
income inequalitieslncome inequality is associated with higher levels of obesity and diabetes
mortality in high income countriesThere is also strong association in rich countries between
income inequality andhental illness.

Mortality, resultingoften from ill health, is more likelin countries with high levels of inequality.

Ward and Viner (2017) found an association betwkigh inequalityand increasednortality among
males and females across all age grong)3 countriesafter adjusting for mean GDFPhe

strongest correlation was among young women: a one unit increase in thedeifficientwas
associated with a 6.gercentrisein the communicable disease mortality rat&imilarly,Dorling

(2007) founathat income inequality had the greatest influence on mortality between the ages of 15
and 29yearsin OECD countries and between the ages of 25 ange@8sacross 126 countries
worldwide.De Vogli et al (2005nd Van Deurzen et al (2014) report thatthigvels of inequality

are linked to lower life expectancy.

During the COVHD9 pandemicinequality has been associated with a greater likelihood of
infection® This is because people on low incomes are less abl®tk from home or isolate when
infected, thereby infecting other& They are also more likely to be living in crowaeighbairhoods

3 Helliwell et al. (2021).

4 Pickett, Mookerjee et al (2005).
5 Pickett and Wilkinson (2009).

6 Pickat, Kelly et al (2005).

7 Pickett and Wilkinson (2009).

8 Chen and Krieger (2020)

9 Chiou and Tucker (2020).
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2 Highincomeinequality and its impacts

and hou#ng, withlower access tdasic public serviceend hygiene, while they are more likely to
rely on public transport, meanirthat their risk ofinfection is higher:°

The status of women is impacted by income inequaRigkett and Wilkinso(2009)developedan

AYRSE 2F 62YSyQa aidGlGdza o0& O2Yo0AyAy3d 62YSyQa Lkt
and social and economic autonomy. When looking across both stathe USAand rich countries

internationally, more equal countriggerformedsignificantlybetter on the index.

High levels of trust in government underpin successful societies and the developnreticof
states!! Yet, Rothstein antdslaner (2005) arguhat, when inequality is highrust will not develop
and the benefits of trust, includinpolicies that reduce further inequalities, will be elusiVkey
show that wherBelgium, with a low level of inequality, is compared to South Africa, where
inequality is very higtrust declines by 23 percenResearch bRickett and Wilkinson (200&und
a similar result both globally and within the USA.

At a national levehighinequality produces less cohesive and more violent socidfiésle a

positivecorrelation has been found between homicides ahigherinequality, many countries

experiening social unrest aralsothose where inequality is highr rising with a large proportion of

the population feel left behindin particular when access to soa@akurityis limited!2 When

tensions are high due to inequality, even a small éwam result in protests and social unrest: for
examplejnthe case oChilec2 yS 2F (G KS 62 NI R Q& thy @talyst fazgir@dptdzl £ O 2 dz
in 2019 was a rise in subway faréslighincome countriecannot escape the threat of social unrest
wheninequalityis high for examplea study by the Equality Trust (2013) likssnonstrated the link

between inequality andiots in England i2011

Studies inndonesia have demonstratatie negativerelationship between inequality ansbcial
cohesionYunma and Suryaha(®015) found gositive correlation between inequality and the
number of incidents of violdrcrime. Similarly, the World Bank (2016éiscoveredhat districts with
aboveaverage levis of inequality have rates of conflict 1.6 times higher than districts with lower
levels of inequality.

High inequality slowdown the pace of poverty reductiott For example, using time series macro
data in the context of Pakistan, Jamal (20@&)nd a high poverty elasticity with respect to
inequality,provingthe importance ofeducinginequalityto tackle povertyIn the face of various
economic shocks that may undermine growth, higher inequality makes a greater proportion of the
population vulnerableo poverty. The World Bank (2016) notes that increasing inequality in
Indonesia has disrupted social cohesion, jeopardizing the gajmsverty reduction that were
generated byeconomic growthFurther,high and rising inequality also makes esogfrom poverty
more difficult.Bourguignon (2004) hashown how, if economic growth is held constant, poverty
reduction is negatively affected by increases in inequélity.fact, Kanbur et al (201#4pve
estimated hat, acrossthe 12 Asian economidhat experiencedising inequality between the early
1990sand late2000s, thancrease in inequalityesulted in240 million more people or 6.5percent
2F (KS NS 3 A@livirgundeL dgelLlBV. 25perid2ygoverty linethan wouldotherwise
have happened

10papageorge et al (2020).

11Kidd Axelssoret al (2020).

12 Pickett, Mookherjee et al (2005); IMF (202400, Massing (2020).
BMassing (2020).

“Klasen (2016); and, Ravallion (2004)

5 Bourguignon. (2004).

5



2 Highincomeinequality and its impacts

It is nowwidely recognised after many years of debatethat high inequalityis badfor economic
growth. In fact, ESCAP (2015) has argueddXak y' S lj dzI £ A ( @ O[Agiafai®l PaciKcNS I G Sy G ¢
NBIA2YyQad SO2y 2 Yhe €edR&f §cbnenicchss, add2iniderriine the sustainability of
economic growtte wS OSy (i NI & Bas delddnstratéd thatkhS&omée imeGuality has a
positive effect on economic development until the Gimdexreaches 27, at which point inequality
hasa negative impact, which becomes more severe as inequality incrééBablaNorriset al
(2015)have foundthat, while aone percentage point increase in the income share of the top 20
percentis associated with a lower GDP growth by 0.08 percenpages in the following five years,
aonepercentage point increase in the income share of the bottom 20 percent leads to a 0.38
percentage point rise in economic growthEurther, Ostry et al (2014) found thiatwer levels of
inequality arerobustly correlated with faster and longer periods of economic growtr.example, a
10 percentreduction in income inequality was found to increase the expected length of a spell of
economic growth by 5@ercent®

Therefore, tackling inequalitshould be a policy priority for all countries if they wish tdance the
wellbeing of their citizenggeduce povertybuild trust in governmentreduce the risk of social unrest
and enjoy strong economic growth effect, ty tacking inequality countries will drive forward
inclusive national development while more effectively achietirgSDGs. The following section
examines levels of inequality the AsiaPacific region and demonstrates that tackling inequality
should bea priority for many countries.

16 Grigoli (2017).
7 DablaNorris et al. (2015).
8Berg and Ostry (2011).
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3 Inequalityacross theAsia and PacifiRegion

3 Inequality acrossthe Asia and Pacificegion

High inequality is a globahallenge NonethelessasFigure3-1 indicates, thePacificregionenjoys

the second lowest rate globallglthough the average Gheoefficient¢ seeBox1-1 for an

explanationg is 3.5 points higher than Europat 36.4. The Asia region, however, is characterised by
high inequality, with an average Gini coefficiendldf7, almost in line with the Americas where
inequality has long been recognised as a significant policy issue of coBeemnall, inequality in Asia
and the Pacific is at a level that should be a concern to policymalsrindicated earlier, it is also
likely to have risen due to the COVID crisis.

Figure3-1: Gini coefficients across UN regions, averagegimed by population size, latest
available year

Europe 43 countries
Pacific 13 countries
Asia 48 countries
Americas 34 countries

Africa 53 countries

o

10 20 30 40 50 60
Gini index

SourcelUNUWIDERWorld Income Inequality Database (WlCompanion dataset. Version 31 May 2021

Within the Asia and Pacific regidayels of inequalityary between sufsegions as shown byigure
3-2. The lowest levels of inequality are@entral Asia (33.9pllowed bythe Pacific (36.4)n

contrast, the highest inequality is found Southern Asia (50.5), followed Bast Asig41.5)and
SouthEast Asia (39)1Unfortunately, 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



3 Inequalityacross theAsia and PacifiRegion

Figure3-2: Gini coefficients across UN subregions, average weighted by population size, latest
available year

Central Asia 4 countries
Pacific 13 countries
South-eastern Asia 11 countries
Western Asia 18 countries

Eastern Asia 6 countries

Southern Asia 9 countries

o

10 20 30 40 50 60
Gini index

SourceUNUWIDERWorld Income Inequality Database (Wl@ompanion dataset. Version 31 May 2021

There is significant vation inlevels ofinequalityacross countries ithin the Asia and Pacific region
as indicated byigure3-3 (although, for some countries, the results ardittle ou of date). he

highest level of inequality is found indiawith other South Asian countries not far behitfdlhe

lowest Gini coefficient is iAzerbaijan. In fact, only Azerbaijan has a Gini coefficient below the level
at which inequality begins to hinder economic growltross all countrieundin Figure3-3, 40
percenthave a Gintcoefficient above 40, which should be regarded as a high level of inequlity.
fact, China and Indig the countries with the largest populatiosboth have Gini coefficients above
40.

¥ The latest data available for India is from 2012. Therefore, it is not possible to know the current Gini coefficiencdonting
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3 Inequalityacross theAsia and PacifiRegion

Figure3-3: The most recent Gini coefficientsr incomeacross countries in the AsiBacific region
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SourcelJNUWIDERWorld Income Inequality Database (Wltdmpanion dataset\Version 31 May 202WNotes: * indicates estimates
from own analysis from recent surveyihe latest available data has been used, bafortunately, in some countries it is quite old and
may not reflect the current context. Further, the figures do not reflect the impactfI019 as the most recent data is from 2018.

However, it is likely thahe true levels ofncome inequality within countries are underestimated,
due to thewealthiesthouseholdften not appearingn household survey3.he World Bank (2016)
examined thigghenomenon in Indonesiand concluded thainequality must be higher than
suggested by the national household surveéygrther, theanalysis has only examined income
inequality. The IMiE2021)has demonstratedhat wealth inequality in countriess consistently
higher than income inequalitysince the latter does not take accouwftthe assets held by the
wealthiest members of societ{fhere is limited information available on wealth inequality in Asia
NonethelessFigure3-4 compareswvealth and income inequality in Chinadia andhe Republic of
Koreg in 2012 and shows a similar pattefror example, while the richest P@rcentof the
population had2.8 timesthe income of the poorest half of the population in Chitreey had9.6
times the wealth; and, in India thichest D" decile of the populatiomad4.3 timesthe incomeof
the poorest 5(percentbut 105 timesthe wealth.

Bangladesh (2016_
Bhutan (2017)—
India (2012) |



3 Inequalityacross theAsia and PacifiRegion

Figure3-4: Income and wealth distribution in China, India arde Republic oKorea, 2012
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SourceWorld Inequality Databas@VID) companion dataset. Version 31 May 2021.

Across the Asi®acific regionlevels of inequality are dynamand changing over timé&JNESCAP
(2018) ha shown that between theperiod19901994and the period20102014, the averagesini
coefficient for 46 countries in the region rose fran83to 0.3§ at the same time asountries

became richersuggesting that thevealthiestmembers of society were pulling away from the rest

of the population Figure3-5 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 thgrowing inequality that was experienced between 1990 anddZ8being
reversed in some countriegn Thailand, for example, the Gini coefficient has fallen each year by 0.6
percent or a total fall of 10.5percentbetween 2000 and 2018. The largest fall has been in
Azerbaijan, where the Gini Coefficient dropd®d2.9percentper year, a totateductionof 49.8
percentbetween 2001 and 2018. In some countries, however, inequality is worsergpggiallyin
Indonesia, Pakistan and Bangladesh. While there is Ao-date information on India, between

1993 and P12 the Gini coefficient rosgy 13 percentand it may well have continued to rige.

20 Source: PovCalnet
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3 Inequalityacross theAsia and PacifiRegion

Figure3-5: Average annuallzange in Gini coefficient over time across Asiad the Pacificfor
countries for whichdata is available (between 2000/05 and 2015/%£9)

1.5% §
1.0% oooggg'
SRS a2
0.5% 228 3e0c°
o 0.0% - —— — —  —_—_—mmiB
> JEEEEET T ¢ <
S -0.5% QQ\oo\oo\ogggqo
o ..
S -1.0% T e BHTTIT?MM I oo @0°
. <) o 2 S o !
gl o\°o\§;'o\-gc-’o--'qc')
o -1.5% o O S5 o 7
S 0% I
c -2.0%
>
3 -25%
S
-2 0O
833.0/08\‘:
S -35% o
: c — c o] - 8 o «© =
g S 9388 852 8 e8ccs oo g 2890 2c g g8
= n L 2D c 2 © 8 © £ ¢ = © o o O = 9
< @.22>\53<_UEgﬁigmswogagxgwbmm
a8 x &8 g &7 285 X £ 420 g 2L o x 8 =2 5
= © © ®© nm c 2 9 5 = 5 D o = 5 © O
E28=2° FE>2 "5 <2 T 35g§gfFg2acE
o = > = QO = © =
< V4 o X QJBIE m
2 S ©
a [
(0]
Y

SourceUNUWIDERWorld Income Inequality Database (WlIBbmpanion dataset. Version 31 May 2021

Figure3-6 showsthe same information but compares countries in Asia with the rest of the world.
Those under theed line are countries where inequality has fallen and those above the line are
where inequality has increased. Overall, the pattern in Asia is simi@hé&r regionsglobally with
some countries experiencing growing inequality while, in others, it has fallen. Azerbaijan and
Indonesia stand out once more as the countries at thesaxidhe spectrum ofallingandrising
inequality.

21 The reason some countries are missing from this graph is th&t-gdiate information for 2015/19 isot available.
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3 Inequalityacross theAsia and PacifiRegion

Figure3-6: Changes itncomeinequality between 2000/05 and 2015/19
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SourceUNUWIDERWorld Income Inequality Database (WliCompanion dataset. Version 31 May 208a&tes: xaxis shows Gini index
for countriesin the period 2000/05, and the-gxis shows Gimndex for the same countries in the period 2015/19, latest available. year

Another means oflemonstratingchanges in inequality over time is through growth incidence
curves. Thesmdicatethe relativewinners and loseracross the welfare distributioim countries

over time, adevels ofinequality changefigure3-7 shows four countries fere inequality has risen
overthe past 20 year& The blue linelemonstrateshe increase in consumption each year for each
percentile of the populatiomndcan be compared to the orange line, which is the average increase.
In Indonesiathe richer members of society have been pulling well ahead ofdbeof society, with
the poorest laggintpehind the mostin Cambodiaa similar pattern can also be obsedover a

period of only 5 years (201#9). In Bangladesh, the poorest members of society Hallenwell
behind, while the greatest growth in income has been amomg¢hon middle incomes. And, in
Pakistan, although the rise in incomes has been limitg#dss the entire population, the main
beneficiaries of economic growth have been the wealthiest members of sobidtytee of these
countries¢ Bangladesh, Indonesia and Pakistapending on taffinanced social security has
increased over the period®nsidered, withall three focusing on programmes targeted at the
poorest members of sociefgee 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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3 Inequalityacross theAsia and PacifiRegion

Figure3-7: Growth incidencecurvesin four countries where inequality has been increasing:
BangladeshCambodialndonesia,and Pakistan(note the difference in scales on Y axis)
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SourcelJNUWIDERWorld Income Inequality Database (WlCompanion datasetersion 31 May 2021For Cambodiave have used our
own calculations based on CSEHR4 and2019and have measured changes in consumption as a proxy for indéotes: Changgin
income orconsumption have been annualised.

The pattern is very different in countries where inequalias been fallingrigure3-8 shows the
growth distribution curves in Azerbaijan, Georgia, Btélippinesand ThailandIn each, the growth

in consumpion has been higher among the poorer members of society than among #take top

of the welfare distribution. In Azerbaijan and Georgia, théuctions in inequality have been very
significant, with the poorest 600 percentof the populationbenefiting the most, largely due to
significant expansions in their social security syst&mhsthree of the countrieg Azerbaijan,

Georgia and Thaital ¢ 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 socieGhéater

5 for further discussion)hefalls in inequality have been lower in Thailaart the Philippines,
although nonethelessthe poorestmembers in society in Thailand have done almost twice as well
as those at the top of the welfare distributioRurther, despite the fall in inequality in each country,
the richest members of society all four countries have nonetheless increased their wealth.

23 UNESCAP (2018).
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3 Inequalityacross theAsia and PacifiRegion

Figure3-8: Growth incidence curves in four countries where inequality has béalting:
Azerbaijan, Georgiahe Philippinesand Thailandnote the difference in scales on Y axis)
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SourcelJNUWIDERWorld Income Inequality Database (W)ilQompanion dataset. Version 31 May 20&ites: Changein incomehave
been annualised.

In conclusion,herefore,this chapter has shown thamost countriesin the AsiaPacific region are
experiencing high levetsf incomeinequality. Further, the true level ikelyto be underestimated
while wealth inequalityis probablysignificantly higher. This suggests thatstcountriesin the
regionneed to takepolicy actiongo reduce inequality, so that they and their citizens do not
experience the negative impacts of high inelityathat were described in Chapter & some
countries, levels of inequality have been fallfngthe past 20 yearsyhich is positive, althougtin
manyof these more still needs to be dondn others, therehaseither beenlittle change o the
situation is worseningl'he following section examinéise global evidence on the extent to which
social security has helpembuntries tackle inequality
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4 Impacts of sociaecurity on inequality: theory and global evidence

4 Impacts of social security on inequality: theory

and global evidence

High levels of incomaequalitywithin countriescan betackledin arange ofways andgovernments
have a range ahechanismat their disposato achieve this. TheMF (2021) hahighlighted three

core tools through whiclgovernments can
tackle inequality asillustrated byFigure4-1.

It distingushesbetween predistributive and
redistributive policiesPredistribution
incorporatesthe provision of public services
such as health and educatipas well as
active labour meket policies, such as
minimum wage legislationThese policies
encouragenclusive growth by enhancing
opportunities and increasing human capital
while also supportinggir labour market
participation Redistributionencompasses
both taxes andransfersc in other words,
investment in social securitywhich not

only transfer wealth from the rich tmost of
society but, by doing sdurther strengthen

Box4-1: The right to social security in the universal
declaration of human rights

Article 22:¢6Everyone as a member of society, has thight
to social securitg

Article 25 &1) Everyonehasthe right to a standard of
living adequate for the health and welleing of himself

and of his family, including food, clothing, housing and
medical care and necessary social services, andgheto
security in the event of unemployment, sickness,
disability, widowhood, old age or othelack of livelihood

in circumstances beyond his contrdR) Motherhood and
childhood are entitled to special care and assistaridk.
children, whether born in or out of wedlock, shall enjoy the
samesocial protection

human capital and help generate economic grovi@distribution in effect,reduces theinequality
of disposable income through taxes and transfelsle enhaneng opportunitiesfor families and

individualsthrough demand side investments.

Figure4-1:LaCQ&a O2y OSLJidz f

Disposable

income

Sourceelaboration byauthorsbased olMF (2021).
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4 Impacts of sociaecurity on inequality: theory and global evidence

Since theéSecondVorld Warg andfollowinginternationalagreementon the Universal Declaration
of Human Rightésee Box 4) ¢ social security hasecomerecognised aboth abasic right and a
key tool tirough which countries can tackle inequality amrdate better societies for everyong&€he
reduction in inequality achieved bpaalsecurityis the result oboth the transfers themselves,
which offer households additionaldome, alongside the taxation that funds the transfeksFigure
4-2 illustrates redistribution should reduce the incomes of tiwealthier members of society while
increasing incomes across the majorityereby tackling inequalityAlmost all countries practise
redistribution although theextent varies considerably.

Figure4-2: Simple diagrammatic representation of redistributioue to taxation and social
security transfers
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mmmmm Disfribution post-transfers and tax
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£
Incomes
increase across
the majority
— e
-
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Sourceelaboration by the authors.

Across highncome 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 countridscording to the OEQR012)and Causa and

Hermansen (2018pnaverage direct transfers account for more than three quarters of the overall
impact of redistributive policies on inequality in OECD countbégct transferdavereduced

income disparities at the bottom of thdistribution, while taxesreduce disparitiesit the top. Figure

4-3 shows the impact of social security transfers g&ucation on inequality across OECD countries.
Thetop of the blue bars indicatdevek of inequalitywithout social securitandtaxationwhile the

top of the orange bars shows actual levels of inequalityeihonstratesi K G &42YS 2F (KS
most equal countrieg including those in Scandinawdavould be very unequal countries if they did

not invest in social securitidowever,impacts ardower in Chile Mexicq the Republic of Koreand
Turkey which invest much less in social secynijth most support going tthe wealthier members

of societywho are more likely to have patrticipated in social insurance schemes.

16

(SN



4 Impacts of sociaecurity on inequality: theory and global evidence

Figure4-3: Levels of inequalitpefore and after taxes and transfers acro€ECD countries
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As shown byrigure4-4, within OECD countrigbere is a clear correlation between levels of
investmentin social security anceductions in inequality? The more countries spend, the greater
the fall in inequality. Nonetheles®ECD countriedemonstratethere is likely to be a limit beyond
whichthe returns to investment diministparticularlywhen systems include design flansuch as
offering benefit levels thatare too highto elitesor incorporaing categories of the population that
should not be within the system (such lzsalthyretirees aged 4@0 years®). Countries such as
Sweden and Norwagrovethat high quality uniersal systems even in ageing societiegscan be
established for around 1gercentof GDPGovernments should encourage people who wish to
receive higher benefits threthose 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, investmergtin social security in the AsRacific egion are well behindptimum levels.

24 The magnitude of redistribution is measured by the difference between Gini coefficients for market in¢batés, pretax, pre
transfer incomes; anddisposable income i.e. posttax, posttransfer income.

251n many OECD countriespecific categories of employegsuch as the militarg can often be allowed to retire early, bnbnetheless
gain goodbensionbenefits.
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4 Impacts of sociaecurity on inequality: theory and global evidence

Figure4-4: Correlation between inequality reduction and level of investment in social security in
OECD countrieg2017-2019¥°
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SourceOECD Social Expenditure Database (SOCX) and OECD Data 'Income Inequality'.

AsFigure4-5 indicates when looking globally across 126untries including many lowand middle
income countrieg; thosethat invest more in social protecticachievelargerreductions in the level
of income inequality amontieir citizens.Around73 percentof the variation in income
redistribution is explained by the level of puldigcialprotection spending On average, th&dMF
(2017)has found that, over time, higincome countries in the Global North have achieved lower
averagdevels of income inequalitthan countries in the Global South. This, to a large exisdije
to the greater levels of redistriltion within their countrieghrough social security and taxation
which have 4 the long termyeduced income inequality iyjore than onethird in advanced
economies?

260n the X axis, the mark@tcome inequality refes to theGinicoefficient if there was no social security or taxes to fund social security,
while the netincomeinequality refers to the actuabini coefficient in those countries, taking into account absécurity and taxes.
27IMF (2017)n IMF (2021).
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4 Impacts of sociaecurity on inequality: theory and global evidence

Figure4-5: Correlation between inequality reduction androader social protection expenditure
across 120 countrie8
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SourceStandardized World Income Inequality Database (2020) and ILO World Social Protection Databasgq@@2daution should be
taken withthe social protection expenditure figurewhich likely include areas of spending that are outside the core social security sector.

It is often believed thathe best means of tackling inequality is by targeting social security transfers

at the poorest members of societyndeed, while this sounds intuitive it is, in faat,incorrect

belief. In reality,as demonstrated by the evidendaigher reductions in iequality are achieved by

countries that invest in universal social secuit§ithin OECD countries, for exampthigh impacts

on inequality have been achieved thosecountries wih a greater commitment to universal

transfers the best examples are couigs in Scandinavih Y R { 6 SRSy Qa a@®IANadNE 27
has explained how the Nordic model of social security is predicated on universal transfers.

The higher impact of universal transfersiaequality has been explained Byprpi & Palme @98)as

aWLl NI R2 E 2 TQUNGE datadrdm\ife &wambaing Income Study of 11 OECD countries,
theyRS@AAaSR Iy WAYRSE 2F (KS RSINBS 2F GFINBSGAYy3 (
NB f | (irBdmnerédistribétionneasured as the reduction in the Gini coefficient from market

income to disposable income. In other wordsuntries with more universal social security systems

achieved greater redistribution. More specificallyjgome inequality was found to be higher in

countries with limited social expenditures and more targeted schemesdnited States, Canada,

Australiaand Switzerland) as opposed to countries with large expenditures and more universal

benefits €.g.Scandinavian countries, Germany and Frafdt®ore recently, Jacquesnd Noél

(2018)conducted a similar studglevelopinga universaty index comprising the percentage of social

280n the X axis, the mark@tcome inequality refers to the Gini coefficient if there was no social security or taxes to fund soaidysecu
while the netincome inequality refers to the actual Gini coefficient in those countries, taking into account social security and taxes.
29Korpi & Palme, 1998 in Kat®003)
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4 Impacts of sociaecurity on inequality: theory and global evidence

benefits that are meangested and the proportion of social expenditure that is private. Using time
series data for 20 OECD countries between 2000 and 2011, they found that countriésweith
universal programmgand less redistributive budgets dess effective at redistributing income and
tackling inequalityas measured by the Giooefficient ThelMF (2021 palso highlight that coverage
and adequacy determine the effectiveness of social transfers for reducing poverty and inequality
and that this is particularly important among leand middleincome countries across the global
south with a high degree of informality.

The greater impacts of universal transfers on inequality to a large extentthe result oftheir

higher budgets, when compared to povetgrgeted schemedJniversal social security systemmat

least in democratic agexts¢ consistently have higher budgets than povetdygeted programmes.
Political economy theory explains that this is due to their greater popularity which derives from their
broad coverage across sociéyTaxpayerare more likely tasupport schemes/henthey also

benefit from them.In contrast, povertytargeted schemes are less popular since they reach only a
small proportion of the population and generally exclude those citizens who, through their tares
the main funders of thechemes. Taxpayers, therefore, tend to be reluctant for their taxes to be
used on programmefsom which they areexcluded AsFiszbein & Schady (200#)the World Bank
write:d ¢ NI yaFTSNJ a0KSYSa yI NNERténtl ® havre liliEBSsigpdit becdusel K S
a small share of the population benefit, whereas the costs are dispersed acrosd.all xS NB& ® ¢

The higher budgetsf universal schemesiean thatthe overalllevel oftaxationrequired to fund
themis higherthan the taxation requiredo fund poverty-targeted programmed-urther,even if
taxation rates are equal across everyone in society, in absolute téeremount of taxpaid by the
richer members of society is higher, and this is redistributed across the rest of sdd¢iety.
difference between universal and povettgrgeted schemes cape illustrated by a simple thought
experimentusing an imaginargountry of five citizens.

Figure4-6 showsthe incomes of the five citizensThe totalincome of all citizens i9S$H.0,000 the
richest citizen has an income 0B6%,000while the poorest has an income of only (288.

Figure4-6: Distribution of income across the five citizens in the imaginary country
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30 See Kidd (2015) for a moredepth explanation.

20

LJZ2



4 Impacts of sociaecurity on inequality: theory and global evidence

Inthe thought experiment two schemes are put in place: one ip@verty-targetedprogramme that
giveseverything to the poorest citizen and costs Pércentof GDP (or, in this casef the total

incomeof the five citizen} the other isuniversal andequires an investment of percentof GDP

which is redistributed to all five citizens on an equal baB@&h schemes are funded through a flat
incometaxon all citizensequivalent to 0.5ercentof incomeunder thepoverty-targeted option

and 5percentof income under the universal scenarithe results of the redistributioare shownin
Figured-7. While under thepoverty-targeted schemethe poorest member of society benefits the

most, under the universal scheme they do much betterOlg y 1 NI 4G X G KS NRAROKSali
income falls the most under the universal scher@ensequentlyit is the universal sche that

generates the highest reductionsimequality.

Figure4-7: Net income gains and losses under the poveté&ygeted and universal schemes
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5 Impacts of current social security systems on
Inequality: evidence fronthe AsiaPacificregion

Across most countrieis the AsiaPacific regionsocial security systems are less depeld than in

OECD countrie$/ost countries have not yet established modemiversal social security systems

but havebifurcated systems in whighublic service pensions and social insurance schemes are

offered to those in the formal econongywho tend tobe overrepresentedamong the bettesoff

members of society while small social assistance programmes@amidedto the poorest

members of society. ASigure5-1illustrates, this results ithe exclusion o& largeproportion of the

L2 LJdzf F GA2Y FNRBY GKS a20Alf &S OdzNHdied\etatiisigiodpY > 2 F i €
tends to beworking in the informal economy anas indicated b¥igure5-1, areliving on low and

insecure incomes. Guy Standing{2phasO t £ SR (1 KA a I Wicllzpily deflscBibesl LINS O NA
their situation and highlights the need for them to accessial security, to build their resilience and

reduce their insecurity.

Figure5-1: Social scurity model found in many countries of the AsRacific region
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In contrast, nodern social security systerofer universakoverage to citizen® address the risks
and challenges they fa@eross the lifecycldn line with the provisionset outin the Universal
Declaration of Human RightseeFigure5-2). In most countrieswith modern, comprehensive
systemsthe largest schemes tend to lokild, old age and disability benefits, but good systems also
establisha range of other measures for those of working age, such as unemployment,
maternity/paternity and sikness benefits.
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Figure5-2: Typical benefits offered by a modern, lifecycle social security system

SourceCreated byAnh Tran oDevelopment Pathways.

In addition to the more established systems in the kilgtome countries of Australia, Japan and
New Zealandsomelow- and middleincome countries in Asia are beginning to build more modern,
universallifecycle systemsT'he most commonniversal lifecyde schemes found ithe AsiaPacific
region are old age pensions, but there ateo a few countries that have establishauiversal
disability benefitsMongolia is the only country in the region that Hagplementeda universl child
benefit, although itwas obliged bygome international financial institutions, in 2018, to target it at
80 percentof the population.The overall level of investment 38 AsiaPacific countries in tax
financed social security schesyalisaggregated by lifecyabategory,is set outin Figure5-3.
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