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This study has investigated what factors determine income inequality, how
inequality changes over time, and what policy can reduce inequality. To investigate the determinants
of inequality, this study has used Japanese prefecture-level data. The regression results have
shown that public spending reduces income inequality by providing employment opportunities for
low-income households. In addition, to explain how inequality changes over time, this study has
developed a theoretical model that focuses on infant mortality, and shown that a decrease in infant
mortality reduces poverty but increases inequality because the supply of skilled workers increases
and wage income stagnates. Finally, using data on foreign aid, this study has shown that spending
for pro-poor projects can reduce income inequality and that the inequality-reducing effect is larger

in poor countries.
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(a) Poverty rates >=0.1, 1996-2005
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(b) Poverty rates <0.1, 1996-2005
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