
New Approaches to Economic Challenges [B4]
Do policies that increase GDP per capita also 
increase median income

Theme of The projecT

Using different measures of income… 

GDP per capita is the most widely used meas-
ure of living standards, as well as a target 
headline indicator for policy-oriented analysis. 
Yet, on its own GDP per capita falls short of 
accurately measuring people’s wellbeing, even 
from a narrow material living standard per-
spective. For example, over the last two dec-
ades, GDP per capita has in most OECD coun-
tries grown faster than households’ disposable 
income per capita. Analysis of household dis-
posable income data enables a better assess-
ment of households’ economic resources, on 
average and across the distribution.   

…can help document income disparities… 

Income inequality has been steadily widening 
in most OECD countries during the past dec-
ades. According to a traditional measure, the 
Gini coefficient, income inequality has risen by 
3 percentage points on average across coun-
tries from the mid-1980s to the late 2000s. 
Furthermore, the ratio of the top-to-bottom 
income decile, another conventional metric, 
reached a three-decade high in 2010. 

However, developments in income inequality 
have not been uniform across countries. In fact, 
between the mid-1990s and the late 2000s, 
OECD countries experienced “inequality con-
vergence”: inequality in household disposable 
income has tended to fall in the most unequal 
countries and to rise in the most equal ones. 

…and illustrate the distributional consequences 
of pro-growth policies

With household-level data, it is possible to em-
pirically assess the effects of structural policies 
not only on economic growth but also on in-
come inequality. It is therefore possible to de-
sign policies while considering the trade-offs 
and complementarities between growth and 
equity. 

resulTs of The work sTream

There are many factors which drive income 
disparities … 

The divergence of GDP from aggregate 
household income can be explained by a 
decline in the progressivity of tax and benefits 
systems, a rising share of GDP being distributed 
in the form of profits (as opposed to wages) 
and a growing share of profits being saved by 
corporations and re-distributed in the form of 
capital gains rather than interest or dividends.

The trend toward more inequality is largely 
driven by skills-biased technological change. 
This drives up wages of high-skill workers 
relative to medium and low-skill workers, 
inducing higher wage inequality and job 
polarisation. Such trends are likely to persist in 
the future. 

…and some pro-growth policies may affect 
inequality

Some pro-growth policies that raise GDP 
through faster productivity may contribute 
to technology-driven inequality. For instance, 
reforms that boost innovation widen the 
wage distribution among employed workers. 
Other policies that promote labour force 
participation and job creation also widen 
the wage dispersion. However, because they 
contribute to raising employment – not least 
among lower-skilled workers – such reforms 
can have a neutral effect on the dispersion of 
household disposable income, or even reduce 
such dispersion. Finally, a number of reforms 
unambiguously reduce wage dispersion and 
household income inequality. 

New approaches 

Household-level data exposes evolving 
inequality trends…

Relying on a richer array of household income 
micro-based indicators allows for producing 
new evidence of the various patterns of 
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differences in income distributions across 
countries and over time For example, this 
reveals the extent to which stability in overall 
income inequality masks compensating changes 
between e.g. the lower and upper halves of 
the income distribution. Also, it allows for 
highlighting whether contracting inequalities 
coexist with increasing poverty. 

…enabling an assessment of the distributional 
effects of pro-growth policies 

Focusing on the effects of policies not only 
on growth and employment but also on the 
income distribution is a new way of evaluating 
and designing pro-growth policies.  With this 
assessment of potential policy trade-offs and 
complementarities, different countries can 
implement tailored policy reforms, taking into 
account societal preferences and aversion to 
inequality as well as short-term budgetary and 
political constraints. 

A number of pro-growth structural policies 
have been shown to boost long-term levels 
of GDP per capita and consequently via this 
channel, household disposable income. There 
is limited evidence that growth-enhancing 
policies raise inequality of disposable incomes 
in the long run. In fact a limited number of 
these policies are found to potentially reduce 
inequality, suggesting that there may be policy 
synergies and growth and equality objectives 
can be achieved simultaneously. 

However, little is currently known on the short 
run the effects of pro-growth policies on 
inequality. More work is needed in the area. In 
the short-run, there could be policy trade-offs 
between growth income equality. 

polIcY ImplIcaTIoNs

Well-designed policies which aim to promote 
competition and remove labour market frictions 
can foster complementarities…

Many pro-growth policies are found to deliver 
stronger income gains for households at the 
lower end of the distribution, hence to curb 
income inequality. Such is the case of reducing 
regulatory barriers to domestic competition, 

trade and FDI, stepping-up job-search support 
and activation programmes and tightening 
unemployment benefits for all categories of 
jobseekers.   

…while trade-offs exist elsewhere between 
growth and equity objectives 

Conversely, a tightening of unemployment 
benefits for the long-term unemployed only 
is found to lift GDP per capita and average 
household incomes but also to reduce 
disposable incomes at the lower end of the 
distribution, an indication that it may raise 
inequality. Reducing minimum wages relative 
to median wages could also raise concerns as 
this depresses disposable incomes on average 
and for the median household, though not 
necessarily for households at the lower end of 
the distribution. 

Given the need in many countries to tackle rising 
inequalities, priority should be given to policy 
packages which both reduce income dispersion 
and boost growth. It is particularly important to 
raise the earnings potential of the low-skilled 
and promote the labour force participation of 
women and marginalised groups. 


