Context

Rising income inequality within countries is a widespread concern that poses one of the greatest
challenges to economic policy makers in many countries

‘Income inequality is defining challenge of our time.’
-Barack Obama, December 4, 2013

‘We are the 99% slogans’
-Occupy Wall Street Movement

Not just in rich/advanced economies, rising income inequality is also experienced in emerging
and developing countries in Eastern Europe, Asia, Latin America and Africa

IMF is today embracing redistribution policies as pro-growth, arguing that rising income
inequality is damaging to economic growth (Ostry, et al, 2014).

World Bank’s goal of promoting “shared prosperity”, i.e. growth in average incomes of
those in bottom 40% (Dollar, et al, 2014)

This has occurred at the time that, with entry of China and the former Soviet bloc into the global
economy, most countries have unprecedentedly integrated into the global trading system,
hoping to advance their economic growth, raising their real per capita income and reduce
poverty. While the channels through which trade(exports) affect economic growth and the
empirical evidence behind them are well established, what is less clear and still fiercely debated
is their distributional effects.

Trends and Patterns in Income Inequality

A. Country Income Inequality by Income Groups B. Country Income Inequality by Regions Groups
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Objectives, Data and Approach

The main purpose of this paper is to examine the relationship between trade (exports),
economic growth and income inequality, with the focus of establishing the latest evidence of a
link between growth, exports and inequality, using a panel of 100 countries over 30 years
(1980 to 2010). As there is no clear theoretical relationship between trade (exports) and
inequality and as inequality can be considered a proxy for 'governance quality' the paper also
tests for a threshold in inequality for the effect of trade (exports) on growth.

Based on endogenous growth model that control for: initial per capita GDP, physical capital,
human capital and population growth, most of the data for these variables come from World
Bank World Development Indicators (2013), with the income inequality and poverty for
developing and emerging economies from World Bank PovCal database and for advanced
economies from Luxembourg Income Study (LIS) database.

To explore heterogeneity in the trade-inequality-growth relationship we estimate the baseline
model, linear interaction (contingent) model and non-linear interaction (thresholds) model.
This require addressing a number econometric difficulties that include measurement errors in
variables, omitted variable biases, simultaneity biases, and the potential endogeneity due to
any factor. To allow for most of these econometrics difficulties, the base model and linear
interaction (contingent) model are estimated using pooled OLS, Random Effects and system
GMM estimators. The non-linear interaction (threshold) model is then estimated by applying
the Hansen (2000) endogenous threshold regression technique that locates the thresholds,
tests for their significance and constructs their confidence intervals.

D. Income Inequality by Emerging and Developing
Countries

C. Income Inequality by Selected Advance Economies
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Key Findings and Implications

Table 1: Baseline and Linear Interaction (Contingent)
Effects Specifications

Table 2: Non-Linear Interaction (Threshold)
Effects Specifications

o Though within countries income inequality has been rising in most
countries, in other countries it has remained stable or even decline
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Note: 1=Baseline Model; 2=Baseline with Gin; 3= Baseline with Trade;
4= Linear Interaction Effects
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Figure 2: 95 % Confidence Interval for the Inequality

Figure 1: 95 % Confidence Interval for the Inequality
as Threshold Variable: Exports

as Threshold Variable: Trade
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