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Key Points

. Over the past two decades, income inequality has risen in most regions and
countries. At the same time, per capita incomes have risen across virtually all
regions for even the poorest segments of population, indicating that the poor are
better off in an absolute sense during this phase of globalization, although
incomes for the relatively well off have increased at a faster pace.

. Technological advances have contributed the most to the recent rise in
inequality. Increased financial globalization—and foreign direct investment in
particular—has also played a role in increasing inequality, but contrary to
popular belief, increased trade globalization is associated with a decline in
inequality.

. It is important to ensure that the gains from globalization and technological
advances are more broadly shared across the population. Reforms to strengthen
education and training would help ensure that workers have the appropriate
skills for the evolving global economy. Policies that broaden the access of finance
to the poor would also help, as would further trade liberalization that boosts
agricultural exports from developing countries.
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Despite the observed rise in inequality, incomes
have risen across all segments of the
population, including the poorest. Per capita incomes have risen across virtually all regions




and countries for all segments of the population. As a result, the poor are better off in an
absolute sense during this phase of globalization, although incomes have risen at a faster
pace for the already better off in most cases.
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Greater trade integration—and rising imports from developing economies in particular—are
associated with declining income inequality in advanced economies. In developing
economies, rising exports and tariff liberalization are both associated with improving the
distribution of income. Foreign direct investment (FDI) has an effect similar to technological
change on the distribution of income, by increasing the relative demand for skilled labor.
Financial development has also contributed to rising inequality because higher income
groups are better able to take advantage of the increased opportunities to borrow.

Looking ahead, further progress is needed on policies that help less skilled and low
income groups take advantage of both technological progress and globalization.
Improving educational opportunities and broadening the access to finance could help
improve the overall distribution of income. Policies that facilitate the movement of workers
from declining to expanding sectors of the economy, including in some countries by making
healthcare benefits less dependent on continued employment, would also help. Technology,
foreign direct investment, and financial development continue to be important to support
overall growth and raise average incomes. The positive role of agricultural exports in
improving distributional outcomes suggests that greater liberalization of access for
agricultural exports from developing countries to advanced countries” markets would support
a more equal distribution of income in both developing and advanced economies.



