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INTRODUCTION

We have lived with COVID-19 for almost two years. It has affected economies all around the
world, particularly in the developing world. Yet, developing economies, while experiencing
an economic contraction in 2020 have rebound relatively quickly and the IMF forecasts them
to perform better than developed economies this year (although the next year’s growth rates
are predicted to be somewhat lower).

But what about inequality? Has COVID-19 affected inequality in developing economies
and how? Now two years after the start of the pandemic we have some, albeit incomplete and
scattered, evidence about this impact. While discussing this issue, we should have in mind that
inequality has different dimensions; in addition to income inequality (which is the most often
used measure of inequality), there is also wealth inequality as well as inequality in access to
services. This paper focuses on within-country income inequality while hypothesizing about
the impact of income inequality on access to basic social services (such as healthcare and
education), and its impact on income inequality in the medium and long run.

The economic effects of earlier pandemics and their lingering impacts are well researched
(for recent contributions, see Atkeson 2020; Barro et al 2020). This literature provides evi-
dence of large and persistent effect on economic activity. Ma et al (2020) have found that dur-
ing the previous pandemic episodes real GDP is 2.6% lower on average across 210 countries
in the year the outbreak is officially declared and remains 3% below pre-shock level five years
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later. Furceri et al (2020) estimated impulse response functions in past pandemic episodes
using a sample of 175 countries over the period 1961-2017 and have found that pandemics
lead to a persistent increase in inequality, with the impact being stronger in the case of the net
Gini. Fuceri and colleagues (2020: 151) found that “five years after the pandemic, both the
market and net Gini are above the preshock trends by about 0.75% and 1.25%, respectively”
(Figure 1).

Figure 1: Impact of pandemics on market Gini and net Gini coefficients (%) | Source: Furceri
et al (2020)

On the other hand, we know that inequality in many developing countries, particularly in
the least developed ones has been growing despite their output growth. In over 50% of the
least developed countries, for which the data are available, the Gini coefficient has increased
or remained unchanged despite a significant growth in GDP, sometimes 3-6-fold. This corre-
lation is statistically significant and has a high explanatory power. Of course, the relationship
between GDP and increasing inequality, particularly in the early stages of growth, assum-
ing its initial rise and then fall, was hypothesized a long time ago (the so-called “Kuznets
curve” named after Kuznets 1955). At the same time, this hypothesis came under attack al-
most from the very beginning, the more recent examples of its forceful criticism coming in
Piketty (2013), Atkinson (2015) and Milanović (2016).

As the data show, about 45% of the LDCs from the sample did reduce inequality while
increasing their GDP. Milanovic (2016) puts forward a theory of Kuznets waves that alternate
between higher and lower levels of inequality depending on the interplay of malign and benign
forces depending on the stage of development. However, considering that the countries in the
sample have very similar structural characteristics and development paths, this is likely to be
a clear reflection of the fact that “income inequality is, almost by definition, an outcome of
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Figure 2: Change in GDP and Gini coefficient in LDCs, 1999-2019 | Source: Author’s creation
based on the World Development Indicators, https://data.worldbank.org/

social and political struggles, sometimes violent ones” (Milanovic 2016: 86).
The paper largely ignores the dimension of between-country inequality (Milanović 2011),

recently reviewed in the context of COVID-19 by Deaton (2021), although some comparisons
are almost inevitable as the first part of the paper discusses the structural characteristics of
developing economies and their potential inequality impact in comparison with developed
economies. Geographically, the focus is on the least developed and some developing coun-
tries, taking a closure look at Uganda, Bangladesh, Senegal, South Africa and the Philippines.
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WHAT DO THEORY SAY AND PRACTICES SUGGEST?

It is a defining feature of the COVID-19 induced economic shock that it is initiated by a supply
shock resulting from pandemic restriction measures, national and local lockdowns, layoffs and
firm exit (Guerrieri et al. 2020). As the initial supply shock depresses aggregate demand, it
causes losses in income. Theory suggests a positive correlation between decreased production
and lower level of factors utilization. This follows from the basic aggregate production func-
tion of the type originally developed by Bob Solow (1956): Y(t) = F[K(t), L(t), A(t)], where
Y(t) is the total amount of production of the final good at time t, K(t) is the capital stock, L
(t) is total employment, and A (t) is some measure of technology at time t. As the total out-
put decreases and holding for the other factors constant, it follows that the total employment
decreases as well, with a drop in incomes of the affected workers.

The critical question is whether the drop in incomes is equally distributed across all in-
come groups. If yes, then there is no impact on inequality as everyone suffers to the same
degree. If not, then there are consequences for the income distribution pattern. There are
three channels through which an increase in unemployment (and therefore income) can also
increase inequality. Firstly, as the supply and demand reduce and firms resort to layouts or
other measures of decreasing labor costs, managers pursue a strategy based on rational expec-
tations about the future output (Muth, 1961), including minimizing of the transaction costs for
re-hiring of personnel. However, the transaction costs of hiring highly skilled personnel are
known to be higher than for low skilled personnel. Hence, the managers will use a “pecking
order” starting with the layoffs of low skilled personnel and retaining highly skilled workers
for as long as the firm’s economics permits. This leads to a drop in incomes in the groups at the
bottom of the distribution but not for those at the top, increasing inequality. There is evidence
that during recessions in times of poor employment, the chances of securing a low-skilled job
deteriorate to a greater extent for unskilled people than for the skilled (Pollman-Schult 2005).

The second channel is the difference in the income structure between different income
groups. As persons move towards the higher end of distribution, the share of wages in their
total income decreases as their income sources diversify to include rents, securities and other
financial instruments (Milanovic 2016, Piketty 2013). Persons at the bottom of the distribution
rely predominantly (if not entirely) on wages. So, even if the wage shock affects all group to
the same extent, the income outcomes are different for the poor and for the rich as the income
of the poor lose a higher share of the income proportionally.

When labor supply falls below the level of aggregate demand (as is the case during COVID-
19 when many governments step in in a Keynesian manner to support demand), efforts to
automate production and replace deficient labor intensify. As automation proceeds, the share
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of capital increases and so does the income share of capital in comparison with the labor
share of capital in value added (Acemoglu 2011), a phenomenon known to Marxists as the
change in the organic composition of capital. In principle, another type of new technology
may counterbalance the impact of automation and create new labor-intensive tasks (Acemoglu
and Restrepo 2019). The question is whether it will happen in reality and the new jobs will
be able to counteract the displacement effects of automation and reinstate labor into the pro-
duction process., particularly in developing countries.

The last question is the strength and duration of the inequality impact and the speed of
recovery. Are the negative economic impact and its inequality consequences limited to the
short run or their effect will be felt in the long run as well? That COVID-19 has produced short
run inequality effects is not in doubt as will be discussed further but will these effects linger?
We’re entering the realm of unknown here because the ultimate pathway of the pandemic is
unclear. However, as discussed in the introduction, past pandemic episodes demonstrate a
persistent increase in inequality and lingering economic effects for as long as five years after
the outbreak.

There are reasons to expect that developing economies may experience a higher increase in
inequality uncder COVID-19 due to some structural features, which make them susceptible to
higher inequality under economic stress. The dominant theories of modern economic growth
place emphasis on the need for structural transformation from low value adding and low-
skills activities to high value high-skills activities for sustainable economic growth (Acemoglu
2009; Rodrik, 2016; Vries, 2013). What hinders this transition and keeps developing countries
in the poverty trap is lower levels of productivity, lower levels of human capital, higher levels of
inequality and absolute poverty, underdeveloped markets, and premature deindustrialization,
to name a few (Langdon et al. 2018; Rodrik 2016; Todaro and Smith 2015). Below is a
brief overview designed to unpack those structural features in the form of stylized facts with
an analysis of how their potential impact on inequality may have been exacerbated by the
pandemic.

Prevalence of the informal sector in economic structure

A high share of the informal sector in developing economies (80% and above, according to
ILO (2018) estimates) suggests that income equality should be negatively affected due to lack
of social protection by employees in the informal sector. Employees in the formal sector
(government, large businesses, which account for 10% or even less of the total labor force in
developing countries) have remained protected throughout the pandemic via a combination
of continued salary payments as well as the access to social protection measures by both the
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government and their employers. At the same time, informal workers experienced loss of
income due to contracted economic activities without the benefit of social protection. No
developing country could afford universal cash transfers to all their citizens as was the case in
most of the developed countries. Furthermore, many developing countries concentrated their
support in urban areas (often for political reasons rather than economic considerations). These
areas are characterized with higher than national inequality internally but higher average and
median incomes (Pozhidaev 2020). Support to urban dwellers may thus have a double-sided
effect: reduce inequality in urban areas but drive the inequality gap with rural areas even
further.

Low share of high productivity sectors

A low share of the high productivity (modern) sectors of economy, accompanied by a fal-
tering structural transformation and even de-industrialization (Rodrik et al 2016; Andreoni
et al 2021). According to different estimates, high value adding sectors of economy make
about 20% of GDP in developing countries, with agriculture, low skills services, hospitality
and retail trade accounting for most of GDP. High productivity sectors have been generally
affected little by the pandemic (although this may differ for different countries). For example,
in many developing countries banking and telecom not only recorded profit in 2020-2021 but
also posted better results than in 2019 (IFC 2021). Putting aside the issue of financialization
of developing economies, it is known that the low productivity sectors that are the backbone
of developing economies have been hit particularly hard because they involve a lot of personal
interaction between the parties, which has been made difficult or even impossible due to con-
tinued lockdown measures. Relatedly, the two sectors (modern and traditional) have different
customer markets whose purchasing power has been affected very differently. Customers of
the modern sector are those with higher income and better social protection, mostly shielded
from the effects of COVID-19. At the same time, the traditional sector caters mostly to infor-
mal and other low-income groups whose purchasing power has been hit hard by COVID-19
as discussed above.

Growing productivity gap between the modern and traditional sectors

Developing economies, particularly in sub-Saharan Africa, have been demonstrating a widen-
ing gap in productivity between the modern and traditional sectors for some time. Productivity
in telecommunication, banking, manufacturing has been growing against the backdrop of a
slower growth (or even decline) in agricultural productivity (like is the case in Kenya where,
according to the World Bank (2021a and 2021b), the value added per worker in industry
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grew 20% between 2005 and 2015 whereas the value added in agriculture hasn’t changed or
in Uganda during the same period the value added per worker in agriculture shrank by 20%).
Agriculture remains the mainstay of many developing economies as the source of employment
for about three quarters of population or more. This secular trend by itself increases inequality
regardless of other factors but, considering what has been discussed above about the impact of
COVID-19 on the performance of the modern and traditional sectors of economy, this trend
is likely to intensify.

Sector differences in access to technology and digital solutions

Yet another long-standing difference between modern and traditional sectors, leading to grow-
ing inequalities (essentially, between formal and informal employment) is the degree of busi-
ness digitization (and automation in general). One thing COVID-19 has demonstrated is the
power of digital solutions. But it has also demonstrated two facts: modern sectors are struc-
tured and organized better for integration of digital solutions hence the uptake of digital so-
lutions is higher in the formal businesses, and their customers are more likely to use digi-
tal solutions. Essentially, in question is the digital divide in developing economies, which
is much wider than in developed economies. In sub-Saharan Africa, only 7% of the con-
tinent’s inhabitants are online and despite a high mobile phone usage at 72%, only 18% of
these phones are smartphones (Pew Research Center 2018). For comparison, 88.5% of pop-
ulation in the United States have access to the Internet. Joseph Stiglitz (2020) argues that
“COVID-19 has intensified the already existing trend of automation and transition to more
capital-intensive businesses as machines appear more attractive to employers, particularly in
the contracting sectors that use relatively more unskilled labor”. As already discussed, this
will increase the return to capital. Theory suggests that “because low-income people must
spend a larger share of their income on basic goods than those at the top, any automation-
driven increase in inequality will be contractionary” (Stiglitz 2020). Joseph Stiglitz (2020)
argues that COVID-19 has intensified the already existing trend of automation and transition
to more capital-intensive businesses as machines appear more attractive to employers, partic-
ularly in the contracting sectors that use relatively more unskilled labor. The return to capital
will thus increase. And, because low-income people must spend a larger share of their in-
come on basic goods than those at the top, any automation-driven increase in inequality will
be contractionary. Although this is a general trend, the digital divide in developing countries
is particularly wide and is closing slowly than in developed countries, implying more dramatic
outcomes in terms of rising inequality.
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Weak and vulnerable business sector

Prevalence of unsophisticated micro and small enterprises in the structure of the private sec-
tor, operating on the margin of profitability and their low reserves. Compared to developed
economies, micro and small enterprises in developing economies are mostly involved in low
value adding activities. Even small market fluctuations in price and demand make them vul-
nerable to closure or bankruptcy. Their unsophisticated nature has also a positive angle al-
lowing them to quickly restart their activities after the initial shock. Indeed, we have observed
micro and small businesses in developing countries springing back to business right after the
lockdown restriction were removed. The downside of this unsophistication and shallow re-
serves is that any prolonged economic stress may force such enterprises to dispose of whatever
few assets they may have simply to survive.

High share of privately provided healthcare and education services

Despite the promise of free universal education, many developing countries enthusiastically
embraced the prescripts of the Washington consensus about private education and healthcare.
In sub-Saharan Africa, domestic general government health expenditure account for 36% of
current health expenditure. The entire health sector in Guinea Conakry is privatized. Accord-
ing to the Kenya National Bureau of Statistics, the number of private primary schools grew by
773% between 2003 and 2017, compared to a growth of only 33% for public primary schools
(Zuilkowski et al 2018). Whereas the closure of the school sector affected equally public and
private schools, the outcomes have been different. Private schools have adapted and contin-
ued delivery of education services via digital solutions and individual home classes, which
they and their clients (protected by the support measures discussed above) could afford. Pub-
lic schools could not follow the suit, nor could their clients because of, among other things,
the digital divide already explained. Moreover, public school students (generally coming from
low income families) were under a higher pressure to engage in economic activities to support
their households, resulting in higher dropout rates. Those rates are particularly high among
female students who are pushed to start a family life earlier, get pregnant and raise children,
reducing the chances of their return to school to minimum.

Whereas economic activities of public school students have been beneficial in the short
run to help low income families to cope with the economic shock, they are likely to affect
inequality in the long-run by stymieing life chances and intergenerational mobility, which is
already quite low in developing countries. According to the World Bank’s Global Database
on Intergenerational Mobility, sub-Saharan Africa and South Asia stand out as regions with
some of the lowest levels of mobility (regression coefficient 0.53-0.84 compared to 0.11-0.32
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in developed countries) (Narayan et al 2018). The link between the years of education and
life-time earnings is well established (Tamborini et al 2015). Since the learning outcomes
are likely to remain the same for students from higher income groups but worsen for students
from lower income groups, inequality is likely to raise between the two groups in the longer
run.

Similarly, as the disposable income of the groups at the bottom of the income distribution
decreases, the share of food expenditure increases, leaving little, if anything, for health ex-
penditures. This forced neglect of health issues is likely to result in a less healthy lowly-paid
workforce and further widen the inequality gap between haves and have nots in the longer run.

WHAT DO THE ACTUAL DATA SAY?

So, the theoretical arguments for increased inequality in developing countries under the influ-
ence of COVID-19 are quire clear and convincing. But what do the actual data say after two
years of the pandemic?

Well, the data are scanty, particularly for developing economies where national statistics
often lag two or three years behind the developed economies (where the latest inequality data
is for 2019 reflecting the 2018 income). We’ll have to wait for at least another two years to be
able to confidently estimate the actual impact of COVID-19 on inequality.

Some global and regional data

We do know that COVID-19 has affected the bottom quintile of the global income/wealth dis-
tribution disproportionately in line with the theoretical predictions (Yonazan et al. 2021). This
quintile extends as far as the median decile in developing countries considering the income
differences. According to the World Bank (2021d), the decline in incomes has translated into
around 100 million more people living in extreme poverty.

Similarly, the 2022 World Inequality Report (Chancel et al. 2021) analyzes real-time
income and savings data in certain high-income countries. The pandemic initially affected
low-income and wealthy groups disproportionately but that government responses were able
to counter this effect. The Report states that “employment rates in the US fell by 37% around
the trough of the COVID recession (April 15, 2020) for workers paid wage rates in the bottom
quartile of the pre-COVID wage distribution, while employment fell by 14% for those in the
top wage quartile”. Th report notes that “the implementation of exceptional crisis responses
in the US (including direct special payments to households, unemployment benefits, and food
stamps) is found to have had a substantial impact on poverty in the US (according to the Urban
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Figure 3: Income loss due to COVID-19 by global income quintile | Source: Yonzan et al.
(2021)

Institute, poverty dropped by 45% in 2020-2021 measured against 2018 levels)” (Chancel et
al. 2021: 46).

According the Report, “a strong increase in income inequality would have occurred in Eu-
rope without government support (partial unemployment guarantee, exceptional relief, etc.),
which moderated this impact and sometimes reduced income inequality” (Chancel et al. 2021:
47). For example, panel data from the COME-HERE survey to track income inequality during
COVID-19 in France, Germany, Italy, Spain and Sweden, indicate as of March 2021 “a drop
in both relative and absolute inequality in equivalent disposable income among individuals”
(Clark et al. 2021). It has also been observed (Darvas 2021) that in the European Union and
in some selected advanced and emerging countries (for which the data are available), workers
with low educational levels suffered far worse than others in terms of COVID-19 related job
losses in 2020. As Dravas (2021: 15) notes, “low-educated people tend to have lower incomes
and wealth, and are less able to telework than people with tertiary degrees”; in addition, ”a
larger share of income comes from wages for lower educated people than for tertiary-educated
people, and thus loss of a job is a bigger income shock for the lower-educated”.

We do have evidence that COVID-19 has disproportionately affected women everywhere
in the world but especially in developing countries (ILO 2021) as shown in Figure 4.
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Figure 5: Unemployment under COVID-19 by gender by country income group | Source: ILO
(2021)

Some country-level data

In emerging countries, where social security systems are less developed, the effect of the
pandemic on low-income groups has been more severe. The World Bank estimates that the
pandemic will eventually push between 143 million and 163 million people globally into ex-
treme poverty between 2019 and 2021, thus reversing the downward trend in global poverty
for the first time in a generation, potentially leading to higher inequalities (Lakner et al 2021).

Uganda ended the year 2020 with 25% of the citizens, that is a quarter of the population,
back to living below the poverty line, an increase from 21% at the beginning of the year
(Independent 2021). The four percent new returnees to poverty amounted to about 1.8 million
people. The latest data from the Uganda Bureau of Statistics (as of August 2021) indicate an
even bigger change in poverty of 7% during COVID-19. It’s worth noting that the Uganda
national poverty line is set between US$0.88 and US$1.04, much lower that the World Bank
international poverty line. The increase in poverty has been particularly pronounced in rural
areas where incomes are lower than in urban areas, implying an increase in national income
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inequality.

Table 1: Proportions and number of poor persons before and after COVID-19 by residence |
Source: Author’s calculations based on UBOS (2021a)

Although Lastunen at al (2021) argue that the Gini coefficient has been virtually unaf-
fected by the increase in poverty, their poverty estimates are much lower (just 0.9%) than
those provided by the Uganda Bureau of Statistics. Had they used the UBOS estimate of
3.2%, their model would have produced more tangible (negative) results for the change in the
Gini coefficient.

What does it mean in practical terms for a small open economy like Uganda? A simulation
study performed by IMF (2021) in collaboration with the Ministry of Finance found a small
impact on inequality, with the Gini coefficient rising only fractionally albeit the impact would
be high in Kampala and urban areas, which agrees with the estimates by Lastunen at al. cited
above.

My own microsimulation based on the latest UBOS statistics on poverty and income distri-
bution (UBOS 2021b) uses the assumption of a 50% drop in income for the bottom deciles of
the income distribution, holding income constant for the top deciles. It makes no assumptions
of the speed of the recovery and impulse response function. This very conservative approach
returns estimates varying from 0.6% to 1.3% increase in the Gini coefficient as shown in the
table below. As the number of the affected deciles increases, so does the Gini coefficient.

In Bangladesh, the study conducted by the Power and Participation Research Center
(PPRC) and BRAC Institute of Governance and Development (BIGD) during the second lock-
down in August 2021 found that income dropped by 18% in slums and by 15% in villages from
the levels in March this year, a period when the economy had largely recovered from the first
lockdown at the start of the pandemic. Overall, 19.54% of Bangladesh’s population has been
pushed into poverty as a combined result of the two national lockdowns. Again, as is the
case with Uganda, the low income groups have been affected disproportionately, implying an
increase in income inequality.
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Table 2: Income distribution effects of COVID-19 | Source: Author’s calculations based on
UBOS (2021a)

A study published by the African Economic Research Consortium published in November
2020 (Seck 2020) estimated the welfare consequences of COVID-19 in Senegal as indeed
very large. An increased share of households losing more and more income would lead to
an estimated income loss of up US$ 263.3 million per month or 12.6% of monthly GDP,
poverty rate reaching 72.3%, and a worsening in inequality. Nationally, the Gini coefficient
was estimated to go from 0.378 (base scenario) to 0.571 (worst case scenario).

Even more developed economies have not been spared the poverty impact of COVID-19.
According to the South Africa’s Quarterly Labour Force Survey (QLFS) for the 3rd quarter of
2021 (Statistical South Africa 2021), the number of employed persons in the country declined
by 660,000 to 14,3 million compared to the 2nd quarter of 2021. While South Africa remains
5he world most unequal society, the 2020 Socio-Economic Impact Assessment of COVID-19
in South Africa estimated a further increase in inequality as measured by the Gini coefficient
by 0.16 in the optimistic scenario and 0.23 in the pessimistic scenario.

According to a survey of vulnerable communities in the Philippines (Fallesen 2021), job
losses in August 2020, were particularly severe in the construction sector (56%) and public
transportation (52%) while cumulative job losses were seen among informal workers such as
laundry women, hairdressers, and workers in small canteens; and in informal retail like “sari-
sari” stores, street vendors, and markets. The farming sector also saw significant job losses
reportedly in 70% of communities in formal agriculture and 61% in small-scale farming.
The situation had somewhat improved by the second round of the survey in April 2021. The
sector that saw the biggest improvements was retail, where reported incidence of job losses
decreased by 13%. However, construction workers and public transport drivers continued to
be most affected by job cuts (56% and 52% respectively).
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CONCLUSION

It is difficult to make more general conclusions about the impact of COVID-19 on inequality in
developed countries based on scattered data and estimates but the negative trend appears to be
visible, particularly in light of the fact that the developing world is already characterized by a
high level of income inequality as summarized in the 2022 World Inequality Report (Chancel
et al 2021).

Figure 6: World income distribution by region | Source: World Inequality Database, https://
wid.world

An increase in in-country income inequality in developing economies appears almost cer-
tain when theory and the available data are considered together. This also agrees with the
World Bank (2021c) forecast that within-country income inequality is likely to worsen be-
cause of COVID-19, partly because the pandemic disproportionately impacts the incomes of
vulnerable groups, including women, migrant workers and those employed in lower-skilled
occupations or informal sectors. What we don’t know is the magnitude and persistence of the
change.

As discussed above, many developing countries did demonstrate a remarkable resilience
rebounding back to the pre-COVID-19 income levels in a matter of weeks and months after
the lifting of lockdowns. The World Bank analysis (Gopalakrishnan et al. 2021) shows that
developing (low-income) countries have indeed been affected by COVID-19 to a lesser de-
gree than more developed economies. Their drop in output (measured by the GDP growth)
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was smallest in comparison to the other groups of countries. However, their recovery is also
expected to take longer.

The pandemic is not over, and more lockdowns may happen in the future. The combined
effect of repeated lockdowns will erode the recovery capacity of developing economies in
general and the low income groups in particular. As it stands now (without the possible effect
of the Omicron variant), low-income economies are forecast to expand by only 2.9 percent in
2021, the slowest growth in the past 20 years, other than 2020, partly due to the slow pace
of vaccination. Moreover, the optimistic forecasts about the growth prospects of developing
economies are being increasingly questioned on the account of rising indebtedness, continued
disruptions of global value chains and premature deindustrialization caused by accelerated
automation in developed countries (Eichengreen 2022).

Figure 7: Global economy recovery forecast | Source: Global Economic Prospects, June 2021

As discussed in the introduction, many developing countries are on the downward trend
in terms of inequality. Given the political nature of this phenomenon, it is unlikely to be
reversed in the short run even if GDP in those countries has declined. Also, the long-term
consequences of COVID-19 in terms of worse education and health outcomes for low income
groups and their impact on future earnings and inequality should not be ignored. The studies of
the previous episodes of economic shocks (Hoynes et al 2012) indicate that their impacts have
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been felt most strongly by low-income and disadvantaged groups, with impacts remarkably
stable over three decades.
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