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T. ROWE PRICE INSIGHTS
ON ENVIRONMENTAL, SOCIAL, AND GOVERNANCE

KEY INSIGHTS
■■ Income inequality is one of the defining socioeconomic issues of our time, with 

far‑reaching and disruptive impacts globally.

■■ Widening income disparity has major implications for investors: hurting growth, 
denying investment opportunity, and fostering populism and social divisions.

■■ Pressure on governments to provide wider access to affordable goods and 
services will ultimately drive policy change and create investment opportunities.

The Social and Economic 
Impact of Rising 
Income Inequality
Income inequality is changing global demand for goods 
and services

Income inequality is one of the 
defining socioeconomic issues 
of our time. Although levels of 

inequality vary considerably across 
the globe, the Gini coefficient, which 
measures income distribution and 
inequality, suggests that the average 
person has lived in a country where 
income disparities are widening. If 
this continues, it will likely lead to 
increased indebtedness, steeper yield 
curves, inflation, higher corporate 
taxes, and tighter trade restrictions. It 
will also create sectoral opportunities 
as consumption patterns change and 
the demand for cheaper goods and 
services grows.

There are several drivers of widening 
income inequality. One is that the 
redistributive effect of taxes and 
transfers has decreased as rules for 
claiming benefits have been tightened 
and tax rates on the richest 1% have 
fallen. Another is that many industries 
are becoming more concentrated, 

consolidating economic power within a 
smaller number of firms.

Changes in labor markets, including 
the automation of low‑skilled jobs and 
the rise of part‑time and short‑term 
work, have also helped to drive income 
inequality. In advanced economies, 
this has been further entrenched by 
the outsourcing of manufacturing to 
countries where wages are lower.

Wage Disparities Fuel Populism

Income inequality has significant 
implications for investors. It hurts growth: 
The International Monetary Fund finds 
that making the rich richer by one 
percentage point lowers a country’s 
gross domestic product (GDP) growth 
over the next five years by 0.08 of a 
percentage point, whereas making the 
poor and middle class richer by one 
percentage point can raise GDP growth 
by 0.38 of a percentage point. Income 
inequality also creates inequality of 
opportunity by denying people with 
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lower incomes the opportunity to invest 
in their health and education. 

Disparities in income give rise to 
struggles over government resources. 
This creates political volatility, which, 
in turn, can fuel the rise of populist 
causes and deepen social divisions. 
Support for closed economies has 
grown among blue‑collar workers in 
developed countries who feel—with 
some justification—that they have not 
benefited from globalization, while 
the independence of central banks is 
under threat as the investment‑friendly 
environment they have sought to create 
has not benefited everyone.

Political volatility typically leads to 
higher public spending as both right‑ 
and left‑wing populists demand greater 
social mobility and equality. This 
typically results in greater indebtedness, 
steeper yield curves, and more 
accommodative monetary policies, 
raising inflation expectations. Inequality 

has led to hostility to trade, with the 
result that multinational corporations 
are likely to face increased regulation 
and more stringent taxation.

Changing Consumption Will Create 
Sectoral Opportunities

Increasing income inequality is likely 
to negatively impact luxury goods 
manufacturers, but it will create 
opportunities in other areas. If the 
potential for social mobility and 
employment opportunities becomes 
more limited, for example, we believe 
the demand for affordable leisure 
will increase, leading to innovations 
in the tourism and leisure industries. 
At the same time, the high cost of 
accommodation in growing urban 
areas will provide opportunities for 
companies that provide solutions.

As learning will be the most likely path 
to higher earnings for most low‑income 
people, we believe there will be a huge 

Changes in labor 
markets, including 
the automation of 
low‑skilled jobs and 
the rise of part‑time 
and short‑term 
work, have also 
helped to drive 
income inequality.

The Gini Coefficient
Measuring national income inequality

Greater Income Equality Greater Income Inequality
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 As of December 31, 2019.
Source: Organisation for Economic Co‑operation and Development (OECD), income inequality data.
The Gini coefficient is a measure of income inequality that condenses overall income distribution for a country into a single number between 0 and 1: The higher 
the number, the greater the degree of income inequality. Data used are from 2019 or the latest available. South Africa has the highest net Gini score, and the U.S. 
has the highest for an advanced economy.
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market for companies providing 
high‑quality but affordable education, 
such as the Curro independent school 
network in South Africa. Similarly, 
innovative health care providers will 
likely find major opportunities arising. 

In emerging market countries, 
increasing numbers of people 
are seeking access to financial 
services, creating opportunities for 
companies that use technology to help 
low‑income customers better manage 
their finances. Tinkoff Bank in Russia 
and the Kenyan mobile‑based money 
transfer company M‑Pesa are early 
examples of this.

How Income Inequality Influences 
Our Investment Decisions

At T. Rowe Price, our in‑house 
environmental, social, and governance 
(ESG) specialists support our sovereign 
investment teams through all stages 
of the investment process. To achieve 
this, we have developed a Responsible 
Investing Indicator Model, through which 
we identify, analyze, and integrate the 
ESG factors most likely to have a material 
impact on the long‑term performance 
of a sovereign bond. Income inequality 
is a key consideration in the “social” 
component of ESG and, therefore, has a 
strong influence on our sovereign debt 
investment decisions.

WHAT WE’RE WATCHING NE X T 
Policy changes will occur as governments continue to respond to 
demands for wider access to affordable goods and services. As 
corporations respond to these changes, sector‑based opportunities will 
continue to arise. We will continue to monitor income inequality around 
the world and incorporate it into our analysis in striving to maximize 
investment performance for our clients.

The specific securities identified and described are for informational purposes only and do not represent recommendations.



T. Rowe Price focuses on delivering investment management 
excellence that investors can rely on—now and over the long term. 
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Important Information
This material is being furnished for general informational and/or marketing purposes only. The material does not constitute or undertake to give advice of any nature, 
including fiduciary investment advice, nor is it intended to serve as the primary basis for an investment decision. Prospective investors are recommended to seek independent 
legal, financial and tax advice before making any investment decision. T. Rowe Price group of companies including T. Rowe Price Associates, Inc. and/or its affiliates receive 
revenue from T. Rowe Price investment products and services. Past performance is not a reliable indicator of future performance. The value of an investment and any income 
from it can go down as well as up. Investors may get back less than the amount invested.

The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any securities in any jurisdiction or to 
conduct any particular investment activity. The material has not been reviewed by any regulatory authority in any jurisdiction.

Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee the sources’ accuracy 
or completeness. There is no guarantee that any forecasts made will come to pass. The views contained herein are as of the date written and are subject to change without 
notice; these views may differ from those of other T. Rowe Price group companies and/or associates. Under no circumstances should the material, in whole or in part, be 
copied or redistributed without consent from T. Rowe Price.

The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries the material is provided upon 
specific request. It is not intended for distribution to retail investors in any jurisdiction.

Australia—Issued in Australia by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer Place, Suite 50B, 
Sydney, NSW 2000, Australia. For Wholesale Clients only.

Brunei—This material can only be delivered to certain specific institutional investors for informational purpose upon request only. The strategy and/or any products associated 
with the strategy has not been authorised for distribution in Brunei. No distribution of this material to any member of the public in Brunei is permitted.

Canada—Issued in Canada by T. Rowe Price (Canada), Inc. T. Rowe Price (Canada), Inc.’s investment management services are only available to Accredited Investors as 
defined under National Instrument 45‑106. T. Rowe Price (Canada), Inc. enters into written delegation agreements with affiliates to provide investment management services.

China—This material is provided to specific qualified domestic institutional investor or sovereign wealth fund on a one‑on‑one basis. No invitation to offer, or offer for, or sale of, the 
shares will be made in the People’s Republic of China (“PRC”) (which, for such purpose, does not include the Hong Kong or Macau Special Administrative Regions or Taiwan) or 
by any means that would be deemed public under the laws of the PRC. The information relating to the strategy contained in this material has not been submitted to or approved 
by the China Securities Regulatory Commission or any other relevant governmental authority in the PRC. The strategy and/or any product associated with the strategy may only 
be offered or sold to investors in the PRC that are expressly authorized under the laws and regulations of the PRC to buy and sell securities denominated in a currency other 
than the Renminbi (or RMB), which is the official currency of the PRC. Potential investors who are resident in the PRC are responsible for obtaining the required approvals from 
all relevant government authorities in the PRC, including, but not limited to, the State Administration of Foreign Exchange, before purchasing the shares. This document further 
does not constitute any securities or investment advice to citizens of the PRC, or nationals with permanent residence in the PRC, or to any corporation, partnership, or other entity 
incorporated or established in the PRC.

DIFC—Issued in the Dubai International Financial Centre by T. Rowe Price International Ltd. This material is communicated on behalf of T. Rowe Price International Ltd. by its 
representative office which is regulated by the Dubai Financial Services Authority. For Professional Clients only.

EEA ex‑UK—Unless indicated otherwise this material is issued and approved by T. Rowe Price (Luxembourg) Management S.à r.l. 35 Boulevard du Prince Henri L‑1724 
Luxembourg which is authorised and regulated by the Luxembourg Commission de Surveillance du Secteur Financier. For Professional Clients only.

Hong Kong—Issued in Hong Kong by T. Rowe Price Hong Kong Limited, 6/F, Chater House, 8 Connaught Road Central, Hong Kong. T. Rowe Price Hong Kong Limited is 
licensed and regulated by the Securities & Futures Commission. For Professional Investors only.

Indonesia—This material is intended to be used only by the designated recipient to whom T. Rowe Price delivered; it is for institutional use only. Under no circumstances 
should the material, in whole or in part, be copied, redistributed or shared, in any medium, without prior written consent from T. Rowe Price. No distribution of this material to 
members of the public in any jurisdiction is permitted.

Korea—This material is intended only to Qualified Professional Investors upon specific and unsolicited request and may not be reproduced in whole or in part nor can they be 
transmitted to any other person in the Republic of Korea.

Malaysia—This material can only be delivered to specific institutional investor upon specific and unsolicited request. The strategy and/or any products associated with the 
strategy has not been authorised for distribution in Malaysia. This material is solely for institutional use and for informational purposes only. This material does not provide 
investment advice or an offering to make, or an inducement or attempted inducement of any person to enter into or to offer to enter into, an agreement for or with a view 
to acquiring, disposing of, subscribing for or underwriting securities. Nothing in this material shall be considered a making available of, solicitation to buy, an offering for 
subscription or purchase or an invitation to subscribe for or purchase any securities, or any other product or service, to any person in any jurisdiction where such offer, 
solicitation, purchase or sale would be unlawful under the laws of Malaysia.

New Zealand—Issued in New Zealand by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer Place, 
Suite 50B, Sydney, NSW 2000, Australia. No Interests are offered to the public. Accordingly, the Interests may not, directly or indirectly, be offered, sold or delivered in New 
Zealand, nor may any offering document or advertisement in relation to any offer of the Interests be distributed in New Zealand, other than in circumstances where there is no 
contravention of the Financial Markets Conduct Act 2013.

Philippines—THE STRATEGY AND/ OR ANY SECURITIES ASSOCIATED WITH THE STRATEGY BEING OFFERED OR SOLD HEREIN HAVE NOT BEEN REGISTERED 
WITH THE SECURITIES AND EXCHANGE COMMISSION UNDER THE SECURITIES REGULATION CODE. ANY FUTURE OFFER OR SALE OF THE STRATEGY AND/ OR 
ANY SECURITIES IS SUBJECT TO REGISTRATION REQUIREMENTS UNDER THE CODE, UNLESS SUCH OFFER OR SALE QUALIFIES AS AN EXEMPT TRANSACTION.

Singapore—Issued in Singapore by T. Rowe Price Singapore Private Ltd., No. 501 Orchard Rd, #10‑02 Wheelock Place, Singapore 238880. T. Rowe Price Singapore Private 
Ltd. is licensed and regulated by the Monetary Authority of Singapore. For Institutional and Accredited Investors only.

South Africa—T. Rowe Price International Ltd (“TRPIL”) is an authorised financial services provider under the Financial Advisory and Intermediary Services Act, 2002 (FSP 
Licence Number 31935), authorised to provide “intermediary services” to South African investors.

Switzerland—Issued in Switzerland by T. Rowe Price (Switzerland) GmbH, Talstrasse 65, 6th Floor, 8001 Zurich, Switzerland. For Qualified Investors only.

Taiwan—This does not provide investment advice or recommendations. Nothing in this material shall be considered a solicitation to buy, or an offer to sell, a security, or any 
other product or service, to any person in the Republic of China.

Thailand—This material has not been and will not be filed with or approved by the Securities Exchange Commission of Thailand or any other regulatory authority in Thailand. 
The material is provided solely to “institutional investors” as defined under relevant Thai laws and regulations. No distribution of this material to any member of the public in 
Thailand is permitted. Nothing in this material shall be considered a provision of service, or a solicitation to buy, or an offer to sell, a security, or any other product or service, to 
any person where such provision, offer, solicitation, purchase or sale would be unlawful under relevant Thai laws and regulations.

UK—This material is issued and approved by T. Rowe Price International Ltd, 60 Queen Victoria Street, London, EC4N 4TZ which is authorised and regulated by the UK 
Financial Conduct Authority. For Professional Clients only.

USA—Issued in the USA by T. Rowe Price Associates, Inc., 100 East Pratt Street, Baltimore, MD, 21202, which is regulated by the U.S. Securities and Exchange Commission. 
For Institutional Investors only.

© 2020 T. Rowe Price. All rights reserved. T. Rowe Price, INVEST WITH CONFIDENCE, and the bighorn sheep design are, collectively and/or apart, trademarks or registered 
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