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n January 2001, the Institute for Research on Pub-

lic Policy and the Centre for the Study of Living
Standards organized a major public conference in
Ottawa on the linkages between economic growth
and inequality.! The objectives of the conference
weretwofold. First, to bring the most recent research
on the issue of the linkages between economic
growth and inequality in the context of developed
economies, with particular reference to Canada and
the United States, to the attention of policymakers.
Second, to open a public debate about the choices
facing Canadian society on the issues of economic
growth and inequality and their linkages. The arti-
cles appearing in this special issue of Canadian
Public Policy/Analyse de Politiques represent re-
vised versions of selected papers presented at the
conference.

Thisintroduction isdivided into two major parts.
The first part sets the context for the papers while
the second part provides a summary of the key find-
ings of the papers. The first part has four sections.
They provide a concise overview of trends in eco-
nomic growth, discussissues associated with income
inequality, examine trends in income inequality in
Canada and the United States in recent years, and
briefly look at the linkages between economic
growth and inequality.

THE CONTEXT FOR THE DISCUSSION OF THE
GROWTH-INEQUALITY RELATIONSHIP

Trendsin Economic Growth

Economic growth is important for society as it in-
creases real income and consumption, both in
absolute and per capita terms, and hence makes us
materially better off. But economic growth should
not be confused with societal well-being or even
economic well-being. Consumption is only one el-
ement of economic well-being, which is a broader
concept that includes such components as stocks of
wealth, environmental sustainability, economic se-
curity, and equality (Osberg and Sharpe 2002).
Moreover, the weight one gives consumption in the
calculus of economic well-being will depend on
one's values and will vary among individuals.

Economic growth isdetermined jointly by both pro-
ductivity growth and employment growth. The only
way to increase output is either to produce more per
worker, or to add more workers. In the long run, em-
ployment growth is limited by labour supply growth.
Hence economic growth encompasses both productiv-
ity and employment and labour supply growth.?

Economic growth has been decelerating in
Canada since the mid-1970 (Chart 1). In the 1947-
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CHART 1

Economic Growth in Canada (average annual rate of growth)

6
5.09

5 —
=
g 456
[e]
S)
S 41| [
Q
IS
= 3.45
>
S 3.06
S 31— [
(]
g 2.59
g
8
% 21— —
0}
= 1.49
(]
x

14 -

1947-73 1973-81 1981-89 1989-00 1989-96 1996-00

Source: Statistics Canada: based on Real GDP: CANSIM Il series v3860085 as of 8 January 2003 for 1973-2001. The
growth rate for 1947-1973 was obtained from a real GDP index taken from Statistics Canada (1983).

73 period, real GDP advanced at a 5.1 percent aver-
age annual rate. It then fell off to 3.5 percent per
year in the 1973-81 period, 3.1 percent per year in
the 198189 period and 2.6 percent per year from
the 1989 cyclical peak to the 2000 peak. The growth
performance in the 1990s has been concentrated in
the second half of the decade. From 1989 to 1996
growth averaged only 1.5 percent per year, while
from 1996 to 2000 it averaged 4.6 percent. Economic
growth fell to 1.5 percent in 2001 and is estimated
to have been 3.4 percent in 2002 (Canada. Depart-
ment of Finance 2002).

The deceleration of economic growth in the post-
1973 period has reflected both a fall-off in
productivity growth and a slowing of labour supply
growth. Thefactors behind thefirst development are

still poorly understood by economists but are prob-
ably related to the depletion of the productivity-
enhancing potential of the technologies that fuelled
growth in the golden age of the postwar era. The
cause of slower labour supply growth is easier to
pinpoint — namely the end of the entry of the baby-
boom cohorts into the labour market by the mid-
1970s.

The acceleration of growth in Canada since 1996
reflects the strong bounce back in economic activ-
ity following the adoption of less restrictive
macroeconomic policies relative to those pursued
during the first half of the decade. It has been im-
proved employment growth, not productivity
growth, which largely accounts for this pick-up in
economic activity (Sharpe 2002).
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CHART 2

Economic Growth in Canada and the United States, 1989-2002
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Chart 2 compares economic growth in Canada and
the United States since 1989. In 2002, real gross do-
mestic product (GDP) was about 43 percent above its
1989 level in the United States, but only 39 percent
higher in Canada. The growth gap developed in the
early 1990s when Canada experienced much weaker
growth than the United States. Since 1992 Canada’s
growth rate has, on average, slightly exceeded US
growth, but not enough to compensate for the relative
growth shortfall experienced in 1990, 1991, and 1992.

From an international perspective, Canada has en-
joyed slightly above average economic growth in
the 1990s. Chart 3 shows that Canada had the elev-
enth fastest growth of 25 OECD countries over the
1989-2002 period. In the first half of the 1990s,
Canada's relative performance was much worse,
while in the second half of the decade it was better.
One notes from the chart that Ireland was the

economic growth superstar among OECD countries
in the 1990s, enjoying over 7 percent annual growth.

I ssues Associated with Inequality
A number of observations can be made on the con-
cept of inequality.

First, equality is a relative, not an absolute con-
cept and refersto the relative distribution of income
or wealth. A doubling of real income for all the
population would reduce absol ute poverty, but would
not decrease inequality asthe gap between poor and
rich would be unchanged.

Second, equality isavalue-laden concept. For some,
thereis not enough equality in society, for othersthere
istoo much. Some feel there is something wrong in a
society that tolerates blatant inequalities. Others feel
that inequalities are desirable as they reward initiative

CANADIAN PuBLIc PoLicy — ANALYSE DE POLITIQUES, VOL. XXIX, SUPPLEMENT/NUMERO SPECIAL 2003



A Andrew Sharpe

CHART 3

Economic Growth in OECD Countries, 1989-2002 (average annual rate of change)
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and punish laziness. The papersin thisvolumedonot  pacts of growth on inequality. These impacts will be
resolve the debate on what congtitutesajust society in -~ analyzed from both atheoretical and an empirical basis.
terms of equality. Rather the purpose of the volumeis

to examine both the positive and negative behavioural Third, it is important to make a distinction be-
impactsof inequality on economic growth, andtheim-  tween equality of opportunity and equality of

CaNaDIAN PusLic PoLicy — ANALYSE DE POLITIQUES, VOL. XXIX, SUPPLEMENT/NUMERO SPECIAL 2003



Linkages Between Economic Growth and Inequality: Introduction and Overview Sb

outcome. Equality of opportunity refers to non-
preferential access to educational and other
opportunities for all members of society. Equality
of outcome refers to the actual distribution of in-
come and wealth in society. The latter concept does
not imply that everyone should have identical
amounts of income and wealth, given that people
make different occupational and work/leisure
choices and have different earnings profiles over the
life cycle. Rather it refers to the notional level of
inequality that would be considered acceptable to
most members of society. The concept of equality
of opportunity is supported by both the right and
the left, while the concept of equality of outcome
finds stronger support on the left. The two concepts
are closely related as inequality of opportunity in
one generation can produce greater inequality of out-
come in the next.

Fourth, the concept of equality differs from that
of income in that it is upward bounded. Income can
in theory grow indefinitely so is not upward
bounded. On the other hand, inequality, in theory,
can be eliminated if everyone had the same income.
Realistically, no one advocates the elimination of
al income and wealth inequalities. Indeed, some
might argue that we have already hit the upward
bound for equality given the negative incentive ef-
fects. Others argue that society would be better off
with greater equality and that there still is scope for
public policy to affect income distribution before
any upward bound on equality, either theoretical or
operational, is attained.

Fifth, itisimportant to draw adistinction between
inequality and poverty. Equality refers to the over-
all distribution of income while poverty refers to
the distribution of income for those at the bottom.
As noted earlier, inequality is a relative concept,
while poverty can be both a relative and absolute
concept depending on the definition of poverty used.
It is possible to reduce measures of inequality with-
out reducing poverty if the changesin income affect
only the top two-thirds of the distribution. Never-
theless, societieswith lower levels of overall income

inequality tend to have lower poverty rates and vice-
versa,

Sixth, in discussion of trends in inequality, it is
important to specify which measure of inequality is
being referred to. The most widely used measure of
inequality is the Gini coefficient (which goes from
avalue of zero representing complete equality to a
value of unity representing complete inequality).
Other indicators of inequality include the coefficient
of variation, the Theil index, and the ratio of aver-
age income in the top quintile or decile to average
income in the middle or bottom quintile or decile.
Trends in the various measures of inequality are not
always consistent so the robustness of any conclu-
sion on inequality trends should always be tested.

Seventh, in terms of the discussion of income
inequality, income can be defined several ways.
Market income refers to labour market and invest-
ment income. Total income is defined as market
income plus transfers. After tax income is defined
as total income after direct taxes (persona income
and payroll taxes) have been paid. From the point
of view of purchasing power, it is after-tax income
which is the most appropriate definition of income.
From the point of view of tracking the inequality
generated by the labour market, market income (or
better yet earnings) isthe relevant concept. Thislat-
ter concept is sometimes referred to as the primary
distribution of income, while the former concept is
the secondary distribution.

Eighth, with around two-thirds of personal income
coming from employment, incomeinequality islargely
determined by the labour market, reflecting differences
acrossindividual s or householdsin salariesand wages,
hoursworked, and employment/ non-employment sta-
tus. Government transfers offset somewhat the degree
of income inequality generated by the labour market,
as do progressive income taxes.

Trendsin Income I nequality
Chart 4 showstrendsin the Gini coefficient for eco-
nomic familiesfor market income, total income, and
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CHART 4
Trends in Income Distribution in Canada (Gini Coefficients)

0.45

0.43 ~
041 //’/G\‘___.// .
</0/
0.39
= | —&— Market Income =—#— Total Income =—&— After-Tax Income |
[}
‘© 0.37
=
[}
o
(s} — "
€
s

- ‘_/.\'_’_-\./

0.33

0.31

0.27

0.29 A/L\‘/ﬁ\‘/ﬁ//

Source: Statistics Canada (2000, 2002).

1989 1990 1991 1992 1993 1994

1995 1996 1997 1998 1999 2000

after-tax income in Canada from 1989 to 2000, as
calculated by Statistics Canada (2002), while Chart
5 illustrates the percentage change in these three
definitions of income over the period. In 2000, the
most recent year for which data are currently avail-
able, the Gini coefficient for economic families was
0.424 for market income, 0.356 for total income,
and 0.314 for after-tax income. This means that
transfers reduced market income inequality by 18.3
percent, while taxes further reduced market inequal-
ity an additional 9.6 percent. In 1989, these
respective figureswere 16.9 percent and 9.3 percent.

Incomeinequality in Canada, as measured by the
Gini coefficient for economic families, increased by
around 7 percent under all three definitions of in-
come between 1989 and 2000. The growth in market
income inequality largely took place over the 1989—
93 period, while the growth in inequality for total
income and after-tax income took place after 1994,

One interpretation of the timing of these devel-
opmentsisthefollowing. Inthe early 1990s, market
income inequality increased as low-wage workers
were disproportionately hit by the recession, and/or
by a shock related to skill-biased technological
change that reduced the demand for their services.
This increased market income inequality did not
translate into increased total income or after-tax in-
comeinequality because of the offsetting role played
by government transfers in cushioning market in-
come fluctuations. After 1994, governments cut
program spending in their quest for deficit elimina-
tion, which included reductions to the social safety
net. This meant that transfers such as welfare and
employment insurance no longer offset growing
market inequality, so total income and after-tax in-
come inequality then increased.

From an international perspective, Canada ranks
around the average in terms of income inequality.
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CHART 5

Percentage Change in Income Distribution in Canada (Gini Coefficient), 1989-2000
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Gini coefficients calculated by the Centre for the
Study of Living Standards from the Luxembourg
Income Study micro-database show that Canada had
the seventh most equal distribution of after-tax
household income among 14 OECD countriesin the
first half of the 1990s (Chart 6). France, the Nether-
lands and four Nordic countries (Finland, Sweden,
Denmark, and Norway) had lower Gini coefficients
(less inequality) while Germany, Spain, Belgium,
Australia, Italy, the United Kingdom, and the United
States had greater income inequality.

Canadaranksrelatively worseinternationally for
poverty than for inequality. Poverty rates calculated
by the Centre for the Study of Living Standardsfrom
the Luxembourg Income Study micro-database show
that Canada had the fifth highest poverty rate (de-
fined in a relative sense as the percentage of
households whose income is less than one half the
median equivalent after-tax household income)

among 14 OECD countries in the first half of the
1990s (Chart 7). Only the United Kingdom, Italy,
Australia, and the United States had higher poverty
rate.

Linkages Between Economic Growth and
Inequality

The linkages between economic growth and inequal -
ity are bi-directional, with economic growth
affecting inequality, and inequality in turn influenc-
ing growth.

The mechanisms running from economic growth
toinequality arerelatively straightforward. Thefirst
is adirect link. Rapid growth increases labour de-
mand and the persons who benefit disproportionately
are those on the margins of the workforce. Moving
from no job to ajob, or from part-time to full-time
employment, greatly boosts the income of persons
at the bottom of theincome distribution and reduces
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CHART 6
Gini Coefficients for After-Tax Household Income
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overall inequality. The second isan indirect link. A automatically take place with growth. For these rea-
society with rapid economic growth becomesricher ~ sons, rapid economic growth, particularly when it
and these additional resources canintheory betaxed  significantly reduces unemployment, tends to be
and redistributed to the poor to reduce inequality. ~ equality-enhancing as the impact of growth on
This, of course, is a political choice and does not  equality is positive.
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CHART 7

Poverty Rate (Less than one-half median equivalent after-tax household income)
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Thelinkages running from inequality to growth are
more complex than those running from growth to in-
equality, both in terms of the mechanisms at play and
intermsof the direction of theimpacts. It istheselink-
agesthat arelargely thefocusof the papersinthisvolume.

Economists have focused on the linkages between
economic growth and equality for along time. Two

approaches can be identified: the economic history
perspective and the economic theory perspective.
The economic history perspective was originally
associated with the work of the Nobel Prize-winning
economist Simon Kuznets, who developed what has
come to be known as the Kuznets curve. Based on
international cross-sectional evidence of incomedis-
tribution and GDP per capita, Kuznets found an
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inverted-U shaped relationship between the level of
economic development and inequality. Countries
with low levels of GDP per capita had a relatively
more equal income distribution, as did countries
with high GDP per capita. In contrast, countries in
the mid-GDP per capita range had a more unequal
distribution of income.

Kuznets hypothesized that the early stages of
development are characterized by an increase in in-
equality, as people leave traditional low-income
agricultural activities for better paid jobs in the
modern sector. As development proceeds and the
low-incometraditional sector declinesinimportance
and the modern sector becomes dominant, a trend
toward greater income equality setsin.

The economic theory approach is associated with
the economist Arthur Okun’s well-known book
Equality and Efficiency: The Big Tradeoff (1975)
which argues that inequality serves as an incentive,
both reward and penalty, to promote efficiency in
the use of resources and to generate a greater and
growing national output.

The two traditional approaches to the relation-
ship between growth and inequality outlined above
are now being challenged. First, the Kuznets curve
is not supported by current developments given the
trend toward more, not less, inequality in the ad-
vanced countries. While the Kuznets relationship
may be relevant for countriesin the initial and mid-
stages of economic development, its relevance for
OECD countries appears very limited.

Second, anumber of economic theories have been
developed to show that greater equality can have a
positive effect on economic growth, in contrast to
the negative effect stressed by Okun, and some em-
pirical support has been found for these theories.
The positive effects of equality on economic growth
can be grouped into three types: the opportunity-
enhancing effects of redistribution, the positive
incentive effects of redistribution, and political
economy effects.

Inequality can be bad for growth when the poor do
not have an opportunity to develop their abilities to
their full potential. If the poor cannot afford to send
their children to postsecondary education, growth can
be impeded as human capital accumulation will be
reduced. Policies that redistribute income to the poor
to allow access to postsecondary education can be
growth-enhancing. Equally, studies have shown that
children who are economically and socially deprived
intheir first three years of life suffer permanent nega-
tive consequences in terms of their personal
development. Greater inequality may mean more chil-
dren are affected. Redistribution policies that address
this deprivation, either cash transfers to families with
children or early childhood interventions such as high-
quality daycare for poor families, may therefore have
a positive effect on long-run growth.

Traditionally, it has been thought that inequality
acted as an incentive to work. Now researchers take
amore nuanced approach to thisissue and point out
there may be situations where inequality has nega-
tive effects on effort while amore equal distribution
has positive effects. In team settings, individuals
may act negatively to large income differences. A
cooperative work environment where everybody has
a stake in the success of the enterprise and acts ac-
cordingly may require lessinequality than the more
hierarchical workplaces of the past.

Finally, the unequal distribution of income can
affect growth through political economy effects. For
example, according to the median voter theory, in a
country with a high degree of inequality, those at
the bottom of the income distribution will vote for
policies that redistribute income. This can in turn
lead to high taxes, with negative effects for growth.

The relative importance of the three effects out-
lined above will probably depend on the extent of
inequality. When inequalities are great, the poten-
tial for economic growth gains from redistribution
may be significant because alarge proportion of the
populationis constrained initsinvestment in human
capital. Equally, in countries with a more equal
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distribution of income, the opportunity-enhancing
effects of redistribution, aswell as political economy
effects of inequality, may be less important.

It isinteresting to note that the two-way linkages
between economic growth and inequality may set
up situations where virtuous (or vicious circles) can
be created. For example, strong economic growth
generates additional tax revenues that can be redis-
tributed to the poor, reducing inequality, enhancing
their opportunitiesto get ahead, and stimulating fur-
ther economic growth. Thisgrowth in turn produces
more tax revenue. Equally, the adoption of policies
that redistribute income can reduce inequality and
create better opportunities for the poor. Thisin turn
strengthens growth and generates tax revenues.
Good economic policy-making is the hunt for vir-
tuous circles. Growth-equality linkages represent a
fertile environment for such a hunt.

KEey FINDINGS OF THE PAPERS IN THE VOLUME

Overview of Volume

Theten papersin thisvolume explore alarge number
of issues related to the linkages between economic
growth and inequality. The papers are organized into
four main sections. The two papers in the first sec-
tion analyze trendsin poverty and earning variability
in Canada. The two papers in the second section
explore theoretical perspectives on the relationship
between economic growth and inequality. The three
papersin thethird section provide international per-
spectives on the linkages between economic growth
and inequality. The two papers in the fourth section
analyze the relationship between inequality and eco-
nomic growth in the United States. The one paper in
the fifth and final section looks at the implication of
one particular public policy, namely monetary policy,
for economic growth and inequality.

Poverty and Earnings Variability Trendsin
Canada

Garnet Picot and René Morissette from Statistics
Canada and John Myles from the University of

Toronto address the issue of whether the link be-
tween economic growth and low-income or poverty
intensity has strengthened or weakened in the 1990s
relative to the 1980s. They find that during the
1993-97 period economic growth did not generate
any gains in employment earnings among families
most likely to live in low income. The authors rec-
ognizethat it is premature to conclude that aweaker
link between economic growth and low-income in-
tensity is now a permanent feature of the Canadian
labour market. However, they stress that to succeed
in lowering low-income intensity economic growth
must generate earnings gains for low-skilled work-
ers. Thisdid not happen during much of the recovery
of the 1990s.

Charles Beach from Queen’s University, Ross
Finnie from Queen’'s University and Statistics
Canada, and David Gray from the University of Ot-
tawa compare trends in earnings variability and
stability of women and men in Canada between the
1990s and 1980s using the Statistics Canada Longi-
tudinal Data Base. They find that there has been an
increase in overall earnings variability among Ca-
nadian workers between 1982-89 and 1990-97, but
that the rise was much more marked for men than
for women (although the absolute level of variabil-
ity was higher for women). Thisincreased variability
for men was driven by awidening dispersion of earn-
ing differentials across workers, presumably
reflecting the widening skill differentials or associ-
ated returns of different skill sets.

Theoretical Perspectives on Economic
Growth and Inequality

Intheearly 1990s, thetraditional “ equity-efficiency”
trade-off was challenged by empirical evidence sug-
gesting a negative impact of inequality on growth.
Alternative theories based on incomplete markets
(decreasing returns and credit constraints, short-run
human capital externalities, socio-political mecha
nisms) were developed to explain the different
mechanisms whereby inequality could impede
growth. These recent theories have in turn been chal-
lenged on several fronts. Huw Lloyd-Ellis of
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Queen’s University surveys the literature on this
debate and attempts to reconcile the two views by
making a distinction between the long-run, causal
effects of persistent inequality on growth and the
short-run induced relationship between them. In-
deed, Lloyd-Ellis concludes that the potential
implied trade-off between the short-run negative ef-
fectsand the long-run positive effects of progressive
policies on growth is completely consistent with
much of the recent theoretical literature.

It is widely recognized that the impact of equal-
ity on growth is not predetermined, and is affected
by institutional variables and firm organization.
MorrisAltman from the University of Saskatchewan
develops a behavioural model where increasing in-
come equality is not a zero-sum game. Greater
equality can lead to higher productivity through the
elimination of slack or x-inefficiencies in firms.
Through such an effect, high-wage firms can be cost
competitive with low-wage firms. From this perspec-
tive, increasing the material well-being of the
relatively less well-off in society need not be at the
expense of those who are better off and there need
not be a trade-off between income equality and
growth. Altman makes the case that since an effi-
ciency or technological change effect flows from the
improvements in material well-being of workers,
policies should be designed to encourage such im-
provements. Examples of such policies include
higher minimum wages, greater unionization, strong
social insurance programs, and macroeconomic poli-
cies that promote low unemployment.

International Perspectives on Economic
Growth and Ineguality

Roman Arjona, Maxime Ladaique and Mark Pearson
from the Organisation for Economic Co-operation
and Devel opment (OECD) provide a detailed exami-
nation of possible relationships and trade-offs
between equity and growth in OECD countries. They
find that there is not enough evidence to state de-
finitively that inequality is either good or bad for
growth, although they admit that the results cannot
be taken so conclusively as to completely rule out

any effect. They also find that in general increased
social protection expenditure is bad for growth.
However, when a distinction is made between ac-
tive social spending programs that encourage
increased employment activity and passive income
support programs, the former are good for growth
while the latter are bad. They conclude that given
the desirability of both equity and growth, the ap-
propriate policy conclusion is not to cut social
expenditure to boost growth, but to shift the focus
from passive to active social protection programs.

The second paper in this section by Rafael Gomez
of the London School of Economics and David Foot
of the University of Toronto explores the relation-
ship between age structure, income distribution and
economic growth. The authors argue that demo-
graphic factors can account for cross-country
differentialsin economic growth and income distribu-
tion. They review the mechanisms or channelsthat have
been advanced to explain how inequality can affect
economic growth, including the political economy
channel, fiscal policy channel, socia conflict channels,
and agency-cost models. They then show how demo-
graphic factors can affect the relationship between
inequality and growth through, for example, the im-
pact of age structure on credit constraints, the stock of
human capital and agency costs. They conclude that
consideration of demographic factors should comple-
ment accounts of the inequality-growth relationship.

The third paper in this section by Lars Osberg of
Dalhousie University looks at the role of labour sup-
ply in understanding growth and inequality trends
in the United States and Germany. Osberg points
out that between 1980 and 2000 average working
hours per adult rose 234 in the United States while
falling 170 in Germany. Some argue that the greater
inequality in the United States motivates the greater
work effort by Americans. But Osberg shows that
differentials in hours arise mainly from differences
in workforce participation, particularly for women
and older men. He showsthat except for the extreme
lower tail, the distribution of usual working hours
of prime age malesis essentially identical in the two
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countries. Osberg concludes that the greater inequal -
ity in earningsin the United States has no noticeable
effect on labour supply of workers.

Trendsin Economic Growth and I nequality
in the United States

In the second half of the 1990s, the United States
enjoyed the fastest economic growth among G7
countries, and experienced the highest level and larg-
est increasesin inequality. These developmentsraise
the question of whether rising inequality has in fact
contributed to rapid US economic growth. Gary
Burtless of the Brookings Institution reviews modern
theories linking inequality and economic growth and
finds that Arthur Okun’stheory of atrade-off between
equity and efficiency can indeed account for recent
trendsin US growth and inequality. The United States
now imposes fewer economic restrictions on economic
agents and provides less help to people in distress.
Burtless argues that these policies can readily explain
faster employment growth and higher average hours
of work than observed in other wealthy countries.

A key explanation offered to explain the widen-
ing wage inequality in the United States is that
technological change exhibits a skill-bias, with de-
mand for high-skilled workers outpacing that for
low-skilled. Larry Mishel and Jared Bernstein from
the Economic Policy Institute find that this expla-
nation of widening wage inequality isincorrect and
that the I T-led growth in the second half of the 1990s
has not led to increased wage inequality. The au-
thors argue that other forces, such as deregulation,
deunionization and industry shifts, have been much
more important in contributing to growth in wage
inequality. The authors conclude that technology is
in fact not working against the interests of the less-
educated or low-skilled workforce and that there
have been significant improvements in the skills at
the bottom of the workforce.

Public Policy and Economic Growth and
Inequality

The one paper in the fifth and final section looks at
the implication of one particularly important public

policy for economic growth and inequality. Pierre
Fortin from the Université du Québec a Montréal asks
whether monetary policy can make a difference for
economic growth and inequality. He provides a de-
tailed critique of the Bank of Canada's view that the
benefits of very low inflation are “large and perma-
nent” and the related unemployment costs are “small
and temporary.” Fortin finds that the optimal unem-
ployment-minimizing rate of inflation would be neither
less than 2 percent nor greater than 4 percent, but lie
somewhere in between. He concludes that Canada
needs a monetary policy that is opportunistic on the
expansionary side and bringsinflation into thisrange.
Since poverty and unemployment are highly correl ated,
this approach could also reduce poverty.

CoNcLUDING OBSERVATIONS

The papers in the volume provide a variety of per-
spectives and findings on the links between
economic growth and inequality. Indeed, in some
cases the papers reach diametrically opposite con-
clusions as evidenced by the different findings of
the Osberg and Burtless papers on the impact of
growing inequality on average hours worked in the
United States. The study of the impact of inequality
on economic growth is a rapidly growing area of
research. The divergent results reflect the inchoate
nature of our understanding of the relationship.

Neverthel ess, three observations can still be made
from the research to date. First, it is probably im-
prudent to make the case for amore equitable society
on the basis of the efficiency effects of increased
equality. The empirical evidence of the positive im-
pact of greater equality on efficiency is still
inconclusive. In any case, for many a more equita-
ble society is a goal in itself and any positive
efficiency effect is an added bonus. Equally, there
is little conclusive evidence of major negative ef-
fects on efficiency from equality.

Second, if the goal of society is greater equality,
it is unrealistic to expect that market forces will
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automatically generate this result. Government in-
tervention though social programs to protect and
support the economically weak will generally be
needed, although a fully employed economy with
strong demand for unskilled labour will certainly
contribute to greater equality.

Third, the papersin this conference makeit com-
pelling that economic growth and inequality are
simultaneous responses to deeper demographic and
market forces and to the policy environment. A fruit-
ful approach in the future will be to study those
underlying factors case by caseto shed light on their
joint effects on growth and inequality.

We are along way from a complete understand-
ing of the complex linkages between economic
growth and inequality in Canada and in other de-
veloped countries. The editors hope, and indeed
believe, that the papersin this volume will increase
our understanding of these linkages and stimulate
and promote public debate on this important issue.

NoTES

| would like to thank France St-Hilaire and Pierre Fortin
for useful comments on afirst draft of this article.

IA pre-conference was also held in November 2000 in
Montreal. The editors would like to thank the project’s
Research Advisory Committee for assistancein the elabo-
ration of the conference program.

2See the papersin the recent volume edited by Sharpe,
St-Hilaire and Banting (2002) for discussion of the im-
pact of productivity on various aspects of economic and
social well-being as well as the social determinants of
productivity growth.

REFERENCES

Canada. Department of Finance. 2002. Economic and Fiscal
Update, 30 October. Ottawa: Supply and Services Canada.

Okun, A. 1975. Equality and Efficiency: The Big Trade.
Washington, DC: The Brookings Institution.

Organisation for Economic Co-operation and Develop-
ment (OECD). 2002. OECD Economic Outlook,
No. 72, Statistical Annex Tables. Paris: OECD.
Accessed on 8 January 2003 at <www.oecd.org>.

Osherg, L. and A. Sharpe. 2002. “An Index of Economic
Well-being for Selected OECD Countries,” Review of
Income and Wealth 48(3):291-316.

Sharpe, A. 2002. “Raising Canadian Living Standards: A
Framework for Analysis,” International Productivity
Monitor 5(Fall):23-40. At <www.csls.ca>.

Sharpe, A., F. St-Hilaire and K. Banting, eds. 2002. The
Review of Economic Performance and Social Progress:
Towards a Social Understanding of Productivity. Mon-
treal and Ottawa: Institute for Research on Public
Policy and Centre for the Study of Living Standards.

Statistics Canada. 1983. Historical Statistics of Canada,
Series F225, 2d ed. Ottawa: Statistics Canada.

2000. Income in Canada, 1998, Cat. No. 75-202-
XPE, June. Ottawa: Statistics Canada.

2002. Income in Canada, 2000, Cat. No. 75-202-
XIE, November. Ottawa: Statistics Canada.

CaNaDIAN PusLic PoLicy — ANALYSE DE POLITIQUES, VOL. XXIX, SUPPLEMENT/NUMERO SPECIAL 2003



