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Chart 8 | Download Chart Data

Income Distribution Has A Stronger Impact On How Long Growth Lasts Than Other

Factors
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Mote: See Glossary of Helevant Terms for details on authors' calculations. Source:
Bergand Ostry, "Equality and Efficiency™, September 2011.
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Ulighed og vaekst Cevea

« At extreme levels, income inequality can harm sustained economic growth over long periods. The U.S. is approaching that threshold.

« Standard & Poor's sees extreme income inequality as a drag on long-run economic growth. We've reduced our 10-year U.S. growth forecast to a 2.5% rate. We expected
2.8% five years ago.

« With wages of a college graduate double that of a high school graduate, increasing educational attainment is an effective way to bring income inequality back to healthy
levels.

« It also helps the U.S economy. Over the next five years, if the American workforce completed just one more year of school, the resulting productivity gains could add
about $525 billion, or 2.4%, to the level of GDP, relative to the baseling.

« A cautious approach to reducing inequality would benefit the economy, but extreme policy measures could backfire.
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BIS Working Papers

No 381

Reassessing the impact of

finance on growth

by Stephen G Cecchetti and Enisse Kharroubi

Conclusion

In this paper, we study the complex real effects of financial development and come to
two important conclusions. First, financial sector size has an inverted U-shaped effect
on productivity growth. That is, there comes a point where further enlargement of the
financial system can reduce real growth. Second, financial sector growth is found to be
a drag on productivity growth. Our interpretation is that because the financial sector
competes with the rest of the economy for scarce resources, financial booms are not,
in general, growthenhancing. This evidence, together with recent experience during
the financial crisis, leads us to conclude that there is a pressing need to reassess the
relationship of finance and real growth in modern economic systems. More finance is
definitely not always better.
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IMF Working Paper

WP/12/161

Too Much Finance?

Jean-Louis Arcand, Enrico Berkes and Ugo Panizza

Conclusions

This paper questions this assumption and shows that in

countries with very large financial sectors there is no positive correlation between
financial depth and economic growth. In particular, we find that there is a positive and
robust correlation between financial depth and economic growth in countries with
small and intermediate financial sectors, but we also show that there is a threshold
(which we estimate to be at around 80-100% of GDP) above which finance starts
having a negative effect on economic growth.

There are two possible reasons why large financial systems may have a negative effect
on economic growth. The first has to do with economic volatility and the increased
probability of large economic crashes (Minsky, 1974, and Kindleberger, 1978) and the
second relates to the potential misallocation of resources, even in good times (Tobin,
1984).
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Income per head and life-expectancy: rich & poor countries
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Health and Social Problems are Worse in More Unequal Countries

Index of:
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Health and Social Problems are not Related to Average
Income in Rich Countries
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Health and Social Problems are Worse in More Unequal US
States
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Health & Social Problems are Only Weakly Related to
Average Income in US States
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The Prevalence of Mental lliness is Higher in More
Unequal Rich Countries
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Source: Wilkinson & Pickett, The Spirit Level (2009)

Drug Use is More Common in More Unequal Countries
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Life Expectancy is Longer in More Equal Rich Countries
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Infant Mortality Rates are Higher in More Unequal Countries

? w58
w
=
t 6- * New Zealand
el * [reland
L
= » UK
- * |srael
D Pt
o * Denmark * Canada
o
—
L 5 * Belgiumn . Greece
[ib] Switzerland » * Australia
o Ausina =
.E etherlands * [taly
$ Germany ’ “France
e
= 4 - * Zpain
E * Morway
= * Firland
Japan
R * Sweden
37 Singapore *
I T
Low High

Income Inequality

Source: Wilkinson & Pickett, The Spirit Level (2009)

]
= Equality Trust

whww.equalitytrust.org.uk e



Wilkinson & Pickett: The Spirit Level

Infant mortality by class: Sweden compared with England & Wales
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Wilkinson & Pickett: The Spirit Level

In summary... bigger income gaps lead
to deteriorations in:-

Health

Social Relations Drug abuse
Infant mortality

« Child conflict Life expectancy
Mental illness

* Obesity
Human Capital

Homicide

Imprisonment
Social capital
Trust

Child wellbeing
High school drop outs
Math & literacy scores
Social mobility
Teenage births
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Wilkinson & Pickett: The Spirit Level

Valued or
\_inequality Devalued?

/ . More superiority and inferiority .
. * More status competition and consumerism )
T + More status insecurity

/' More worry about\k\
/~ how we are seen and judged \
/
. * More “social evaluation anxiety”
\_ (threats to self-esteem & social
status, fear of negative

- 7
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FIGURE 1
The Great Gatsby Curve
More inequality is associated with less mobility across the generations
) Italy @ @ United Kingdom
United States @
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Income inequality (Gini coefficient, disposable household income, 1985)

Source: Miles Corak, “Inequality from Generation to Generation: The United States in Comparison.” In Robert Rycroft, ed. The Economics
of Inequality, Poverty, and Discrimination in the 215t Century (Santa Barbara, California: ABC-CLIO, 2013).
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We may have
democracy, or we
EVAEVERYEE G

concentrated in the
hands of a few, but
we cannot have
both.

Supreme Court Justice Louis Brandeis




