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Inequality in Asia and the 
Pacific: Trends, Drivers, and 
Policy Implications
Ravi Kanbur, Changyong Rhee, and Juzhong Zhuang, Editors*1

Asia’s rapid growth has led to a significant reduction in extreme poverty, but this 
has been accompanied by rising inequality.

One reason why inequality matters is because rising inequality slows down the 
pace of poverty reduction. If inequality had been stable, for example, it is estimated 
that an additional 240 million Asians, or 6.5% of Asia’s population, would have 
been lifted out of poverty.  Another reason is that inequality can weaken the basis 
of growth by affecting human capital, social cohesion, the middle class, and the 
quality of governance. Empirical studies show, for example, that lower inequality 
is associated with longer growth duration. According to an IMF study (2011), a 
10-percentile decrease in inequality increases the expected length of a growth spell 
by 50%.

*1 Ravi Kanbur is T.H. Lee Professor of World Affairs, International Professor of Applied 
Economics and Management, and Professor of Economics at Cornell University. Changyong 
Rhee is former Chief Economist of ADB. Juzhong Zhuang is Deputy Chief Economist of ADB.
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Why has inequality risen?

Technological progress, globalization, and market-oriented reform have led to rapid growth in Asia, but working together, 
they have favored capital over labor, skilled over unskilled workers, and cities/coastal regions over rural/inland areas. 
These have been compounded by unequal access to opportunity due to social exclusion. The share of labor income has 
declined, and that of capital income–which is more unequal–has increased. 
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The skill premium has risen. Education inequality accounts for 25%-35% of total inequality. 
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Inequality in Asia and the Pacific: Trends, Drivers, and Policy Implications
(continued from page 2)

Spatial inequality-urban—rural and inter-province combined—accounts for a large share of total inequality. 

How to respond to rising inequality

It is clear that the drivers of growth cannot be hindered. 
Governments can address rising inequality through 

•	 Efficient fiscal measures to reduce inequality in 
human capital

•	 Interventions to address lagging regions to reduce 
spatial inequality

•	 Growth that is more employment-friendly to 
increase the share of labor income

•	 Governance reform to equalize opportunities

More broadly, there must be a move toward 
inclusive growth. Inclusive growth means that everyone 

has the ability to participate in and benefit from the 
growth process on an equitable basis. In other words, 
it is “growth coupled with equality of opportunities.” 
Reducing or eliminating inequality in opportunity is at the 
heart of an inclusive growth strategy.

References
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Fiscal Policy for Inclusive Growth*
Theme Chapter of the Asian Development Outlook (ADO) 2014

The emerging case for inclusive fiscal policy

The ADO 2014 special theme chapter on fiscal policy 
for inclusive growth explores the potential role of fiscal 
policy as a tool for more inclusive growth in developing 
Asia. For a number of reasons, there is a growing case for 
more inclusive fiscal policy across the region. Widening 
income gaps in developing Asia strengthen the case 
for government response. The region’s past economic 
growth boosted living standards and lifted millions out of 
poverty, but now widening inequality is undermining this 
success (Figure 1). Asian Development Outlook 2012 notes 
that, during the 1990s and 2000s, more than 80% of the 
region’s population lived in countries with worsening Gini 
coefficients, a common measure of inequality. The same 
market forces that have enhanced growth—globalization, 
technological progress, and market reform—now 
exacerbate inequality.

Fiscal policy that fosters equality of opportunity 
can help tackle the region’s rising inequality. 
International experience shows that public spending 
can reduce income inequality. For example, government 
spending on education and health care broadens access 
of the poor to these vital services and thus levels the 
playing field. But policy makers in developing Asia have 
generally used fiscal policy more to support growth than 
to affect income distribution. Authorities in advanced 
economies, by contrast, have extensively used fiscal tools 
to improve social equity. 

The region has benefited from a legacy of fiscal 
prudence. Sound fiscal positions have served the region 
well in the past, promoting macroeconomic stability and 
ensuring the ability to respond in times of economic 
crisis. Pragmatic fiscal policy has given many regional 
economies scope today to direct more public resources 

(continued on next page)
* This chapter, drawn from several background papers, was written by Donghyun Park, 

Principal Economist in the Economics and Research Department at ADB.
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Figure 1  Gini Coe�cient Change in Developing Asia, 1990s and 2000s

Lao PDR = Lao People's Democratic Republic;
PRC = People's Republic of China.
Note: A rising Gini coe�cient indicates worsening inequality.
Source: Asian Development Bank. 2012.  Asian Development Outlook 2012 Update: 

Confronting Rising Inequality in Asia. Manila.
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(continued from page 4)

toward enhanced inclusion. Future scope may narrow, 
though, as long-term demographic and environmental 
trends encroach on fiscal space and the spending 
flexibility it provides.

The dilemma facing developing Asia is how 
to use fiscal policy to promote inclusion while 
maintaining fiscal sustainability. Making the growth 
process more inclusive is likely to require some 
expansion of public spending. But expanding public 
expenditure without adequate revenue mobilization can 
be unsustainable. Governments thus need to calibrate 
spending programs to better meet the needs of the poor 
as they strengthen the revenue base through improved 
mobilization. 

Public spending to foster inclusive growth

The two main components of fiscal policy are (1) 
fiscal spending policies and (2) taxation and other 
fiscal revenue policies. Among fiscal policy tools, 
government expenditure, more than taxation, has 
a tangible effect on inequality (Table 1). Policies 
on both spending and revenue can promote inclusive 
growth through, for example, antipoverty programs and 
progressive taxation. The evidence from advanced and 
developing economies alike suggests that government 
expenditures have somewhat stronger impact on income 
distribution than do revenues because spending can 
more easily target low-income groups. However, revenue 
provides the resources required for such programs, in 
addition to redistributing income.

Public expenditures can mitigate inequality 
if well designed and implemented. Public spending 
on education and health care, targeted subsidies and 
transfers, and physical infrastructure can all contribute. 

•	 Education and health services directly improve 
the well-being of the poor and augment their 
productive capacity. Policy simulations suggest 
that permanently raising public spending on 
education by the equivalent of 1 percentage 
point of GDP lowers the Gini coefficient by 1.1 
percentage point within a decade; doing the same 
for health care buys a gain of 0.3 percentage 
points.  

•	 Targeted subsidies and transfers protect the 
most vulnerable and deprived segments of 
society. Moreover, replacing distortionary general 
subsidies with targeted assistance to the poor can 
contribute to growth, as shown by analysis of fuel 
subsidy reform in India, Indonesia, and Thailand. 

•	 Extending public infrastructure can magnify 
the inclusive impact of public spending on 
education and health. Spending 1 percentage 
point of GDP more on infrastructure can boost 
growth by an estimated 1.3 percentage points. 
Further, making infrastructure affordable and 
accessible allows the poor to take better advantage 
of the economic opportunities that come with 
improved education and health.

Public spending on education averages 5.3% of 
GDP in the advanced economies, 5.5% in Latin America, 
but only 2.9% in Asia. The difference is starker for 
health care (8.1% in advanced economies, 3.9% in Latin 
America, but only 2.4% in developing Asia) and doubly 
so for social protection (20% in advanced economies, 
12% in Latin America, but only 6.2% in developing Asia) 
(Figure 2).

Table 1  Estimated Marginal Impact of Government Spending on 
Income Inequality (percentage points)

Spending type Asia Rest of the world
Social protection 0.490 –0.276
Education –0.486 –0.034
Health –0.241 –0.330
Housing 2.162 –0.614

Note: Minus sign indicates improved inequality.
Source: Claus, I., J. Martinez-Vasquez, and V. Vulovic. 2014. Government 

Fiscal Policies and Redistribution in Asian Countries. In Kanbur, 
R., C. Rhee, and J. Zhuang, eds.  Inequality in Asia and the Pacific: 
Trends, Drivers, and Policy Implications. London and New York: 
Routledge, and Manila: ADB.

(continued on next page)
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granting the region some scope today to expand inclusive 
expenditures (Figure 3). There are, however, some 
exceptions in South and Central Asia. 

Yet medium-term demographic and 
environmental challenges will pose their own fiscal 
demands. Structural changes will compete for public 
finances with efforts to make growth more inclusive. 
Aging populations in the region will raise the share of 
public spending on health care from 2.4% of GDP in 
2010 to 7.3% by 2050. For fast-aging East Asia, the 
increase is particularly dramatic, from 3.4% to 9.7% in 
the same period. As policy makers should not assume 
that current fiscal space guarantees future fiscal space, 
the region needs stronger revenue systems that can 
efficiently mobilize fiscal resources.

(continued on next page) 
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While the amount of fiscal spending is 
important, so is its composition. Education policy 
can amplify how public spending promotes inclusion by 
prioritizing basic education or expanding technical and 
vocational training to give students the practical skills 
and knowledge they need for work. Public health policy 
can do the same by dedicating the last dollar to a new 
rural clinic rather than to the latest medical marvel for 
the urban rich. 

Public revenues to safeguard fiscal 
sustainability

Taxation and other fiscal revenue policies can directly 
promote equity. For example, progressive taxes impose 
a higher burden on the rich than the poor. Equally 
importantly, efficient and equitable revenue policies 
generate the resources to finance equity-promoting 
public spending.

The region currently has the fiscal space 
to finance government programs that mitigate 
poverty and inequality. Policy makers in developing 
Asia generally have a strong record of fiscal prudence, 

Fiscal Policy for Inclusive Growth
(continued from page 5)
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Figure 3  Gross Government Debt in Selected Economies, 2012 

Lao PDR = Lao People’s Democratic Republic,
PRC = People’s Republic of China.
Sources: IMF Fiscal Monitor, October 2013; ADB estimates.
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Developing Asia needs to expand and 
strengthen its comparatively limited fiscal resource 
base. During the 2000s, the ratio of tax revenue to 
GDP averaged 17.8% in developing Asia, below the 
21.8% recorded in Latin America, 31.9% in the OECD, 
and 28.6% worldwide (Figure 4). This clearly shows 
that the region must improve its mobilization of fiscal 
resources across all categories. A stronger and broader 
fiscal resource base will secure the fiscal space needed to 
accommodate inclusive fiscal policies. 

Greater mobilization of fiscal revenues requires 
exploring all possible sources. Options include 
broadening the base for personal income tax and value-
added tax (VAT), enlarging corrective taxes and nontax 
revenues, and introducing naturally progressive taxes on 
property, capital gains, and inheritance. 

•	 Broadening the base for personal income 
tax and VAT offers scope for raising far more 
revenues. This can be done by reducing various 
exemptions, deductions, and tax incentives. Asian 
countries can collect more personal income tax 
revenues by lowering income thresholds for the 
higher tax rates. Expanding VAT—or introducing 
one where it does not exist—generates revenue 
efficiently. Earmarking new VAT revenues to 

(continued on next page) 
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Fiscal Policy for Inclusive Growth
(continued from page 6)

increase public social spending can make this 
regressive tax progressive on balance. 

•	 Corrective taxes and nontax revenues can 
promote efficiency and equity while raising 
revenue. Evidence from the Philippines suggests 
that a sin tax on cigarettes—a form of corrective 
tax—yields a triple dividend of equity, efficiency, 
and fiscal revenues. Nontax revenues are lower in 
Asia than in the rest of the world and could be new 
contributors.  

•	 Taxing property, capital gains, and inheritance 
can make the tax structure more progressive 
and equitable. These taxes are inherently 
progressive because the poor own less capital and 
usually less valuable property. Further, property tax 
is a good revenue source for local governments.

Planning and innovation for a more inclusive 
Asia

Asian governments must systematically incorporate 
equity objectives into their fiscal policy frameworks. 
Furthermore, fiscal innovations can help developing Asia 
secure the fiscal space it needs for inclusive fiscal policy. 
A medium-term fiscal framework for inclusive growth 
should systematize plans for incorporating equity 
objectives into fiscal policy. Such frameworks require 
careful annual review of inclusive government programs. 
They must align concrete medium-term targets with 
the means to finance them. Importantly, the inclusive 
elements must be integral to the overall medium-term 
fiscal framework to preserve fiscal sustainability.

Support for a framework comes from fiscal data 
able to inform evidence-based policy and from strong 
political commitment. Improved fiscal data will enable 
Asian policy makers to better track public programs and 
assess their effectiveness, toward improving their design 
and implementation. Political commitment will safeguard 
fiscal sustainability and ensure a more equitable 
allocation of scarce fiscal resources.
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ADB Economics Working Paper Series

•	 388-Governance and Developing Asia: 
Concepts, Measurements, Determinants, and 
Paradoxes 
M. G. Quibria 
 
This paper provides a critical review of the 
current governance discussions, which brings 
into the open a number of serious conceptual, 
measurement and data issues, as well as the 
existence of an Asian governance paradox.

•	 389-Improving Service Delivery through 
Decentralization: A Challenge for Asia 
Giorgio Brosio 
 
This paper explores the education sector for 
evidence of improved service delivery within the 
context of decentralization.

•	 391-Public Service Delivery: Role of 
Information and Communication Technology 
in Improving Governance and Development 
Impact 
Subhash Bhatnagar 
 
The paper discusses the use of information and 
communication technology (ICT) for improving 
governance in the delivery of services to the poor.

•	 392-Growth Horizons for a Changing Asian 
Regional Economy 
David Roland-Holst and Guntur Sugiyarto 
 
This paper presents a long-term forecast for Asian 
regional growth, highlighting the roles of factor 
productivity and policies that can facilitate private 
sector support for sustained and inclusive regional 
growth.

(continued on next page)
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Fiscal Policy for Inclusive Growth
(continued from page 7)

Innovative measures can amplify how fiscal 
policy contributes to inclusive growth. Examples 
include leveraging information and communication 
technology to enhance tax administration efficiency, 
and forging public–private partnerships in social 
infrastructure to extend the reach of education and 
health care services. Such measures can provide 
additional financing for public services and improve 
their delivery, thus promoting equity.

Fiscal policy can and should play a bigger role 
in promoting inclusive growth in Asia. To put the 

region on a growth path of broadly shared benefits, 
Asian governments need to actively target inclusion in 
their fiscal plans. Because achieving inclusive growth is 
necessarily a long-term challenge, policy makers must 
plan and act now.

References
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•	 393-Reserve Bank of India’s Policy Dilemmas: 
Reconciling Policy Goals in Times of 
Turbulence 
Bruno Carrasco and Hiranya Mukhopadhyay 
 
This paper reviews some of the more critical policy 
dilemmas facing the Reserve Bank of India in its 
pursuit of inflation stabilization and balanced 
growth objectives.

•	 394-Asymmetric Price Transmission in 
Indonesia’s Wheat Flour Market 
Gonzalo J. Varela and Kiyoshi Taniguchi 
 
This paper tests for asymmetric price transmission 
from international wheat to domestic wheat flour 
markets in Indonesia using an error correction 
model. 

•	 395-Education and the Journey to the Core: 
Path-dependence or Leapfrogging 
Aashish Mehta and Jesus Felipe 
 
This paper investigates the role that education 
plays in helping countries develop comparative 
advantage in new products.

•	 396-Citizen Empowerment in Service 
Delivery 
Babken Babajanian 
 
This paper examines different approaches for 
promoting empowerment and discusses conditions 

(continued on next page)
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required for effective empowerment. It focuses on 
three empowerment models, including grievance 
redress, participatory performance monitoring, 
and community-driven development.

•	 397-District Governance and Student 
Learning in Indonesia 
Menno Pradhan and Joppe de Ree 
 
This paper documents the effects of district 
education policies on student learning in 
Indonesian primary schools.

•	 398-Asia’s Energy Adequacy, Environmental 
Sustainability, and Affordability: An 
Overview 
Minsoo Lee, Donghyun Park, and Harry Saunders 
 
This paper asserts that achieving Asian energy 
security requires managing demand by tackling 
outmoded subsidies, exploring green innovations 
in technology and prudent infrastructure design, 
and changing behavior. 

•	 399-Environmental Issues, Climate Changes, 
and Energy Security in Developing Asia 
Benjamin K. Sovacool 
 
This paper examines four environmental 
dimensions of energy security—climate change, 
air pollution, water availability and quality, and 
land-use change—and the environmental impact 
of various energy systems. 
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Inequality in Asia and the Pacific: Trends, Drivers, and Policy Implications
Edited by Ravi Kanbur, Changyong Rhee, and Juzhong Zhuang

Asia’s rapid economic growth has led to a significant reduction in extreme poverty, but has 
been accompanied by rising inequality. This book addresses three questions: What have been 
the trends of inequality in Asia and the Pacific? What are the key drivers of rising inequality in 
the region? How should Asian countries respond to the rising inequality?
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