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Foreword 

Economic inequality is increasing both within and across countries. Growing inequality has 
negative economic, social and political consequences, it constrains economic growth, 
undermines social cohesion and political stability. The G20 decisions address the issues of 
overcoming income inequality in the context of structural reforms, promotion of employment, 
social protection, and financial inclusion. However it has not yet directly dealt with economic 
inequality on a sufficiently focused, direct and comprehensive scale, to clearly reduce increasing 
inequality in the world and thus reap the economic, social and political rewards that greater equality 
brings. The G20 can and should do more to combat economic inequality, given its core mission to 
make globalization work for the benefit of all and given the economic, social and political benefits 
that economic equality brings. It can do so by acting now, through priority principles, policies and 
actions to be agreed at the St Petersburg summit in September 2013. 

In the run up to the St. Petersburg G20 summit the Civil 20 initiated preparing a report and 
recommendations to G20 focused on surmounting the risks originating from growing income 
inequality. A special Task Force bringing together experts from G20 member countries has been 
established to draft the report. The Civil 20 drafting process was carried out in partnership with 
the United Nations Development Programme (UNDP) and was coordinated by the International 
Organizations Research Institute of the National Research University Higher School of 
Economics (IORI HSE) and the G20 Research Group of the University of Toronto. The G20 
members’ perspectives have been highlighted by country reports.  

Presented and discussed within the Russian G20 Presidency Civil Society Track 
(www.g20civil.com), the report provides an independent analysis and proposals for a dialogue 
between a wide range of stakeholders and the G20 governors on the G20 concerted policies and 
actions to improve economic equality within their countries and beyond.  

We believe that eradicating causes of inequality and turning structural barriers to equality into 
opportunities is fundamental for generating strong, sustainable and balanced growth. Transition 
to inclusive growth will depend on G20 coherent policy actions globally and nationally.  

We propose that, building on the G20’s foundational mission of making globalization work for 
the benefit of all, the G20 should agree the Saint Petersburg Economic Equality Initiative for 
Strong, Sustainable, Balanced and Equitable Growth affirming the value of equality and 
inclusion along with economic growth and efficiency. The Initiative should be reinforced by the 
G20 new development action plan centered on addressing inequalities. 

Civil 20 stand ready to contribute to implementation of G20 commitments on equalizing 
opportunities and outcomes within and across countries. 

 

Dr. Marina Larionova, Director IORI HSE 

Professor John Kirton, Co-director, G20 Research Group, University of Toronto 
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Executive Summary 

Trends in Inequality: Globally and Nationally 

Global inequalities remain unacceptably high at Gini coefficient of 0.70 as a measure of 
dispersion of income across the whole population. Though there is some evidence of a minor 
decrease in the last decade due to a limited growth of middle classes in emerging countries, the 
global crisis is squeezing middle and lower classes in many countries. Inequality is holding back 
economic recovery, growth and investment. Having prioritized growth through free market 
mechanisms with  only residual attention to equity issues, in the last couple of years most 
economists agree that a more equal distribution of income promotes economic stability, 
sustained economic growth, healthier and more cohesive societies.  

The global dynamics is driven by national changes. The increase in within-country income 
inequality is one of the persistent trends of the past three decades across most of the G20 
countries. The G20 is a varied group of countries, and that is also reflected in the levels of 
income inequality. Inequality ranges from rather low in France to very high in South Africa. The 
G20 countries cluster around two groups - emerging economies (South Africa, Brazil, Mexico, 
Russia, Argentina, China, and Turkey) with higher inequality relative to developed countries 
with lower Ginis (for instance France, Germany, Canada, Italy, and Australia.) Since 1980, 
income concentration and overall levels of inequality have increased dramatically in several high 
income countries. The rich are getting richer. The top 1% of Americans have doubled their share 
of national income (from 8 to 17%) since Ronald Reagan was inaugurated. Top earners in other 
rich economies such as Australia, the UK and Japan, have also increased their share of income. 
The estimates of the Gini coefficient in India and China suggest a wider dispersion of income.  

How inequality constraints growth 

Empirical research shows that reducing inequality is consistent with stronger growth over a 
sustained period of time. Inequality limits the potential of disadvantaged groups to invest in 
education and health, and subsequently reduces their capacity to engage productively in the 
market and contribute to growth. Insufficient physical, and/or financial capital, or skewed 
allocation of assets, create barriers for the poor/disadvantaged to engage fully with markets, 
limiting entrepreneurial activity, with a negative impact on jobs and income generation, 
constraining demand and affecting growth. High levels of inequality can cause social unrest, 
conflict and discourage investment. Inequality may encourage poor economic policy which 
could have adverse impacts on both medium and long term growth and development. Fiscal and 
monetary policies may favor the rich, encourage unproductive activity, and possibly increase 
exposure to economic shocks. Alternatively, where the poorer sections of society have political 
influence, policy might aggressively redistribute income, reducing aggregate savings. 

Key Drivers of Income Inequality 

Many factors combined over the past thirty years to cause rising income inequality across the 
world: technical change; trade and financial liberalization; changes in labor market regulations; 
and changes in fiscal policies. Financial and trade liberalization, supported by a fast-paced skill-
biased technological progress, led to an increase in the income share of capital at the expense of 
labor and an increase in wage disparities between skilled and unskilled labor. These trends were 
compounded by changes in labor market regulation that weakened the bargaining power of labor 
and changes in fiscal policies that reduced the redistributive impact of taxes and public transfers. 

In the case of emerging economies, these factors were coupled with other structural factors such 
as spatial and horizontal inequalities, unequal access to basic services, and widespread informal 
employment which contributed to perpetuating and increasing income inequality.  
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Key Policy Options to Tackle Inequality 

In addressing inequality, utmost consideration must be given to the specific challenges and 
opportunities of different country contexts. However, four areas of focus can be identified:  

Reducing primary inequality through truly inclusive patterns of economic growth  

Those at the bottom of the income distribution mostly share the benefits of growth when their 
incomes are increased through quality employment opportunities. Therefore, an inclusive pattern 
of growth first and foremost promotes the centrality of labor. Key policies related to this 
objective include: the adoption of a macroeconomic policy framework that promotes 
employment creation;  the enactment of fiscal and monetary policies encouraging productive 
investment over financial speculation, and sustainable growth over macroeconomic stabilization 
as an autonomous goal; as well as the adoption of industrial policy measures encouraging the 
creation of more productive jobs with incomes above the poverty line. In addition, given the 
growing share of returns to capital in the distribution of income, an inclusive model of growth 
will increasingly require actions aimed at ensuring a more equitable access to capital and the 
benefits of entrepreneurship.  

Reducing secondary inequality through a fair and effective redistribution measures 

Fiscal policies are instrumental in achieving social equity and a redistribution of wealth. 
Depending on the instrument used, fiscal policy can influence income distribution both directly, 
through its effect on current disposable incomes, and indirectly through the provision of public 
services, which in turn affect future earning capacity. This is achieved by adopting progressive 
taxation systems, expanding the tax base, and improving the effectiveness of public expenditure.  

Social protection is important for social equity and the distribution of wealth because it supports 
poor households to better cope with shocks without having to deplete their assets. Conditional 
cash transfers have shown enormous potential in this context. Temporary public employment 
programmes and employment guarantee schemes are other forms of social protection which can 
be an effective policy tool for creating jobs and spreading the benefits of growth. 

The governance dimension of inequality reduction: transparency and accountability 

Fostering transparency of public institutions through measures aimed at stemming corruption 
and illicit capital flight is critical for achieving more equitable and pro-poor development 
outcomes, as corruption hinders economic development by distorting markets, damaging private 
sector integrity, reducing the availability of funds in developing economies. 

Fostering accountability through participation of civil society organizations in monitoring the 
delivery and quality of social services should be promoted by improving access to information, 
using ICT and e-governance for strengthening the participation of disadvantaged groups. 

Addressing inequality of opportunities and horizontal inequality 

Policies required to address inequality of opportunities and horizontal inequalities include 
removal of barriers preventing equal access to critical public services and employment and 
livelihood opportunities, such as inequality in access to credit, employment facilitation services, 
agricultural extension services, small and medium enterprise development services.  

While actions to tackle inequality must be taken at country level, it is clear that the causes 
underpinning the increasing economic inequality are  inadequately addressed through 
exclusively domestic interventions. For instance: industrial policy aimed at promoting 
investment in sectors with larger proportions of high-skills jobs are dependent on the structure of 
international intellectual property regimes; the taxation of financial transactions cannot be 
effectively enforced in a context of high mobility of financial capital without adequate 
coordination across countries; similarly in a context of high trade integration, coordinated efforts 
are indispensable to ensure the full realization of international labor standards. It is therefore 
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necessary to harness the political will not only within countries, but also within international 
economic coordination mechanisms.  

Recommendations for G20 Actions to Improve Equality 

Building on the G20’s foundational mission of making globalization work for the benefit of all 
the G20 should agree the Saint Petersburg Economic Equality Initiative affirming the value of 
equality and inclusion along with economic growth and efficiency. The Initiative could begin 
with general principles and extend to specific supporting actions relevant to all G20 members.  

As a matter of priority G20 should: 

1. Strengthen those polices that the G20 has already agreed to and that are of a proven value in 
promoting income equality across the members’ societies and beyond.  

2. Assess economic and equity growth together, and identify how policies to promote one affect 
the other. The first step is to formally include equality measures, and subsequently aspirational 
targets, within the Framework for Strong, Sustainable and Balanced Growth. The second step is 
to encourage members to add equity indicators, starting with the Gini coefficient, and 
subsequently aspirational targets into their national development plans and annual budgets.  

3. Emphasize the G20 actions that simultaneously enhance economic and equity growth. This 
should start with those equity enhancing actions that most directly and inexpensively contribute 
to new sources of economic growth and jobs, and fiscal sustainability where possible, in the 
short and the medium term. 

4. Affirm the need to strengthen the public policy foundations.  

5. Steadily strengthen the social security systems in ways that move toward wider more carefully 
targeted and means tested coverage, effective results and cost control.  

6. Create a G20 Study Group on Equality to work with appropriate international organizations 
and civil society groups to help refine and implement these recommendations, and devise new 
ones for actions by G20 leaders at their Brisbane summit in November 2014. 

7. Include the goal of attaining equality as one of the post-2015 Millennium Development Goals. 

Concrete actions of relevance to most G20 members should be spelt out: 

1. Job generating macroeconomic and industrial policy measures, as well as actions ensuring 
equitable access to capital and benefits of entrepreneurship.  

2. Opportunity equalizing measures such as investment in human capital through promoting high 
quality education and training for acquisition of knowledge, relevant competencies and skills 
enabling citizens to fulfill their potential in the labor market; and universal health services.  

Actions to enrich the poor without taxation can be emphasized, such as strengthening legal 
ownership and land title to increase land access for poor people and groups, fostering charitable 
donations by reducing transaction costs on them, cultivating a sense of corporate responsibility 
among entrepreneurs. 

3. Revenue generation and taxation policies to broaden the tax base to make taxation fairer and 
more progressive, improve effectiveness of public expenditure, reduce tax evasion and 
avoidance. The composition of subsides should also be shifted from those that in practice 
privilege the rich to those that directly target the poor. Where relevant, subsidies should be 
converted into broad based safety nets or other pro-poor welfare payments. 

4. Actions to ensure access to critical public services through more effective redistribution and 
social programs: making the social transfer systems more progressive, notably for housing, 
family, and social assistance; improving public pension plans for aging populations in ways that 
maximize the economic contribution of experienced, aged workers while controlling the fiscal 
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demands on the government; supporting women’s contribution to the labor force and economic 
growth through promoting region-specific pro-poor policies, including physical infrastructure, 
human capital, and inter-regional equality and integration policies, while ensuring that they do 
not privilege wealthy urban areas at the expense of poorer, rural ones.  

Country Specific Policies  

G20 members could agree on the recommendations adopting measures most suitable to the 
national socio-economic circumstances. Additional steps could be considered by the G20 
members with particular needs.  
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Chapter 1. Trends in Income Inequality in the World and in the G20  

Introduction  

The world is changing rapidly and, with it, the role and influence of citizens in their respective 
countries and as global inhabitants. One of the aspects that most clearly reflects this dynamic is 
the changes in income inequality within countries and globally. 

Income inequality is now being discussed widely as we approach the deadline for the 
Millennium Development Goals in 2015. Different commentators have suggested the need for 
monitoring inequality in the follow up to the MDGs. The opening of the public space to 
discussion on inequality is something that should be commended. Not long ago, the Managing 
Director of the IMF publicly dismissed such debates as a distraction from more “important” 
issues related to economic growth.1 In her 2002 speech Anne Krueger, then First Deputy 
Managing Director of the IMF, said “Poor people are desperate to improve their material 
conditions in absolute terms rather than to march up the income distribution. Hence it seems far 
better to focus on impoverishment than on inequality.” That has changed. Equality is	regarded	as	
fundamental	to	the	realisation	of	human	development	goals	and	economic	stability 
 

Inequality globally and nationally  

What do we know about inequality? The present section will focus on global inequality first, 
then on inequality within countries and finally on inequality in the G20 countries. 

Let’s start with global inequality. If the world were one single country, if we all were global 
citizens in the most basic definition, how unequal it would be? As it turns out very unequal. 
According to the research by Branko Milanovic from the World Bank, the Gini coefficient, a 
measure of the dispersion of income across the whole population, is 0.70. For comparison, the 
Gini coefficient for South Africa, one of the most unequal countries in the world is 0,631.2  

But as Milanovic also points out, we are often concerned not only with the level of global 
income inequality but with its trend. What do we know about this? There is enough reliable data 
to calculate global inequality for every five years during the 20 years spanning from 1988 to 
2008. Milanovic found that “perhaps for the first time since the Industrial Revolution, there may 
be a decline in global inequality. Between 2002 and 2008, global Gini decreased by 1.4 points.”3  

  

                                                 
1 Krueger A.O. Address on Globalization at the Seventh St. Petersburg International Economic Forum, June 18, 
2003. URL: http://www.imf.org/external/np/speeches/2003/061803.htm. 
2 The World Bank Database. GINI index. URL: http://data.worldbank.org/indicator/SI.POV.GINI. 
3 Milanovic B. (2012) Global Income Inequality by the Numbers: in History and Now, An Overview. 
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main themes emerge.9 One theme relates inequality, particularly income inequality, to lower 
labor and capital productivity; a second emphasises the impact of inequality on the ability of 
some countries to maintain periods of strong growth; while a third stream highlights connections 
between inequality and the enabling environment needed to encourage growth and 
development.10  
 
Human capital formation11 

Building up human capital is one of the main ways of increasing labor productivity, and is likely 
to be of particular importance as development progresses and the technological sophistication of 
production increases. The inability of the poor to invest sufficiently in education, including basic 
education and training, is often seen as a major reason for inadequate human capital formation.12 
This lack of investment has often been put down to credit constraints. Poor people are very 
limited in their ability to finance education from their current income, and are typically 
constrained in the amount they can borrow because they cannot use future earnings as collateral 
against a loan.13 These credit market imperfections not only limit the ability of the poor to 
develop their human capital, but also reinforce existing patterns of inequality, perpetuating the 
problem. The provision of low cost public education is important to offset these barriers to the 
creation of human capital and the reduction of inequality over time. 

Financial limitations are not the only barriers to increasing human capital. Discrimination on the 
grounds of gender and ethnicity due to cultural, traditional, legal, religious, socio-economic or 
political norms can also be important obstacles.14 For example, the persistent inequitable 
treatment of girls and women in some countries reduces their capacity to contribute 
economically. The amount and type of education and training available to girls and young 
women, vertical and horizontal occupational segregation, and a bias in recruitment and 
promotion all work to limit women’s productivity. Gender and other social inequality can further 
affect productivity by reducing the incentive to work. Whether (particularly gender) inequality 
causes poor economic outcomes, is the result of a low level of development, or reflects other 
variables such as health status or maternal mortality, has not been conclusively determined, and 
may vary over time and across countries. More micro level studies are needed to improve our 
understanding of how greater gender and social equity improves economic efficiency. But there 
is a strong case to keep refining policies to eliminate inequality to ensure that the potential of all 
groups to contribute to growth and development is realised.15  

                                                 
9 Gustav A. Marrero and Juan G. Rodriguez Inequality of Opportunity and Growth ECINE Working Paper 154 
(2010) http://www.ecineq.org/milano/WP/ECINEQ2010-154.pdf pp.7-8 
10 In addition to the references in the following sections, useful overviews of these main themes can be found in 
Philippe Aghion, Eve Caroli, and Cecelia Garcia-Penalosa ‘Inequality and Economic Growth: The Perspective of 
the New Growth Theories’ Journal of Economic Literature 37 (4) 
http://www.fadep.org/documentosfadep_archivos/D-9_INEQUALITY_AND_ECONOMIC_GROWTH.pdf ; and 
Robert J Barro Inequality and Growth in a Panel of Countries 
http://scholar.harvard.edu/files/barro/files/inequality_growth_1999.pdf pp. 3-7  
11 For a theoretical and historical discussion see Oded Galor ‘Inequality, Human Capital Formation and the Process 
of Development’ http://www.brown.edu/Departments/Economics/Papers/2011/2011-7_paper.pdf  
12 Andrew G. Berg and Jonathan D. Ostry Inequality and Unsustainable Growth: Two Sides of the Same Coin? IMF 
Staff Discussion Note SDN11/08 April 8 2011) http://www.imf.org/external/pubs/ft/sdn/2011/sdn1108.pdf 
13 Daniel Mejia and Marc St ‘Unequal Opportunities and Human Capital Formation’ 
http://www.hks.harvard.edu/pepg/PDF/events/Munich/PEPG-04-14Mejia.pdf p. 2  
14 For example see ‘Gender is just one of the many inequalities that generate poverty and exclusion’ 
http://www.guardian.co.uk/global-development/poverty-matters/2012/mar/09/gender-inequality-poverty-exclusion; 
Global Thematic Consultation on Addressing Inequalities ‘Girls and Young Women and Inequalities’ 
15 Oriana Bandiera and Ashwini Natraj ‘Does Gender Inequality Hinder Development and Economic Growth? 
Evidence and Policy Implications’ World Bank Policy Research Working Paper 6369 http://www-
wds.worldbank.org/external/default/WDSContentServer/IW3P/IB/2013/02/21/000158349_20130221100323/Render
ed/PDF/wps6369.pdf  
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Labor productivity is also influenced by health through its impact on aggregate hours worked 
and the type of work performed. Not surprisingly, there is a large body of evidence that supports 
the idea that health and income levels are positively related. However, there is also evidence that 
health is related to income inequality, in some studies even after controlling for factors such as 
race, smoking, and poverty.16 
 
Physical capital accumulation 

The amount of physical capital in an economy affects both total productivity and the productivity 
of labor (through the capital/labor ratio, or the amount of physical capital each person has to 
work with). The poor are likely to have inadequate physical capital for a variety of reasons 
including the inability to accumulate sufficient savings (not only because of low incomes but 
sometimes because of a lack of secure savings facilities), or the exposure of many poor people to 
asset loss due to human induced shocks or natural disasters.  

At a more macro level, the specific pattern of capital formation in a country can both exacerbate 
inequality and create pressure for its reduction. For example, the magnitude of China’s exports 
of certain manufactured goods has depressed world prices for those products, kept domestic 
wages in those industries low, and exacerbated existing inequality. Recognition of the need for 
domestic demand to play a larger role in future growth means that household incomes will need 
to rise (via higher wages and social protection programs), developments that should reduce 
inequality.17 And India’s growth has generated relatively little employment due to the existence 
of a growing, capital intensive, formal manufacturing sector, alongside a large, low productivity 
informal sector whose share of GDP has been essentially constant for more than 60 years.18  

In short, insufficient human, physical, and/or financial capital, or the skewed allocation of assets, 
create barriers to the poor engaging fully with markets. The results are that inequality continues 
or worsens and growth is slower than would otherwise be possible. 

Inequality and the duration of growth 

Sustained economic growth is generally considered to be essential for a country to permanently 
move out of poverty. If a country is unable to sustain strong growth once it has started, or is 
prone to economic shocks that significantly reduce growth, it will face major obstacles to 
poverty reduction. Recent studies have suggested that income inequality may exacerbate both 
these problems. For example, Berg and Ostry, looking at the link between the extent of income 
inequality and the duration of spells of strong growth, found that a 10 percentile reduction in 
inequality increases the expected length of a spell of strong growth by 50 per cent. 19  

Inequality may also encourage poor economic policy that leads to growth disrupting shocks. In 
his influential book Fault Lines, Raghuram Rajan has argued that easy monetary policy coupled 
with increasing income inequality in the US encouraged the wealthy to increase their savings, the 

                                                 
16 Erik Thorbecke and Chutatong Charumilind ‘Economic Inequality and its Socioeconomic Impact’ World 
Development 30 (9) 
http://www.economics.cornell.edu/et17/Erik%20Thorbecke%20files/Socioeconomic%20impact.pdf pp.1489-91 
17 Milo Vandemoortele, Kate Bird, Andries Du Toit, Minquan Liu, Kunal Sen and Fábio Veras Soares ‘Building 
blocks for equitable growth: lessons from the BRICS’ http://www.odi.org.uk/sites/odi.org.uk/files/odi-
assets/publications-opinion-files/8196.pdf] (January 2013) p.14 
18 Milo Vandemoortele et. al. http://www.odi.org.uk/sites/odi.org.uk/files/odi-assets/publications-opinion-
files/8196.pdf]pp.5-8 
19 Andrew G. Berg and Jonathan D. Ostry Inequality and Unsustainable Growth: Two Sides of the Same Coin? IMF 
Staff Discussion Note SDN11/08 April 8 2011) http://www.imf.org/external/pubs/ft/sdn/2011/sdn1108.pdf p.13 
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poor to borrow to sustain their consumption, and financial institutions to facilitate both 
developments, all of which contributed to the global financial crisis that began in 2008.20  
 
Broader social linkages 

Inequality has also been linked to social instability.21 The existence of horizontal inequalities – 
economic, political, social, and/or cultural status inequalities among groups that share a common 
identity – can increase the risk of social unrest and conflict. A range of studies have found 
evidence of civil war among groups with wealth levels well above or below country averages, 
that the probability of separatist conflict increases if a region is richer or poorer compared to the 
national average, and that the intensity of conflict is also related to the extent of some types of 
horizontal equity.22 From the perspective of economic development, civil unrest resulting from 
horizontal inequality is likely to increase uncertainty and discourage investment, and may even 
cause civil war and the destruction of assets.23 Ironically, policies to reduce horizontal 
inequalities may also create social tensions. Actions to reduce preferential treatment of 
privileged sectors of society may encourage political action to protect those privileges (in turn 
possibly triggering further social unrest). 

Finally, considerable attention has been given to the interaction of redistribution policies, tax 
rates on income from labor and capital, and inequality.24 Depending on the extent of existing 
inequality, there can be tension between the tax rate that maximises growth, and the rate that is 
preferred by the ‘median voter’ who would benefit from a reduction in income inequality. In 
countries with democratic institutions and marked inequality, governments may implement a tax 
regime that favours income redistribution but actually impedes the reduction of inequality over 
time. This could be for a variety of reasons. For example, if income tax rates were changed to 
significantly redistribute income, the (higher) incomes of those who were saving more would be 
reduced and incentives to work and save would be distorted. Such changes would reduce the 
pool of aggregate savings available for investment. Or if redistribution was done through 
expensive subsidies that benefit the poor (such as fuel subsidies), this could reduce public funds 
available for investment in areas such as education and infrastructure. Empirical support for the 
median voter hypothesis is mixed, but it does highlight the potential importance of the political 
dimension of growth and inequality.  
 
Conclusion 

                                                 
20 
http://www.economist.com/blogs/freeexchange/2011/01/income_inequality?zid=316&ah=2f6fb672faf113fdd3b11c
d1b1bf8a77 
21 For example UNRISD ‘Inequalities and the Post-2015 Development Agenda’ (February 2013) 
http://www.unrisd.org/80256B3C005BCCF9/(httpPublications)/ACFC5542FBD29F44C1257B08005902E4?OpenD
ocument Branko Milanovic ‘Global Income Inequality: What it is and Why it Matters’ World Bank Policy Research 
Working Paper 3865 (March 2006) http://www-wds.worldbank.org/servlet/WDSContentServer/WDSP/IB/ 
2006/03/02/000016406_ 20060302153355/Rendered/PDF/wps3865.pdf p.26 
22 Frances Stewart Horizontal Inequalities as a Cause of Conflict: A Review of CRISE Findings 
http://siteresources.worldbank.org/EXTWDR2011/Resources/6406082-
1283882418764/WDR_Background_Paper_Stewart.pdf (October 2010) pp.1-4 
23 Erik Thorbecke and Chutatong Charumilind ‘Economic Inequality and its Socioeconomic Impact’ World 
Development 30 (9) 
http://www.economics.cornell.edu/et17/Erik%20Thorbecke%20files/Socioeconomic%20impact.pdf pp.1485-87 
24 For example see Branko Milanovic ‘The Median Voter Hypothesis, Income Inequality and Income Redistribution: 
An Empirical Test with the Required Data’ (1999) http://128.118.178.162/eps/hew/papers/0305/0305001.pdf; 
Sugata Ghosh and Sarmistha Pal ‘The Effect of Inequality on Growth: Theory and Evidence from the Indian States’ 
Review of Development Economics 8(1) (2004) 
http://people.brunel.ac.uk/~ecstssp/webfiles/RDE20048%5B1%5D.pdf  
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In short, economists are still working to fully understand why, as found by empirical studies, 
inequality can act as a significant barrier to sustained economic growth and longer term 
economic development. Research over more than two decades has identified a number of 
channels through which inequality can impede some of the basic drivers of economic 
development: 

 Imperfect capital markets lend insufficient amounts to the poor for investment in 
education and income generating assets. 

 High levels of inequality may distort economic policy settings, which could have adverse 
impacts on both medium and long term growth and development. Fiscal and monetary 
policies may favor the rich, encourage unproductive activity, and possibly increase 
exposure to economic shocks. Alternatively, where the poorer sections of society have 
political influence, policy might aggressively redistribute income, reducing aggregate 
savings. 

 High levels of inequality can cause social unrest and conflict, discouraging investment.  

The interaction of these forces, however, is complex, and it seems unlikely that a predominant 
cause will be identified. But it is becoming increasingly clear that there are good economic, as 
well as social and ethical, grounds for actively reducing inequality, particularly in the poorest 
countries.  
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Chapter 3. Key Drivers of Income Inequality 

Introduction 

The increase in within-country income inequality is one of the most robust trends of the past 
three decades across most countries of the G2025. 

Four factors have been primarily responsible for this trend: technical change; trade and financial 
liberalization; changes in labor market regulations; and changes in fiscal policies. These four 
factors have been driving income inequality mainly through two channels: 1) by increasing the 
wage premium of high-skilled workers relative to low-skilled workers and 2) by increasing the 
share of capital in total income relative to labor (or, in other  words, by making the functional 
distribution of income increasingly biased in favor of capital).  

Technical Change 

Technical change has had many positive effects on productivity and the quality of people’s 
wellbeing around the world, but has also been a driver of income inequality over the past 
decades, especially with the development of Information and Communication Technologies 
(ICT). ICT has replaced the routine tasks typically performed by low-skilled workers while 
enhancing the productivity of high-skilled workers, thus biasing production technologies (and 
thereby income distribution) in favor of the latter (OECD 2011, UNCTAD 2012).  

More precisely, there are two distinct channels through which skills-biased technical change has 
impacted income inequality. First, it has widened the earnings disparity between skilled and 
unskilled workers. Second, by enhancing labor productivity, it has kept the rate of growth in 
employment well below the rate of economic growth, weakening – in this way – the position of 
labor vis-à-vis capital and constraining real wages.  

Trade and Financial Liberalization 

While trade and financial liberalization supported greater international economic integration and 
all the opportunities that this generated for both advanced and emerging economies, there is also 
evidence that these trends contributed to rising income inequality.  

Trade liberalization stepped up the pace of skills-biased technical change because, in open 
markets, heightened competition reinforced the incentives for investment in cost-saving and 
productivity-enhancing technologies, which in turn – as mentioned in the previous section – 
increased the wage premium for high-skilled workers and contained wage growth. Indeed, 
evidence shows that the skills bias in technology has been more pronounced in sectors which 
experienced greater trade liberalization (Wood 1994, Theonig & Verdier 2003).  

Research on the effects of financial liberalization shows that relaxation of financial regulations 
(such as open capital accounts and flexible exchange rates) has been associated with a fall in the 
wage share in several countries, both advanced and emerging (ILO 2011; Lee and Jayadev 
2005). Increasing financial integration also exacerbated countries’ vulnerability to the volatility 
of international financial flows. During the times of boom, the growth of financial flows helped 
increase the profitability of capital and depress the growth in wages (by granting capital the 
mobility to freely go to wherever labor costs were the lowest). And during the times of crises, 
low-income groups and other vulnerable groups were much more likely to suffer job losses 
(UNDP 2011; van der Hoeven and Saget 2004, UNCTAD 2012). In short, low-income groups 
benefitted the least during periods of boom and recovery, and suffered a disproportionate share 
of the costs of financial crises. 

                                                 
25 The G20 included 11 advanced economies and 9 emerging economies. Income inequality increased in all G20 
countries except for Argentina, Brazil, Mexico and Turkey (measured by Gini index, World Development 
Indicators, 2012). 
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Emerging economies appear to be more vulnerable to these impacts of financial liberalization 
because private capital flows to these economies are significantly more volatile than flows to 
advanced economies (Broner and Rigobon, 2006), and because the size of these capital flows can 
overwhelm those countries’ regulatory and policy frameworks (UNCTAD 2012). 

Financial and trade liberalization increased cross-border mobility of both goods and capital and 
spurred a growth in production relocation or offshoring. The relocation of production and 
investment, usually in the form of Foreign Direct Investment (FDI) had a number of beneficial 
impacts on employment and growth in receiving countries, but also in many instances an adverse 
impact on income inequality (UNCTAD 2012, IMF 2007).  

In a context of increasing trade and financial liberalization and thanks to technical change, firms 
were able to increase profitability by combining state-of-the-art technology with lower labor 
costs (UNCTAD 2012). As a result, on balance, offshoring changed the functional distribution of 
income in favor of capital at the expense of labor in the countries experiencing significant 
production relocation trends. 

In emerging economies, firms in the growing export-oriented manufacturing sector offered 
higher wages to attract workers relative to traditional agricultural sectors. For instance, in China 
the growth in private sector manufacturing in coastal areas contributed to increasing both spatial 
and urban/rural wage differentials (ADB 2012, Galbraith 2012). Moreover, new manufacturing 
firms adopted more advanced technologies which further increased the wage premium of skilled 
workers (ADB 2007). 

Changes in labor market regulations  

In many countries, regulatory changes were introduced in the 1980s and the 1990s in order to 
increase competition in the goods and services market and to make labor markets more flexible 
(OECD 2011). Labor market regulatory changes included: a relaxation of employment protection 
legislation for workers with temporary contracts, a reduction in minimum wages relative to the 
median, a lowering of the unemployment benefits relative to pre-unemployment wages (i.e. the 
benefits replacement rate) (OECD 2011). 

Increased flexibility in labor markets had, by and large, a significant positive impact on 
employment levels and growth (Blanchard and Giavazzi, 2003), but many of the above-
mentioned reforms also had adverse distributional effects compressing wages and increasing 
wage dispersion (OECD 2011).  

In addition, declines in union density, which disproportionately affected manufacturing and low-
skilled jobs, further weakened the bargaining power of workers that were already disadvantaged 
by skills-biased technological change. A number of studies pointed out a strong relation between 
the weakened position of trade unions, and a higher wage inequality (e.g. Visser and Cecchi, 
2009; Wallerstein, 1999). 

Fiscal policy 

Traditionally, taxes and public transfers played a major role in improving the primary 
distribution of income26. However, since the mid-1990’s the equalizing effect of fiscal policy 
declined in a majority of G20 economies (OECD 2011).  

As countries competed to attract private capital flows in a context of high capital mobility, they 
reduced taxes on capital returns. In addition, the lowering of personal income tax rates, which 
occurred in several advanced economies, weakened the overall redistribution impact of taxation 
(UNCTAD 2012). In particular, it should be noted that despite the fact that incomes became 

                                                 
26 The primary distribution of income is the distribution of income that results from economic activity before any 
kind of government taxes or transfers. The secondary distribution of income is the distribution after government 
taxes and transfers. 
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highly concentrated at the top 10 or even 1 per cent of households (Atkinson et al., 2011)27, top 
tax rates were often significantly reduced (e.g. they went from an average of 60-70% to around 
40% between the 1990s and 2000s in major OECD countries) (OECD 2011).  

Trends related to transfers and benefits had mixed effects across G20 economies. In advanced 
economies, there is evidence that changes in the rules and regulations of government benefits 
schemes in the 1990s and 2000’s weakened the redistributive impact of fiscal policy (OECD 
2011). On the other hand, in a number of emerging countries, improved fiscal accounts have 
been successfully used to support the provision of public goods, including education, and the 
expansion of social transfers with inequality reducing results (UNCTAD 2012). 

Focus on Emerging economies 

The four drivers mentioned above had a significant impact on increased economic inequality in 
all of the G20 economies, but there is a second set of factors that have contributed to high levels 
of income inequality, especially in the context of emerging economies.  

Spatial inequality 

Economic inequality patterns in emerging economies highlight the significance of spatial 
inequality that is driven by “the interaction between new opportunities through trade, 
technology, and market-oriented reform, interacting with the structure of geography and 
infrastructure” (ADB, 2012:70). In a large majority of emerging economies, communities in 
rural regions or in remote provinces often receive a significantly lower share of economic growth 
relative to other regions. For instance, it has been demonstrated in the early 1990s to late 2000s 
China, India and South Africa saw larger increases in urban per capita incomes than rural 
incomes (ADB 2012, OECD 2011).  

Unequal access to social services 

Access to social services varies greatly by gender, region, cultural background, and socio-
economic standing with the highest rates of access in already rich provinces. For instance, in 
India, children belonging to households from bottom quintile of income earners are three times 
more likely to be out of school than children in the richest quintile (ADB 2012). The absence of 
opportunities to build human capital limits the potential for upward mobility and traps people in 
low paying, vulnerable employment. 

Informality 

Informal employment is widespread in India, Indonesia, Brazil, China, South Africa and Russia 
with much employment concentrated in low-skill manufacturing, agriculture, construction, hotels 
and restaurants, domestic services, and wholesale and retail trade (OECD 2011). Although 
informal employment can help raise household incomes especially for those at the bottom end of 
the income distribution, there is supportive evidence for the view that persistent informal 
economic relations lead to greater income inequality (Jutting and Laigesia, 2009). This is mainly 
because many informal jobs provide wages that do not exceed the poverty line, are highly 
unstable, lack adequate social protection networks, and limit opportunities for growth and for 
human capital accumulation.  

Horizontal inequality 

One of the factors that contribute to income inequality is the exclusion of specific groups based 
on gender, race, ethnicity, or other cultural differences (horizontal inequality). Since these 

                                                 
27 In the United States, for instance, the share of the top 0.1% in total pre-tax income quadrupled in the 30 years to 
2008. Just prior to the global recession, the top 0.1% accounted for some 8% of total pre-tax incomes in the United 
States, some 4-5% in Canada, the United Kingdom, and Switzerland, and close to 3% in Australia, New Zealand, 
and France (OECD 2011).  
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disadvantaged groups have less access to basic social services and suffer from discrimination in 
the labor market, their opportunities to secure employment and decent wages is lower compared 
to the groups who do not face similar kinds of discrimination.  

Conclusion 

In conclusion, many factors combined over the past thirty years to cause rising income inequality 
across the world. Trade and financial liberalization, supported by a fast-paced skill-biased 
technological progress, led to an increase in the income share of capital at the expense of labor 
and an increase in wage disparities between skilled and unskilled labor. These trends were 
compounded by changes in labor market regulation that weakened the bargaining power of labor 
and changes in fiscal policies that reduced the redistributive impact of taxes and public transfers. 

In the case of emerging economies, these factors were coupled with other structural factors such 
as spatial and horizontal inequalities, unequal access to basic services, and informality which 
contributed to perpetuating and increasing income inequality.  
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 Chapter 4. Key Policy Options to Tackle Inequality  

Introduction 

Growing levels of inequality worldwide can be largely explained as the result of a number of 
main drivers – technological progress favoring high-skilled workers and increasing wage 
disparities; financial and trade liberalization with the corresponding expansion in highly-volatile 
capital flows and production relocation; labor market regulations impacting  on particular 
worker’s bargaining power; and changes in the redistributive impact of fiscal policies. The 
combined effect of these drivers has increased primary inequality (i.e. inequality of incomes 
before taxes and transfers) through two channels – a decline in the share of labor in the 
functional distribution of income and an increase in the inequality of earnings between skilled 
and unskilled workers. Tackling inequality will therefore require the promotion of inclusive 
growth patterns capable of reversing or mitigating these effects. 

In addition to reducing primary inequality by promoting inclusive patterns of growth, policies 
can also promote fair and effective redistribution measures that reduce secondary inequality (i.e. 
inequality of incomes after taxes and transfers). Fiscal policy and social protection measures 
have an especially important role to play in this respect. At the same time, the reduction of 
economic inequality cannot be achieved only through measures of economic policy. The quality 
of governance and the strength of democratic institutions are fundamental for a fair distribution 
of income. In this context, transparency and accountability are especially critical challenges. 

Wide gaps in the chances available to individuals of different socio-economic backgrounds to 
fulfill their aspirations – what is referred to as inequality of opportunities – represent, from a 
normative and ethical perspective, one of the most problematic aspects of economic inequality. 
Horizontal inequalities (inequalities in economic and political resources as well as social and 
cultural status between specific groups defined along demographic, cultural, spatial or other 
dimensions) are a specific aspect of inequality of opportunities which have been shown to hold 
the potential to significantly undermine social cohesion. 

In addressing inequality, utmost consideration must be given to the specific challenges and 
opportunities of different country contexts. However, on the basis of the above considerations, 
four areas of focus can be identified: 

‐ Reduction of primary inequality through inclusive growth; 
‐ Reduction of secondary inequality through redistributive policies; 
‐ Promotion of governance institutions that are conducive to inequality-reduction; 
‐ Reduction of inequality of opportunities and horizontal inequalities. 

Reducing primary inequality through truly inclusive patterns of economic growth  

Those at the bottom of the income distribution mostly share the benefits of growth when their 
incomes are increased through quality employment opportunities. Therefore, an inclusive pattern 
of growth is first and foremost a pattern that promotes the centrality of labor. Key policies 
related to this objective are: 

‐ Adoption of a macroeconomic policy framework that promotes employment creation, and 
also through the enactment of fiscal and monetary policies encouraging productive 
investment over financial speculation and sustainable growth over macroeconomic 
stabilization as an autonomous goal; 

‐ Adoption of industrial policy measures encouraging the creation of more productive jobs 
with incomes above the poverty line;  

‐ Regulatory measures supporting the full implementation of international labor standards, 
addressing exploitative work and enabling workers’ collective action for full realization 
of labor rights, though necessarily these measures would need to be introduced over time 
given institutional weaknesses and financial constraints in various developing countries; 
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‐ Investment in human capital and in skill development for those who have been 
disadvantaged by technological progress.  

In addition, given the growing share of returns to capital in the distribution of income, the 
realization of an inclusive model of growth will increasingly require actions aimed at ensuring a 
more equitable access to capital and the benefits of entrepreneurship. Among the policy options 
to be considered in this context are: 

‐ Policies supporting Small and Medium Enterprises (SMEs), entrepreneurs and start-ups 
in gaining access to finance, human capital and markets and more generally improving 
the business environment in which they operate.  

‐ Policies that improve the access of the rural poor to key factors of production – such as 
irrigation, electricity, transportation, new technologies, enhanced seeds, financial services 
and insurance. 

‐ Asset redistribution in the rural sector, also through innovative approaches to land reform 
such as the distribution of micro-plots, civil society-based reform, resettlement schemes, 
restitution, land leasing and sharecropping. In this context, it is also important to take into 
account the issue of land tenure and security of property rights, which is a critical issue 
for marginalized rural populations. The issue of equal access to land and resource rights 
between men and women should also be addressed, if asset redistribution is to generate 
sustainable structural changes. 
 

Reducing secondary inequality through  fair and effective redistribution measures 

Fiscal policy 

Fiscal policies are instrumental in achieving social equity and a redistribution of wealth. 
Depending on the instrument used, fiscal policy can influence income distribution both directly, 
through its effect on current disposable incomes, and indirectly through the provision of public 
services, which in turn affect future earning capacity. This is achieved by adopting progressive 
taxation systems, expanding the tax base, and improving the effectiveness of public expenditure. 
Improvements in the effectiveness of public expenditure call, in turn, for stronger capacities in 
policy formulation and public expenditure management. In addition, fiscal policy can reduce 
inequality by influencing the price of consumer items on which the poor spend a 
disproportionate amount of their incomes. An effective fiscal policy means that public 
investments in expanding access to opportunities to the poorest and most disadvantaged 
segments are maximized.  

Moreover, if countries are to stop competing for investments by reducing their top income tax 
rates, then international tax cooperation will be necessary. International cooperation on tax 
policy will help reduce top-heavy wealth concentration. International tax cooperation can include 
a range of instruments such as the automatic exchange of information, multilateral simultaneous 
tax examinations and international assistance in the collection of tax due.  

Social protection 

Social protection is important for social equity and the distribution of wealth because it supports 
poor households to better cope with shocks without having to deplete their assets. Furthermore, 
social protection programmes have shown that they can actually have inequality reducing 
impacts as measured by the Gini coefficient. Conditional cash transfers have shown enormous 
potential in this context. For instance, it has been established that the conditional cash transfer 
programme Bolsa Familia in Brazil is responsible for between 21 and 16 percent of the reduction 
in inequality in Brazil since 2001. Temporary public employment programmes and employment 
guarantee schemes are other forms of social protection which can be, under appropriate 
circumstances, an effective policy tool for creating jobs and spreading the benefits of growth. 
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The governance dimension of inequality reduction: transparency and accountability 

Fostering transparency of public institutions 

Corruption undermines human development by diverting public resources to private gain and 
reducing access to public services. Corruption also hinders economic development by distorting 
markets and damaging private sector integrity. Similarly, illicit financial flows reduce the 
availability of funds in developing economies and deprive those countries of highly needed 
investments in social equity without which the promotion of social mobility and the 
redistribution of wealth become impossible. Promoting transparency in public institutions – also 
through measures aimed at stemming corruption and illicit capital flight – is therefore critical for 
achieving more equitable and pro-poor development outcomes.  

Fostering accountability through participation 

Having effective mechanisms for holding governments accountable allows civil society 
organizations and citizens’ groups to monitor the delivery and quality of social services as well 
as the effectiveness of public expenditures through a variety of different instruments such as 
public hearings, social audits, community score cards, citizens’ report cards, participatory public 
expenditure and budget reviews. Empowering poor and vulnerable communities with 
information and tools to engage in civic activity is particularly important. It is often these very 
groups who are left at the margins of decision making, in part due to lack of information. 
Improving access to information, using ICT and e-governance, are hence important for 
strengthening the participation of disadvantaged groups. 

Addressing inequality of opportunities and horizontal inequality 

Another key driver of economic inequalities is unequal access to opportunities, including 
unequal access to critical public services – such as education and health – as well as services 
related to economic activity – such as for instance credit services – and more generally 
employment opportunities. This inequality is more pronounced along specific demographic 
dimensions – with women and young people consistently experiencing disadvantage in income 
as well as access, but also other dimensions of cultural or spatial nature (for instance in the case 
of ethnicity-based discrimination or in the case of the significant divide still separating rural and 
urban areas). 

Policies required to address inequality of opportunities and horizontal inequalities include: 

‐ Removal of barriers preventing equal access to critical public services such as, for 
instance, excessive direct and indirect costs, insufficient geographic coverage, 
favouritism in the delivery of services; 

‐ Removal of barriers preventing equal access to employment and livelihood opportunities, 
such as inequality in access to credit, employment facilitation services, agricultural 
extension services, small and medium enterprise development services; 

‐ Adoption and implementation of anti-discriminatory policies and affirmative action 
measures.  

Conclusion: the complementarity of domestic and international policy frameworks 

While actions to tackle inequality must be taken at country level, it should be emphasized that 
decisive progress will only be possible in the presence of conducive international policy 
frameworks. It is clear that the causes underpinning the increasing economic inequality are ill-
addressed through exclusively domestic interventions. For instance: industrial policy aimed at 
promoting investment in sectors with larger proportions of high-skills jobs are dependent on the 
structure of international intellectual property regimes; the taxation of financial transactions 
cannot be effectively enforced in a context of high mobility of financial capital without adequate 
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coordination across countries; similarly in a context of high trade integration, coordinated efforts 
are indispensable to ensure the full realization of international labor standards. It is therefore 
necessary to harness the political will not only within countries, but also – in a prospective of 
global governance – within international economic coordination mechanisms.  
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Chapter 5. Recommendations for G20 Actions to Improve Equality 

Introduction 

The G20 leaders at their St. Petersburg summit can act together to improve income and 
economic equality within their countries and beyond by adopting a set of recommendations of 
varying specificity, ambition, and time horizon, in each of these three categories: those common 
to all G20 members; those of comprehensive relevance to most; and those specific to the 
countries with particular needs.  

These policy recommendations on how G20 can address inequality takes full account of the 
existing authoritative, best available, consensus, analysis and evidence of the IMF, OECD, 
UNDP, other international organizations and relevant scholarly and policy communities, as 
summarized above. It builds upon the evidence base on the causes and practical policy cures for 
income inequality in the G20 member countries, as identified in the country reports prepared by 
and for members of the Task Force on Inequality (currently including Australia, Canada, China, 
France, India, Indonesia, Mexico, Korea, Russia, Turkey and the US). This list of policy 
recommendations is designed to be assessed and adjusted by the Task Force members, with the 
aim of identifying priority policy recommendations that will be forwarded to the G20 leaders on 
behalf of the Task Force.  

The set of recommendations recognizes that increasing income inequality requires actions across 
a wide front, within both the financial-economic and social realms, as there is no “silver bullet” 
able to achieve the goal on its own. It is consistent with those policies that have been introduced 
to increase income equality in several G20 members and in the G20 summit connectively and 
that, according to the best evidence available, have proven to be effective in this regard (Kirton 
and Larionova 2012; Kirton, Kulik and Bracht 2013). 
. 

Saint Petersburg Economic Equality Initiative  

Building on the G20’s foundational mission of making globalization work for the benefit of all 
the G20 should agree the Saint Petersburg Economic Equality Initiative affirming the value of 
equality and inclusion along with economic growth and efficiency.  

Common Principles and Policies for All 

The Initiative could begin with general principles and extend to specific supporting actions 
relevant to all G20 members.  

1. Reinforce Success: Strengthen those polices that the G20 has already agreed to and that are of 
a proven value in promoting income equality across the members’ societies and beyond. This 
involves producing an inventory of the relevant principles, policy commitments and the 
members’ compliance with them, and introducing measures that improve compliance with the 
commitments already agreed. The compliance of members with all commitments should be 
assessed for their employment and inequality effects (Kirton, Bracht and Rasmussen 2012). The 
IMF, World Bank and OECD, working with relevant multilateral organizations such as the ILO, 
could be invited to contribute analytically to this work, especially as new G20 principles, 
commitments and implementing actions are introduced. 

2. Assess economic and equity growth together, and identify how policies to promote one affect 
the other. The first step is to formally include equality measures, and subsequently aspirational 
targets, within the Framework for Strong, Sustainable and Balanced Growth. The second step is 
to encourage members to add equity indicators, starting with the Gini coefficient, and 
subsequently aspirational targets into their national development plans and annual budgets.  

3. Emphasize the G20 actions that simultaneously enhance economic and equity growth. This 
should start with those equity enhancing actions that most directly and inexpensively contribute 
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to new sources of economic growth and jobs, and fiscal sustainability where possible, in the 
short and the medium term. 

4. Affirm the need to strengthen the public policy foundations. These consist of good governance 
and basic human rights, specifically, universal access to the rule of law, anti-corruption, anti-tax 
evasion, and equal access to essential food, water, health care and rights of movement for 
citizens within the country. This requires expanding the G20 agenda to substantially take up the 
issues of water, health and mobility. 

5. Steadily strengthen the social security systems in ways that move toward wider and ultimately 
universal coverage, effective results and cost control.  

6. Create a G20 Study Group on Equality. It should work with appropriate international 
organizations and civil society groups to help refine and implement these recommendations, and 
devise new ones for actions by G20 leaders at their Brisbane summit in November 2014. 

7. Include the goal of attaining equality as one of the post-2015 Millennium Development Goals. 

B. Comprehensive Policies for Most  

Those recommendations of comprehensive relevance to most members focus on more specific 
policy actions in several domains: 1. Job generating policy measures (including support to 
SMEs, start ups, and retraining, especially for the poor); 2. Opportunity equalizing measures 
such as policies to ensure access to education and health; 3. Revenue generation and taxation 
policies; and 4. Redistribution, social and development programs. 

a. Job Generation 

1. Employment. Create more and better jobs that offer good career prospects and opportunities to 
escape poverty. This includes an appropriate blend of measures to: 

 Develop and implement support strategies for start ups, new small businesses and young 
entrepreneurs at the national and G20 levels, including accessible and timely information, 
easy registration of companies and preferential taxation. 

 Enable access to funding for SMEs and young entrepreneurs, such as start-up loans with 
favorable interest rates and/or repayment-free year schemes, and guarantees in order to 
minimize the default risk for lenders. 

 Reduce employers’ social security contributions, for workers in training and R&D, 

 Reduce employers’ social security contributions, when they hire women, youth and the 
long term unemployed. 

 Create public sector jobs in health, education and environment spheres providing public 
loans to private firms to this end. 

 Cut down on temporary unemployment and end discrimination against temporary 
workers.  

 Reduce informal employment without social benefits. 

 Increase the wages of workers in agriculture and other primary sectors. 

 Increase minimum wages in the public and private sector. 

b. Opportunity Enhancing Measures 

1. Education. Invest in human capital through promoting high quality education and training for 
acquisition of knowledge, relevant competencies and skills enabling citizens to realize their 
potential in the labor market:  
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 Ensure access to education from early childhood to compulsory education with a focus on 
vulnerable groups (children and young adults in disadvantaged areas, the poor, women 
and girls) and cutting the dropout rate. 

 Promote lifelong learning to help individuals enhance their employability and businesses 
to improve their innovative capacity and competitiveness. 

 Build up education and training systems responsive to structural changes in the economy 
and society. 

2. Health. Promote health by providing: 

  Access to health care for a wider public, including informal workers, through health 
insurance and more effective funding for health care. 

 Programs to prevent and control the major non-communicable diseases of cancer, health 
disease and stroke, diabetes and chronic respiratory disease through measures again 
obesity and overweight, unhealthy food, tobacco, alcohol abuse and physical inactivity. 

c. Revenue Generation and Taxation 

1. Reduce Tax Evasion and Avoidance. Broaden the tax base, and make taxation fairer and more 
progressive by reducing tax evasion and avoidance, starting by elaborating on the relevant 
measures approved by the G20 Finance Ministers and Central Bank Governors at their meeting 
in Washington in April 2013. 

2. Shift Subsidies. Shift subsides from those that in practice privilege the rich to those that 
directly target the poor, accomplish their particular policy purpose, avoid collateral damage to 
climate change, maternal and child health and corruption, and assist with G20 governments’ goal 
of fiscal sustainability in the medium and longer term. This starts with the need to implement the 
G20 leaders commitment made at their summit in Pittsburgh in September 2009 to phase out 
inefficient fossil fuel subsides in the medium term. It could continue with action on subsidies to 
agriculture and other natural resource sectors. 

3. Further Financial Inclusion, Education and Consumer Protection. Build on the actions the 
G20 has initiated, with a priority on the Financial Action Task Force’s revised Guidance on 
Financial Inclusion approved by G20 Finance Ministers and central Bank Governors at their 
meeting in Washington in April 2013.  

4. Reform Tax and Transfers. Reform tax and transfers to expand the base and progressivity of 
the tax system, close “loopholes’ that benefit the rich and directly help low-income groups who 
are hard hit by recession: 

 Increase taxes on capital, inherited income, real estate and land wealth, beyond an 
individual’s primary residence or productive plot for self-sufficiency. 

 Increase taxes on the very rich, whose incomes have soared in recent years.  

 Decrease regressive taxes. 

5. Enrich the Poor without Taxation by 

 Strengthening legal ownership and land title to increase land assets for poor people and 
groups: 

 Fostering charitable donations by reducing transaction costs on them 

 Cultivating a sense of corporate responsibility among entrepreneurs 

d. Redistribution, Social and Development Programs. 

1. Social Services. Strengthen social services by 
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 Providing free, accessible, quality, public social services for education, health and family 
care.  

 Making the social transfer systems more progressive, notably for housing, family, and 
social assistance. 

 Pay for social benefits from general taxes rather than labor income alone 

 Expand public housing. 

 Offer universal social services coverage with targeted means testing. 

 Ensure that the poor can meet their basic human needs for food, housing, clothing, 
electricity and water as a social right. 

2. Pensions. Improve public pension plans for aging populations, in ways that maximize the 
economic contribution of experienced, aged workers while controlling the fiscal demands on the 
government. 

3. Women. Support women’s contribution to the labor force and economic growth through: 

 reducing high tax barriers to women entering work force as second income earners for 
families 

 encouraging their participation in the work force 

 providing more education 

 ensuring equal pay for work of equal value 

 improving child care and parental leave 

4. Pro-Poor Regional Policies. Promote region-specific pro-poor policies, including physical 
infrastructure, human capital, and inter-regional equality and integration policies, while ensuring 
that they do not privilege wealthy urban areas at the expense of poorer, rural ones. Such policies 
could include investment incentives for underdeveloped regions, remote rural areas and slums. 

Country Specific Policies  

G20 members could agree on the recommendations adopting measures most suitable to the 
national socio-economic circumstances. Additional steps could be considered by the G20 
members with particular needs.  
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