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Abstract

Causes of Rising Income Inequality and Policy
Directions for Distribution Structure Improvement

The aim of this research is to analyze the cause of increasing
income inequality in Korea. And we also tried to find major
features in household debt and deficit.

By sub-group decomposition of household income inequality,
we could find that the contribution of between-group inequality
has been increased. It was also found that the composition effect
has relatively large share in dynamic sub-group decomposition
according to ages and economic activities of househeaders. And
in Gini decomposition according to income sources, it was found
that relative contribution of spouse’s and other members’ labor
income to household income inequality have been increased.
According to factor decomposition of labor income, the price ef-
fect of employment status has been more powerful than age effect
in explaining increasing inequality of header’s income. In case of
spouse’s labor income, gender, age, and education have negtive
effect in deepening inequality.

Real asset has the largest portion in household asset composi-
tion while financial debt has the largest in debt composition. And

the interest burden of lower income class was rather high than



that of high income class. This means that burden of interest pay-
ment seems to make contribution in worsening income disparity.

The ratio of deficit household has been increased while the
depth of deficit decreased last ten years. In order to meet income
shortage, deficit households are likely to further rely on revenue
from selling assets or raising debt than ordinary households.

From these findings, we can get some policy implications as fol-
lows: Labor market matters in improving distribution of household
income. It should be taken into consideration that the policies fo-
cusing on loosening credit constraint of low income class can
make negative effect on income distribution. In making policies
for lessening the burden of household expenditure, the target

group should not be narrowly defined.
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