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The Corrosive
Problem of
Economic Inequality

Imagine, you
had a pizza
pie with 10
people, how
would you
divide this?

The lowest 73.2%
18.5%
Middle class

The next 7.5%
Rich & Upper middle class

The top 0.7%
Ultra-rich

The elites
(or top 10%)
own ~87% of
the world’s
wealth share

Who owns the most in the economy?

The lowest 73.2%
18.5%
Middle class

The next 7.5%
Rich & Upper middle class

The top 0.7%
Ultra-rich

SMEs:
- 90% of
businesses
- 50% of
employment
- 40% of GDP

Who contributes the most to the economy?

Inequality:
#1 trend that will
determine global
developments over
the next 10Y
– WEF, 2017

“You need some inequality to grow... but
extreme inequality is not only useless but can
be harmful to growth because it reduces
mobility and can lead to political capture of our
democratic institutions.” – Thomas Piketty,
French economist, 2014

“When such a large group gains so little from
economic growth, the social fabric frays and
trust in institutions is weakened” – OECD, 2015
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The billionaries
become wealthier
than the average
citizen

r>g

Source: Picketty, 2014

Minimum wage
increases
= GDP increases

RICHER

Wage Inequality
is running below
productivity
growth
• World wage growth lagged behind
labour productivity growth
• Wage inequality has increased in
2/3 of OECD countries

Source: BAML, 2017

Making the rich
richer lowers GDP
by 0.08pp;
--Raising poorer
incomes increases
GDP by 0.38pp

What is economic
inequality and how
does it manifest?

Inequality has never
self-corrected!
It must be intervened!

Positive tax
regime & growth
for rich &
companies

Low wages
despite increased
productivity

Relative inequality ↓
Absolute ↑

Systemic lack of
opportunities for
minorities and
poor/middle class

Others:
tech/AI/job
displacement/

Economic
Inequality

Changing
demographics

Corrosive and a vicious cycle

Source: Piketty, 2014; BAML, 2017; Citi/Oxford, 2017; UN, 2017; OECD,2015
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What are its
impacts?

Human
development
loss by 22%
Due to education, life
expectancy and income declines
= ↓ individual self realisation

4.7 ppt knocked
off 1990-2010
OECD growth
-↓ can’t be offset
by the wealthy

Source: BAML, 2017; Edelman, 2017; UN, 2017; OECD,2015

The decline of
the middle class

Economic
Inequality
Corrosive and a vicious cycle

Economic
growth lost due
consumption
power ↓

Trust in
government
has fallen

No longer a majority in
the US since 2015
-Much more likely to
fall off the class you
were born into

Fallen to 41%
worldwide
-Rising social unrest

Deep inequalities among social classes and groups undermine social
cohesion and the legitimacy of political institutions
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7 pillars of middle class society
is under threat
Wage based middle
class society

Wage incomes
sufficient to a quality of
life

Upward social mobility

(source: UNESCO WSSR 2016)

Social
protection/housing
affordability/healthcare

Belief in progress

Educational boom

Middle class moderate
politics

The Middle
Class and
Education

“…A sort of vicious circle has developed: the crisis has
weakened the middle class, which in turn has reduced
aggregate demand, thereby deepening and prolonging
the downturn.” (source: ILO 2016)

The areas where inequality
most significantly affects
economic growth are skills
and education

(source: BAML, 2017)

Inequality in education
contributes the most to
overall inequality, followed
by inequality in income and
inequality in life expectancy
(source: UN 2017)

Income share comparison
for Top 1 + 10 (1997-2015)
based on labour income only

70%
90%
Source: Hung, 2018

68%
49.2%

55%
67.4%

Millennials & Gen Z:
may end up poorer than their parents
The context of
this generation

Living poorer
than their
parents
Decline in
absolute
mobility
Source: BAML, 2017

•
•
•
•
•

shaped by the financial crisis and recession
onerous student debt
growing inequality
the worst employment rates since the 1930s,
and a general sense of distrust

• For the first time in the modern era, we risk
having two generations – Gen Y & Z – that do
not have a higher standard of living than
their parents
• Driven by the more unequal distribution of
economic growth

Eroding of trust in institutions
People blame inequality on a
variety of causes, but they
see their government’s
economic policies as the top
culprit

Extreme inequality and the
concentration of capabilities
and opportunities among a
narrow elite is part of a wider
vicious cycle
Source: Edelman and Citibank, BAML, 2017

Weaker bargaining power for
excluded groups: protests &
use of other dangerous
means

Trust in institutions is CRUCIAL to a thriving economy

Lack of
leadership
credibility =
lack of trust =
little hope for
the future

Source: Edelman and BAML, 2017

• Current populist movements are fuelled by a lack of trust in
the system and economic and societal fears, including
corruption (40%), immigration (28%), globalisation (27%),
eroding social values (25%) and the pace of innovation (22%)
• Underscoring the trust crisis is the lack of credibility of
leadership. Only 37% of the general population now say CEOs
are credible, and 29% say the same about government officials.

• 53% believe the current overall system has failed them and
that it “is unfair and offers little hope for the future”, while
only 15% believe it is working, and approximately one-third are
uncertain. Even the elites have a lack of faith in the system, with
48% of the top-quartile in income, 49% of the college-educated
and a majority of the well-informed(51%) saying the system has
failed.

Authenticity
Is this who you really are or
are you just out to use me?

Without trust,
financial
markets cannot
function and
capitalism
collapses

Trust
Do your actions make sense?
Do you have a plan?

Logic

Empathy

Do you know what it feels
to be in my shoes?

Edelman, Jan 2019

“But what does “modernizing the social contract” mean in
practice? It means…

What we
need to do
…
BSR Insights

- recognizing the fundamental changes in work, technology,
demographics and family structures that have occurred since our
current models were developed.
- radical overhaul of the social safety net, including pensions,
unemployment insurance and sick leave.
- investment in families, including parental and elder
care leave, childcare, and annual leave.
- improved conditions for workers, including predictable
schedules, portable benefits, living wages, and flexible working
arrangements that benefit businesses and workers alike.
- creating fair tax policies, addressing inequity, enhancing the
status of women in the workplace, and providing opportunities
for historically marginalized communities. ”

Business has to be in
service to humanity

