
1 

Development Policy  

Lecture 12 

 

Does Inequality Matter? 

Fairness and reciprocity 

• “The Ultimatum Game” (Fehr and Schmidt 1999) 

• Proposer given an award, but he or she must offer 

part of it to the responder 

– If the responder the rejects the offer, neither receives 

anything 

– If the responder accepts, the both get a share 

• A “rational” responder would accept any offer, 

since all are Pareto optimal. But they typical 

rejects offers less than 30% 
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Wilkinson and Pickett 2009 

• Social problems appear 

more often in unequal 

societies. 

• The rich as well as the 

poor suffer from these 

problems 

• Among rich countries, 

these problems are not 

associated with per 

capital income.  

Child welfare is better in more 

equal rich countries 

Source: Wilkinson and Pickett 2009 
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Child welfare not related to income 

in rich countries 

Source: Wilkinson and Pickett 2009 

Mental illness more prevalent in less 

equal rich countries 

Source: Wilkinson and Pickett 2009 
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Life expectancy longer is more 

equal rich countries 

Source: Wilkinson and Pickett 2009 

Children drop out of high school 

more often in less equal US states 

Source: Wilkinson and Pickett 2009 
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Homicide rates higher in less equal 

American states  

Source: Wilkinson and Pickett 2009 

The rise of the 1% in the USA 
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Gini coefficients in ten largest 

developing and transition countries 
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Shares of income deciles 9-10 

Source: Palma 2011 

10th/1st income decile income 

shares (2005) 
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Income share 5-9 

Source: Palma 2011 

Income shares 7-9 

Source: Palma 2011 
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Income shares, most unequal to 

most equal countries 

Source: Palma 2011 

Mexico: Wages and salaries as share 

of GDP, 1950-2000 

Source: Palma 2011 
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Mexico: Real wages and 

productivity, 1950-2000 

Source: Palma 2011 


