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INTRODUCTION

All animals are equal. But some animals are more equal than others.
—George Orwell, Animal Farm

INEQUALITY IS ONE OF the major political issues of our time; it is part and parcel of
our lives. According to how we define it, inequality can also teach us how we think
about the foundational values of our societies. Both the notion of inequality and the
daily experience of it compel us to consider what is fair and unfair, and to
continuously—though perhaps unconsciously—connect the political to the ethical.

Inequality embraces many different dimensions, as testified by current debates on
social, political, economic, gender, educational, race, and health inequality.
Moreover, and more significant, the importance of these dimensions has changed
greatly, both historically and geographically; in many cases the very categories we
use now would have sounded meaningless to people living in earlier times. Even
today, many inequalities are still far from being universally recognized. An example
is the apparently simple and self-evident issue of gender equality. Gender equality
often is not accepted and, even when lip service is paid to the concept, not practiced.
Though in different degrees, this applies not only to dictatorial countries where men
enjoy a legal superiority over women but also in countries that consider themselves
egalitarian (at least with respect to gender), such as Western democracies. Thus
people may differ hugely in their opinions on inequality, not only in terms of what
degree of inequality is considered acceptable or unacceptable but also, and more
fundamentally, in terms of which inequalities are important since different people
have different values at the core of their own moral universe. Because humans are
social animals and inequality is, by definition, a relational dimension, discussions
about equality and inequality are also discussions about a society’s structure. For
these reasons, constructing a short history of inequality is an impossible task—at
least if one wants to do justice to such a complex and varied phenomenon.

One component of the broader inequality issue, however, both undergirds and
takes its place alongside other inequalities: economic inequality.1 Few would deny
that economic inequality poses dramatic challenges to modern societies, both



economically advanced and less developed ones. There is widespread agreement
that inequality is a serious threat to the economic and political foundations of modern
societies. According to former U.S. Secretary of Labor Robert Reich, the United
States is reaching, possibly has reached, the point at which inequality is so
widespread as to imperil economic growth and democracy.2 The Nobel laureate
Joseph Stiglitz has remarked, “We pay a high price for this inequality, in terms of our
democracy and nature of our society.… Our democracy is undermined, as economic
inequality inevitably translates into political inequality.”3 This point is effectively
summed up in an (apocryphal) observation by Supreme Court Justice Louis Brandeis
(1856–1941): “We can have a democratic society or we can have the concentration
of great wealth in the hands of a few. We cannot have both.” 4 It bears emphasizing
that these concerns are not exclusive to those on the left of the political spectrum
(both Reich and Stiglitz were influential officers in the Clinton administration, and
Brandeis was an antimonopolist progressive). Even strong believers in the virtues of
a market economy, such as former Chairman of the Federal Reserve Alan Greenspan,
a staunch market fundamentalist, admit as much. In a September 2007 interview he
argued that “if you have the increasing sense that the rewards of capitalism are being
distributed unjustly, the system will not stand.”5

It is also widely agreed that inequality is not solely the domestic problem of
affluent societies gone off-track. The world as a whole faces an inequality problem.
The increasing international economic integration known as globalization—
especially in its more recent phase, characterized by financial deregulation and the
weakening of state sovereignty—has had an important effect on inequality dynamics,
both domestically and globally. Three economists of the International Monetary Fund
— a traditionally neoliberal, pro–globalization-as-we-know-it organization—
recently wrote that the liberalization of international capital flows and the
implementation of domestic austerity policies have not delivered as expected. In
particular, economic inequality has increased—or remained stagnant at best—in most
countries. As they argue, “Even if growth is the sole or main purpose of the
neoliberal agenda, advocates of that agenda still need to pay attention to the
distributional effects.”6

Obviously, the overall picture is much more complex than these few comments
suggest. For example, there is evidence that in the first decade of the twenty-first
century inequality decreased in many populous Latin American countries, such as
Argentina, Brazil, and Mexico. Moreover, the growth of China and India and their
catching up with the rich economies has greatly mitigated, at the global level, the
sharply rising inequality observed in many countries between 1980 and 2000. And
yet, despite their recent positive record, Latin American countries remain among the
most unequal in the world. Likewise, global inequality, although apparently lower
than in the early 2000s, is still much higher than in any single country, and also much
higher than it was at the beginning of the twentieth century, or in the 1970s.7



In sum, despite a number of important caveats and qualifications with regard to
specific countries and inequality indicators, the problem of widespread economic
inequality is a major characteristic of the current global predicament and is central to
current political and economic discourse both nationally and internationally. Thus,
while remaining fully aware that we are discussing only one aspect—though an
extremely relevant one—of a much broader picture, we will focus in these pages on
that specific issue only.

Whereas economic inequality per se cannot be said to be a new issue, its catalytic
power in terms of political discourse is indeed novel. How has a subject that, until
recently, captured the attention of only a small group of economists become one of
the most debated issues of the day? Our answer lies in a very simple—and certainly
somber—observation. While we have been used to consider inequality as a basic
characteristic of many less developed countries (except perhaps the very poor
countries, whose low inequality is mainly attributable to everybody being poor), only
in recent years have pundits, the economics profession at large, and public opinion
awakened to the fact that inequality has become a fundamental and structural problem
in countries that have long considered themselves immune from it—mainly the
advanced countries. Inequality, in other words, has penetrated the developed world,
whereas earlier it appeared to be mainly a problem of distant regions.

We could not explain otherwise the “Piketty phenomenon”—how Thomas
Piketty’s Capital in the Twenty-First Century turned into a publishing sensation
when it was translated into English in 2014—or the smaller but still remarkable
success of other books, such as Richard Wilkinson and Kate Pickett’s The Spirit
Level (2009) and, more recently, Robert J. Gordon’s The Rise and Fall of American
Growth (2016), which, as its subtitle reveals, discusses the U.S. standard of living
since the Civil War and its disappointing record since the 1970s.8 The financial crash
of 2008 and its aftermath have also fueled a mounting debate in core capitalistic
countries by dramatizing the question of the sustainability of radical inequality. As
James K. Galbraith wrote in the opening sentence of his Inequality and Instability,
“In the late 1990s, standard measures of income inequality in the United States …
rose to levels not seen since 1929,” the year of the Wall Street crash and the
beginning of the Great Depression.9

In addition, the combination of surging inequality with what has been dubbed the
third wave of globalization, or “hyperglobalization” (mid-1970s to the present), has
provided a novel spin to inequality dynamics. In particular, the combination of
inequality and globalization has affected social groups in different countries in
diverse, and often mutually opposing, ways. For instance, the phenomenon of
globalization has had a very different impact on the middle class of developed and
less developed countries, helping some groups to better their position in the global
income distribution while forcing other groups into stagnation.

Two categories are thus involved when we discuss inequality: an international



and a domestic category. They have dynamics of their own, but are also
interdependent. Inequality trends between countries combine with trends within
countries to produce a broad spectrum of interrelated phenomena. Some of these are
particularly visible at the national level, such as the crisis of middle-class incomes in
advanced economies, the widening gap between the top 1 percent and the rest, and
the disruption of check and balances between economic and political power. Some of
them, on the contrary, are intrinsically transnational, such as growing international
migrations from poor to rich countries. These categories—the domestic and the
international—are evidently related, and global causes surely have domestic effects
in multiple countries more or less at the same time. Thus the within-country and
between-country inequality concepts we will be calling on in this book are intended
only as analytical tools to understand an underlying more unified system.

To continue with our examples, the crisis of the middle class in advanced
economies has its counterpoint in the rise of a “middle class” in a number of
emerging countries (the quote marks are necessary here, as this emerging middle
class is still very poor when compared with the income levels of the middle class in
older industrialized countries). International migrations affect the supply of labor and
the ratio between skilled and unskilled labor both in countries of origin and in
countries of destination. Globalization challenges state sovereignty and the efficacy
of mechanisms of political representation. The related emergence of national
populisms goes hand in hand with increasingly globalized oligarchic networks. The
political dimension of inequality, and the political neglect of this question (until very
recently), have historically undergirded these dynamics.

The observation of these interrelated processes is at the base of what in 2011 the
Harvard political economist Dani Rodrik dubbed the “globalization paradox.”
Rodrik highlighted the political trilemma rooted in the unavoidable tension among (1)
national sovereignty, (2) well-functioning democratic institutions, and (3) full-
fledged economic globalization. In his analysis, largely shared by scholars and
commentators, it is possible to have two elements together, but not three at the same
time; one must be sacrificed.10

One barely need notice how major political events of the last few years exemplify
different political responses to this unsustainable tension. The continuing euro crisis
is testament to the conflict of sovereignty and democratic representation between
national-level and European Union–level government in the face of increasing
economic integration that, however, does not take the form of a proper transfer union.
Unable to solve Rodrik’s trilemma, the EU suffers from a deep democratic deficit.
National sovereignty is weakened, and countries’ ability to foster occupational,
social, and equalizing policies is severely limited, thereby unleashing inequality
forces. The 2015 Greek crisis was the quintessential demonstration of this malaise,
with the so-called troika institutions (the European Commission, the European
Central Bank, and the International Monetary Fund) dictating political and economic



policies to the Greek government, de facto depriving the country’s government of its
sovereignty and the Greek people of their political agency.11

The withdrawal of Great Britain from the EU is a different response to the same
conundrum, sacrificing in this case open borders to national sovereignty (although the
Irish, Scottish, and Welsh people and their representative institutions, solidly against
Brexit, have much to object to about the functioning of democratic representation
within the borders of the United Kingdom). The first acts of the Trump administration
—especially the withdrawal of the United States from the Trans-Pacific Partnership
(a free-trade partnership), the support given to infrastructural national works (mainly
to the benefit of the oil industry), the informal but very clear message that major
productive activities such as the automobile industry must not delocalize, and the
order to construct an anti-immigrant wall at the border with Mexico—are also a
reaction, at least rhetorical, to the economic crisis of U.S. middle-class and blue-
collar workers, who feel overwhelmed and left behind by disruptive global forces
such as international migrations and industrial delocalization. Whether an
administration headed by an opaque construction magnate and populated with
seasoned Wall Street people will actually be able to provide political representation
for the blue-collar workers who voted for it is another question.

Very simply, globalizing processes feed inequality internationally and affect it
domestically, and growing domestic inequality in turn affects global processes.

From the broad spectrum of problems related to inequality, global imbalances and
the challenge to democracy are the two aspects we will discuss here, as examples of
between-country and within-country inequality. Strongly interrelated as they are, they
frame our age. We will take up these two aspects after first placing inequality in the
context of the history of the economic discipline, looking for the reasons that impeded
its full embedding in the discipline’s epistemological statute.

Chapter 1 of this book presents a synthesis of opposing positions on the inequality
debate, and some elements useful in navigating the question of why inequality matters
(if it matters at all). Despite the current centrality of the inequality debate in public
discourse, some scholars and pundits consider the focus on inequality misleading and
unimportant. By now it will be evident that we believe inequality to be a crucial
issue of the contemporary world, but it is important to map out opposing views as
well. To be clear, nobody in this debate is in favor of inequality per se, although
some consider a certain degree of inequality beneficial, for it fosters saving, capital
accumulation, and ultimately growth. The debate instead revolves around a different
question, that is, whether we should focus on inequality or on other issues, such as
poverty, or the ability to conduct a dignified life, or economic growth.

The historical analysis starts properly with chapter 2 and continues in chapter 3.
In these chapters we discuss how the economic thought on inequality has developed
in the last three centuries or so. In particular, we discuss a question that we deem



important both for the history of economic inequality studies and for our
understanding of current debates, namely, why inequality has for a very long time
remained on the margins of economic discourse. The economy is often the principal
focus of political discussion today, and economists have become the quintessential
experts on how to fix social problems, yet until very recently economic inequality
was consistently and stubbornly ignored. Turning inequality into a subject of
statistical analysis, we argue, has been an elegant way to veil its true nature and
marginalize it.

Chapters 4 and 5 address two contemporary issues, the relationship between
globalization and inequality and that between inequality and democracy. Both issues
powerfully shape the world in which we live and are particularly important for
current political debates. As a consequence, we give them special weight in our
analysis, considering each of them as valuable examples of, respectively, the
between- and within-country dimensions of inequality.

Finally, chapter 6 addresses policy debates, offering a bridge to the (near) future.
In other words, what discussions are shaping the current debate in a lasting fashion?
What are the questions that seem to be relevant for the future of inequality? We are
well aware that we walk here on particularly thin ice. And yet it is important, if only
as an analytical exercise, to try to imagine how the current debate may evolve.

Unfortunately, economic inequality is a technical and complicated subject when
discussed by insiders, and, like other branches of economics, it is highly
mathematized. We have avoided these technicalities as much as possible, turning the
inescapable ones into plain words. The appendix at the end of the book offers a brief
discussion of the main concepts, databases, and calculations, to show the tools that
underwrite our discussions and the meticulous work that economists do to refine
concepts and information and offer increasingly reliable and plausible data to the
community of scholars, government officials, and the public.

This seems a tall order for a short book, and indeed it is. But short books have at
least one positive characteristic (besides being short): they force authors to stick to
the essential matter and prompt them to be highly selective. Obviously, we have
relied heavily on the cutting-edge research that many leading scholars are producing
on subjects we can discuss only cursorily here. This book is certainly not alternative
to the fundamental studies by Anthony B. Atkinson, François Bourguignon, Angus
Deaton, James K. Galbraith, Branko Milanovic, Thomas Piketty, and Joseph E.
Stiglitz, to name only a few of the most renowned scholars of development and
inequality.

Still, this book has a precise distinctiveness. Besides introducing the lay reader to
the main concepts and debates of inequality studies, it discusses how inequality has
long been marginalized in the economics field and how inequality is shaping two
fundamental issues of our epoch: globalization and democracy. Whether we succeed
in giving globalization a human face and keeping democracy a credible and truly



representative political system will depend in greatest part on how we resolve the
problem of inequality.



 

    ONE  WHY INEQUALITY IS THE REAL ISSUE

For unto every one that hath shall be given, and he shall have abundance: but from him that hath not shall
be taken away even that which he hath.

—Matthew 25:29

INEQUALITY IS NOT NEW. In fact, it has accompanied civilization at least since human
societies discovered sedentary agriculture, between 11,000 and 8,000 years ago.
Anthropological research has shown the markedly egalitarian basis of social and
economic relations in hunter-gatherer societies, but the loss of nomadic habits and the
increasingly sedentary character of human groups after the invention of agriculture
meant the growth and evolution of much more complex economies and social
structures—hence social stratification, clientage networks, and the emergence of
ruling elites that were able to use violence freely to their own ends.1 As the Nobel
laureate Angus Deaton recently wrote, “Inequality is one of the ‘gifts’ of
civilization.”2

What is new is rather the centrality of inequality to the contemporary public
debate. As this book argues, the matter of inequality comes into starker view with
increasing globalization (though in complicated ways) and contributes in crucial
ways to the fissure in the social compact and the collapse of political processes in
many modern societies, both economically developed and less developed.

In the post–World War II period, key socioeconomic perspectives were visible in
such common expressions as “the war on poverty” and “the welfare state.” The
recent spate of crises—economic, social, political, crises of representation and
sovereignty—calls into question the adequacy of those perspectives to explain the
contemporary era. It is not by accident that inequality has emerged with increasing
force as a key dimension, for it is one of the engines driving these crises.

INEQUALITY AS A NONPROBLEM?    Many politicians, pundits, and scholars argue that
the inequality issue should be expunged outright from the political and scholarly
agenda. In some cases, this position has been adopted for clearly opportunistic
reasons. The 2012 Republican presidential candidate, billionaire Mitt Romney, for



example, considered claims of inequality to be “very envy-oriented” and hence to be
kept out of public debate.3 More generally, many have shared the fear that doing
something about inequality might endanger the status quo. Even scholars of good
repute have exhibited a rather nonchalant attitude, suggesting that a certain degree of
inequality must be accepted to maintain a society in good political and economic
health: William Nozick is a notable example, and in the early nineteenth century
Alexis de Tocqueville argued very much the same.

Others, finally, claim that not inequality but poverty is the real problem, and that
global diffusion of economic growth is the answer. Deirdre McCloskey, for example,
has recently made the case that inequality is a false problem and that “the absolute
condition of the poor has been raised overwhelmingly more by the Great Enrichment
than by … redistribution”—the Great Enrichment being McCloskey’s term for the
Industrial Revolution and its consequences for the well-being of people living in the
countries that experienced it.4 A graph of the average per capita income from the age
of hunter-gatherers to present times, McCloskey argues, would resemble an ice-
hockey stick, horizontal for tens of thousands of years, then abruptly surging after
1800 with the spread of the Industrial Revolution and economic growth. Inequality, in
this scenario, is, for McCloskey, a nonissue: “The share of the bottom 10 percent is
irrelevant to the noble and ethically relevant and actually attainable purpose of
raising the poor to a condition of dignity.”5

In a similar vein, the Columbia University economist Jagdish Bhagwati has
described inequality studies as “ludicrous,” “irrelevant data mongering,” and finally
“a lunacy.”6 The philosopher Harry Frankfurt once characterized the moral
importance of economic equality as “drily formalistic,” “fetishistic,” and
“alienating.” He added, however, that even though economic equality is not of moral
importance, there are often good practical reasons for governments to be concerned
with problems of economic distribution, as egalitarian social policies are important
to fulfill fundamental needs such as nutrition and access to basic health.7

The list of arguments against inequality-as-a-problem could easily be extended.
There is no need to proceed with a point-by-point analysis of all of those arguments.
More interesting is to notice how they happen to fit the typical rhetorical tools of
reactionary thought. One of them is the idea that economic inequality, far from being
the unfortunate downside of an imperfect social and economic structure, actually
fosters growth. Curbing inequality, thus, would kill growth. Albert O. Hirschman
has called this the “jeopardy thesis,” for according to this view, the cost of reducing
inequality would endanger a much more precious accomplishment, in this case
economic growth, which eventually benefits both rich and poor—or, as the saying
goes, lifts all boats. Historical evidence, however, shows a different story: the thirty
glorious years of postwar sustained economic growth corresponded to lower levels
of inequality, at least in advanced economies. The growth-anemic recent decades, on
the contrary, have instead witnessed a dramatic increase in inequality.8



Second, there is the thesis according to which fighting inequality distorts certain
inner mechanisms of modern societies that are based in the free unfolding of
individual talents and preferences, which makes social mobility possible. Curbing
inequality, thus, would become an obstacle to improving one’s own position
(except perhaps for social “parasites”). This is a version of what Hirschman calls the
“perversity thesis,” according to which any action to improve the social and
economic order ends up worsening the initial situation. In fact, there is solid
evidence that in recent decades, inequality has increased even as social mobility has
almost completely stopped.

Third, we encounter the idea that inequality does not matter, and even if it did
matter, nothing can be done about it . This is a perfect example of what Hirschman
has called the “futility thesis,” that is, the idea that every effort to redress the current
state of things is doomed, and hence there is no point in trying. Another version of
this thesis is that other issues, such as poverty and education, are important for
society, but not inequality. This version of the futility thesis reflects the idea that a
society consists of unrelated segments that are mutually independent. This construct is
patently untrue. And though structural inequality is not easy to address, history
provides many examples of policies that were successful in curbing inequality.9

INEQUALITY AND POVERTY    Before the worldwide recession of 2008–2009, research
agendas related to both developed and less developed countries showed a strong
preference for focusing on poverty and ignoring inequality as a problem. This one-
sided predilection was probably the result of the different political implications
embedded in the two concepts. While poverty may be smoothed as a nonantagonistic
question, inequality will always, sooner or later, trigger a discussion about the
structure of power and social disparities in a given society. As Branko Milanovic
recalls in The Haves and the Have-Nots, the head of a prestigious U.S. think tank
once told him that “the think-tank’s board was very unlikely to fund any work that had
income or wealth inequality in its title,” whereas a project with poverty in its title
would have been perfectly fine.10

Similarly, the World Bank, the leading global aid organization in the postwar
period, has been remarkably indifferent to the problem of inequality, and not for a
lack of awareness.11 Notably, the problem of inequality was recognized by the World
Bank more than forty years ago. When the fifth president of the World Bank, Robert
S. McNamara (1968–1981), reorganized the bank’s agenda, he made explicit
reference to this issue. As he argued in a 1973 speech, “If we look objectively at the
world today, we must agree that it is characterized by a massive degree of inequality.
The difference in living standards between the rich nations and the poor nations is a
gap of gigantic proportions.… Further, we must recognize that a high degree of
inequality exists not only between developed and developing nations but within the
developing nations themselves.”12 And yet, when it came to policy proposals,



inequality as a target all but disappeared, its place taken by antipoverty policies,
which were politically more palatable. Obviously, though not necessarily, poverty
and inequality are often related. Reorienting development strategies toward rural
areas where the bulk of the poor live was one way to address absolute poverty, but it
also served to redress excessively skewed distributions of income.

The factual correlation between poverty and inequality, however, does not mean
that the two are one and the same. Reducing poverty is often a good strategy to reduce
inequality, and sometimes poverty is indeed a priority. Still, the two concepts are
different and may be open to different and sometimes opposed dynamics. Economic
growth may occur and poverty may decrease even as inequality increases. The
economic history of the United States since the 1980s demonstrates these co-
occurring trends.

INEQUALITY AND EQUALITY        The matter of inequality, in sum, has emerged only
discontinuously in the social sciences. Until recently, inequality was a small and
rarely studied subject, suppressed by either sovereign indifference or by a
philosophically more compelling discussion of its “ideal” counterpart, equality.

To illustrate the disinterest that has long characterized academic attention to
inequality, it suffices to observe how inequality has been removed from the
landscape of social inquiry. All major dictionaries of social sciences, for example,
discuss the philosophical foundations of equality at length. One can browse through
the pages of the Oxford Dictionary of the Social Sciences, the Encyclopedia of the
Social Sciences, the Dictionary of the History of Ideas, or the Stanford Dictionary
of Philosophy and routinely find entries on equality. Inequality, on the contrary, only
rarely has an entry of its own, and it is often limited to a specific dimension of the
term. The highly authoritative Encyclopaedia Britannica, for example, has an entry
on inequality—yet only as a mathematical concept. As a first attempt to remedy this
lacuna, a contribution on inequality appeared in the 2014 Yearly Review of the
Britannica, but it was limited to a discussion of economic inequality in the United
States. A partial exception is the New Palgrave Dictionary of Economics, which,
being devoted to a specific field, has a few entries on economic inequality,
specifically with regard to material welfare, gender-related income inequality, and
international inequality.

On the contrary, inequality and equality could be considered two sides of the
same coin. The philosopher and Nobel laureate in economics Amartya Sen has been
particularly effective in linking the two subjects, and, after he contributed some of the
most important analyses of inequality in the economics literature, his work has
become a standard reference in discussions of the moral philosophy and political
economy of equality.

Sen argues that the question of equality is at the core of all major schools of
thought concerned with the social life of human beings. “A common characteristic of



virtually all the approaches to the ethics of social arrangements that have stood the
test of time,” he writes in Inequality Reexamined, “is to want equality of
something—something that has an important place in the particular theory.”13 This
“something” may be income, or levels of welfare, or utilities, or rights and liberties
—different philosophical approaches have different priorities. But the central point,
Sen claims, is that in some essential way, these different approaches are all
“egalitarians.”14 Different schools of thought, in other words, part ways not so much
in the importance they attach to equality per se but in what they consider the
fundamental social dimension in which equality must be attained.

According to the focus of a specific philosophical approach, other dimensions
will inevitably become less important and, if necessary, will be sacrificed to
preserve the dimension of equality that is considered predominant. A libertarian, for
example, will consider central that certain liberties are shared equally by all the
individuals in a population. This, of course, does not hinder the libertarian from
being content also with equality of incomes, but only to the point that it does not
conflict with equality of liberties. Another position is the one inspired by John
Rawls’s Theory of Justice, according to which the prospects of the worse-off must
always prevail, to the point of tolerating an unequal distribution if this improves the
conditions of the poor.15

Sen thus concludes that the central question for discussions about equality is
“equality of what?”16 This question will necessarily receive different answers,
depending on the diversity among individuals with respect to personal characteristics
such as gender, age, and specific abilities, and the external circumstances that affect
their lives, such as their wealth and the social environment in which they have been
raised. In fact, it is impossible to discuss social interaction without considering the
empirical fact of a deep and pervasive diversity of individuals. The idea of equity
presupposes an actual diversity of initial conditions among individuals and groups,
which implies, as a consequence, the need to level the playing field. Sen’s “equality
of what?” thus emerges as a forceful and pragmatic question with which to elucidate
the idea of justice prevailing in a specific society.17 Based on these reflections, Sen
—and many scholars with him, most prominently Martha Nussbaum and Frances
Stewart—have been working on a new theory of justice, one based on the concepts of
the capabilities and functioning of individuals.18

INEQUALITY, BIG T IME       Whereas the ideal of equality has captured the attention of
philosophers, the reality of inequality has also become inescapable. The recent
collapse of the global economy had much to do with the fundamental structural role
played by the remarkable and widespread growth of inequality, which has been on
the rise in many important countries all along the development spectrum since the
1970s. This rise is an important and striking novelty, at least when compared with the
experience of the generations that grew up in the three decades after World War II.



We need only consider the increasingly skewed ratio of the average CEO’s annual
compensation to that of the typical worker, a metric that is often used to give an
impressionistic idea of why today inequality is considered an urgent problem,
whereas a few decades ago it was not. According to the Economic Policy Institute of
Washington, D.C., in 1965 CEO compensation in the United States was twenty-four
times greater than that of the typical worker; in 1978 the ratio was 35 to 1; in 2007 it
was 277 to 1; and in 2010, two years after the beginning of the global recession, it
was 243 to 1.19 According to Raghuram Rajan, former chief economist of the
International Monetary Fund (IMF), even more worrisome is that the increasing
divergence has taken place not only between billionaires (who belong to the top 1
percent of the 1 percent or higher of income distribution) and the rest of the
population but also between those in the 90th wage percentile (that is, those whose
wages are higher than the wages of 90 percent of the rest of the wage-earning
population)—say, office managers—and both those at the bottom of the wage ladder
and those belonging to the middle class, whose earnings have remained virtually
stagnant from the 1980s. In other words, according to Rajan, the major concern arises
from the income stagnation of middle-class and blue-collar workers. This “fault line”
or hidden fracture, as Rajan calls it, played a fundamental role in the earthquake that
in 2008 shocked the financial sector and then propagated to the real economy.20

Nor was this the first time. As many commentators have noticed, the level of
inequality in the United States before the crash of 2008 was unparalleled since the
eve of the 1929 crash. The IMF economists Michael Kumhof and Romain Rancière,
for example, noticed how both the crash of 1929 and that of 2008 were preceded by a
sharp increase in income and wealth inequality, as well as an increase in the debt-to-
income ratio of low- and middle-income families. James K. Galbraith noticed the
same in the opening pages of his book Inequality and Instability.21 The financial
resources that were increasingly concentrated in the hands of the rich and the super-
rich were diverted from consumption and sound investment opportunities to luxury
consumption and—since “there is a limit to the number of Dom Pérignons and
Armani suits one can drink or wear,” as Milanovic joked—to financial speculation,
thus fueling risky and eventually explosive bubbles.22

This increasing riskiness coincided with the frustration of the lower and middle
classes, whose real income had long stagnated, and with the eagerness of the
political class to maintain complacency among them—or, as Rajan writes, to
“mollify” them—by easing access to credit.23 As a result, consumption inequality
increased much less than income inequality, creating a situation that, at least on the
surface, appeared to work smoothly. This was the political side of the coin of
increasing inequality between the rich and poorer segments of U.S. society. “The
interests of several large groups of people,” Milanovic argued, “became closely
aligned. High-net-worth individuals and the financial sector were … keen to find
new lending opportunities. Politicians were eager to ‘solve’ the irritable problem of



middle-class income stagnation. The middle class and those poorer than them were
happy to see their tight budget constraints removed as if by a magic wand.”24 And yet
this implicit political bargain was at the same time generating increasing financial
fragility. High-income households were able to recycle part of their growing incomes
as loans to the rest of the population, which in turn could improve their consumption
levels. In the absence of growth for poor and middle-class incomes, however, the
structural result was increasing debt and leverage, and finally a major crisis.25

The stagnation of the real incomes of the lower classes is the other side of the
coin of current high inequality, and many scholars have put forth explanations for this
phenomenon. A thesis shared by a majority of scholars highlights the so-called skill-
biased technological change that occurred in the last decades. According to this
thesis, since production technologies in advanced countries are increasingly skilled-
labor intensive, the relative incomes of unskilled workers have stagnated or fallen
behind. Many thus argue that a major culprit of this increasing income inequality is
the crisis in middle school and high school education that has characterized a number
of industrial countries, most of all the United States.26 The weaker strata of society
have been unable to develop their educational, welfare, and social aptitudes and so
have lagged increasingly behind.27According to this line of reasoning, the solution
lies in accelerating the creation of new skills and processes of retraining.

Other scholars have questioned this “Transatlantic Consensus” on the skill-bias
hypothesis. According to Anthony B. Atkinson and James K. Galbraith, for instance,
far from increasing, educational differentials have narrowed, de facto eroding the
skill-bias hypothesis. What got wider instead were wage differentials as a result of a
structural decline in the manufacturing sector, the momentous rise of low-paid
service jobs, and, as others have also noticed, a process of politically induced
decreasing unionization and (again politically induced) a decrease in top income tax
rates, paired with a manifold increase in top income earnings. These analyses thus
call for a political response significantly different from that prompted by the skill-
bias hypothesis, one more strongly focused on macroeconomic industrial, labor, and
fiscal policies.28

THE MULTIPRONGED NATURE OF INEQUALITY        Not only does structural inequality
undermine the functioning of global and national economic systems, its disruptive
power in the economic sphere also merges with other dimensions of inequality in a
society, such as racial and gender inequality; inequality in education, opportunities,
and other social attributes such as class and status; inequality in life expectancy; and,
in less lucky countries, inequality in access to much more basic necessities, such as
food and potable water. These inequalities reinforce each other (though not always in
a linear way) to produce vicious circles, through a process called “cumulative
causation,” that entrap the most disadvantaged individuals or groups and make them
lag increasingly behind the privileged ones.



Social scientists have often insisted on “self-reinforcing mechanisms,” “critical
thresholds,” “dysfunctional institutions” and other forces that perpetuate existing
stratifications and work against social mobility. Sociologists have highlighted the
importance of “cultural capital” to explain how belonging to specific networks
multiplies the opportunities of some to succeed in comparison with those who are
excluded. Richard Sennett mentions Robert Merton’s corollary to the so-called Peter
principle: the higher one climbs up the social ladder, the less statistically probable it
becomes that one falls down. Sennett himself has shown how self-respect can
become increasingly easier to attain and maintain at higher levels of the social ladder
than at lower ones.

Thus, inequality deeply penetrates the social fabric, shapes it, and remains
engrained in it, possibly for generations. Inequality, in other words, is inherited.29

The forces of inequality operate also at the global level, and inequality is a
crucial issue to explain the causes, effects, and implications of the current
phenomenon of globalization. As a report by the International Labour Office (ILO)
suggests, “New technology, supported by more open policies, has created a world
more interconnected than ever before. This spans not only growing interdependence
in economic relations—trade, investment, finance and the organization of production
globally—but also social and political interaction among organizations and
individuals across the world.”30 Globalization, in other words, directly affects the
economic, political, and social life of individuals and groups within specific
countries, as well as the economic and, consequently, power relations between
different countries. These two kinds of inequality, usually referred to as “within-
country” and “between-country” inequality, have somewhat different dynamics and
histories but together contribute to global trends in inequality.

Perhaps one of the more visible and dramatic effects of the complex interaction of
inequality dynamics within and between countries is the staggering volume of current
global migrations. As Branko Milanovic notes, whereas in the early nineteenth
century only 30 percent of global inequality depended on average income differences
among countries and 70 percent depended on whether one was born rich or poor in
one’s own country, by the early twenty-first century the proportion was more than
reversed: 80 percent of global inequality today depends on the country where one is
born, that is, on between-country inequality. If we add that current global
communications make knowledge about the differences in income among nations
much more accessible than before, it is not difficult to understand the powerful
motivations behind millions of people who annually risk their lives to move to richer
countries.31 We discuss this subject further in chapter 4.

Last, and no less worrisome, inequality is a threat to the good functioning of
democracies. This threat can hardly be exaggerated, as even opponents of
egalitarianism covertly recognize. Economically unequal societies are more prone to
political polarization, institutional malfunctioning, monopolistic practices,



corruption, and government by the rich instead of by the people. Democracies
affected by deep and increasing inequality, in sum, are at greater risk of a turn toward
plutocracy and even kleptocracy. One of the main arguments of this book is that
inequality imperils the mechanisms of a healthy democracy, as we discuss in chapter
5.32

First, however, we discuss the history of studies on economic inequality, as some
knowledge of the long marginalization of this subject from the economics discipline
is vital to understanding the current dramatic difficulty in tackling and managing it.



 

   TWO  THE LONG NEGLECT OF INEQUALITY

Equality is … at once the most natural and the most chimerical of things.
—Voltaire, Dictionnaire Philosophique

IN THE SECOND HALF of the eighteenth century, when Monsieur François-Marie
Arouet, better known as Voltaire, wrote the sentence that appears as the epigraph to
this chapter, inequality was a pressing problem, engrained in the social fabric. “It is
impossible on our wretched globe,” Voltaire wrote, “for men living in society not to
be divided into two classes, one the rich who command, the other the poor who
serve.”1 Those two classes comprised in turn a thousand different levels, which
exhibited even more subtle differences. Inequality, Voltaire was saying, is intrinsic to
human society and is the product of the innumerable differences that exist among
individuals. Voltaire imagined a cook, the servant of a cardinal, daydreaming: “I am
a man like my master, and I was born in tears, as he was. He will die with the same
fear and the same rituals as I. Both of us perform the same natural functions. If the
Turks conquered Rome, and I became cardinal and my master became the cook, I
would take him into my service.” Deep in his heart, the cook felt himself equal to his
master. Inequality, Voltaire claimed, is a social reality, not an inherent part of human
beings.

Voltaire’s critique addressed a question that has characterized human societies at
least since humans began aggregating in settled communities, sometime between 8000
and 6000 B.C.E., and he addressed it with an awareness that sprang from centuries-
long discussions of poverty, status, and inequality. 2 Like his predecessors, and
despite his deeply secular perspective, Voltaire too seemed to conclude that
inequality was ineradicable. Most important, however, Voltaire considered
inequality a mere consequence of another, deeper question: poverty. “All men would
be necessarily equal,” he wrote, “if they were without needs.” He concluded, “It is
the poverty characteristic of our species that subordinates one man to the other. The
real evil is not inequality, but dependence.”

Much to the satisfaction of the cardinal’s cook, the world did turn upside down in
1789, although not at the hand of the Grand Turk, and égalité became one of the



leading ideals of the French Revolution. Yet those hopes were short-lived, and
reaction ensued. The inequality question never percolated into that mix of moral
philosophy and economic analysis that came to be known as classical political
economy, even when we consider authors sympathetic to the message of the
Enlightenment and the revolution. In a similar vein, the poverty issue was also
virtually buried after a brief appearance. The realization, first discussed by Antoine-
Nicolas Condorcet and Thomas Paine in the late eighteenth century, that poverty was
the outcome of a social, not a natural, pattern and could be reduced and possibly
eliminated outright through specific social policies was, in the words of historian
Gareth Stedman Jones, “smothered at birth,” and disregarded by both revolutionaries
and moderates.3 The neglect of these themes has had longlasting consequences,
affecting economic and political debates even today.

ECONOMIC INEQUALITY    The concept of economic inequality refers to the distribution
of resources among groups or individuals. Further, it implies that differences in
income and wealth need to be qualified by some kind of value judgment. Hence, three
elements are necessary to discuss economic inequality: a theory of distribution, a set
of moral and legal norms that define what is “just” or “fair” (or at least acceptable),
and data and statistical tools. We discuss the historical evolution of analytical
techniques in the next chapter; here we discuss which theories of distribution
characterized classical political economy and neoclassical thought.

One might expect that, because of its close connection to fundamental economic
concepts such as income and wealth, inequality should also be at the core of
economic analysis. Yet this is not the case: only in relatively recent times and only
for a small cohort of researchers has inequality emerged as a powerful research
subject. Why? After all, even if we were to accept the bizarre idea that economics is
a value-free discipline, we could still discuss inequality, limiting our analysis to a
theory of resource distribution while leaving values adjudication to moral
philosophy. The theories of distribution developed by economists over time,
however, are unsuitable for the study of inequality, and inequality has long remained
on the margins of economics when not neglected altogether. In fact, whereas a theory
of personal income and wealth distribution, which is vital to the study of inequality,
has been prominently absent from the economics literature, another kind of
distribution theory has played a very important role, namely, functional distribution.

Functional distribution considers what share of the aggregate income goes to each
factor of production (that is, to each element that contributes to production). As much
as inequality has traditionally been removed from the picture, to that same degree
functional distribution has been conspicuous. Functional distribution is at the core of
the analyses of classical economists such as Adam Smith, David Ricardo, and Karl
Marx, and has survived in good health right up to the present.

In this chapter we discuss what distribution meant for classical and neoclassical



economics and show how personal distribution and inequality were neglected as
subjects of inquiry.

THE CLASSICAL ECONOMISTS    The roots of classical economic thought can be traced
back to the Scottish Enlightenment in the second half of the eighteenth century.
Beyond David Hume’s 1752 Essays and Sir James Steuart’s 1767 treatise An Inquiry
into the Principles of Political Oeconomy (which introduced into English the term
“political economy” from the title of a French book that was 150 years older:
Antoine de Montchrétien’s Traicté de l’oeconomie politique of 1616), the central
work from this time was Adam Smith’s The Wealth of Nations, first published in
1776. In the words of the historian of economic thought Roger Backhouse, Smith’s
Wealth of Nations “was inseparable from moral philosophy—from the project of
seeking to find a basis on which people could live together when the Church no
longer provided an unquestioned set of answers to questions about how society
should be organized.”4 Finding the moral basis of a “good” society was Smith’s
project, a pursuit that had characterized the works of many authors before him, and he
was able to combine moral philosophy with an analysis of how an economy and its
institutions work.

In the first half of the nineteenth century, however, political economy tended to
lose any relation to moral philosophy and to acquire a more “scientific” character. A
key figure in this transition was Thomas R. Malthus, who in 1798 published his
famous Essay on the Principle of Population. In it, Malthus still heavily relied on
the framework of moral philosophy. The discussion, however, was presented as a
scientific analysis, applying Newtonian principles to political issues.

Whereas Malthus still drew on both the old-style moral framework and the more
contemporary scientific attitude, David Ricardo, a close friend of Malthus, achieved
a full detachment from eighteenth-century moral philosophy. Ricardo’s On the
Principles of Political Economy and Taxation (1817) marked the apogee of the
classical period in economics. He was followed by a number of important scholars,
among them Jean-Baptiste Say, the two Mills (James and his son, John Stuart),
William Senior, Robert Torrens, Henry Thornton, John Elliott Cairnes, and many
others, including Karl Marx.5 The publication of William Stanley Jevons’s Theory of
Political Economy in 1871 is conventionally considered to inaugurate a different
epoch, when economics would become professionalized and increasingly formalized
through the prominent use of mathematics: the neoclassical economic thought.

Differing from the post-1870s economists, who were highly professionalized and
mostly full-time academics, the classical economists were highly varied in
educational background and profession. Smith and Malthus were academics. Ricardo
and James Mill were active in politics and members of Parliament, while others
were civil servants or belonged to the professions. Their formal education tended to
be in the classics, philosophy, mathematics, or law, which perhaps explains their



ability to deal with an extensive range of issues. Their beliefs were rooted in Jeremy
Bentham’s utilitarianism, strongly egalitarian and individualist. None of them
retreated from merging analytical propositions with policy implications, and all were
particularly vocal in political debates on matters such as the Corn Laws, trade
protectionism, colonial affairs, and the poor-laws system. Their approach and their
discipline were (and are) called “political economy” rather than “economics”
precisely because they were concerned with the interaction between the economic
and the political dimensions. It was not until 1890, with the publication of Alfred
Marshall’s Principles of Economics, that the focus shifted to economics as a subject
in its own right.

Despite a passion for the political economy of current problems, these authors
never considered the problem of inequality to be of interest. Though seemingly a
“political economy” theme par excellence, inequality among individuals never caught
the attention of the classical political economists. The historical context and
intellectual environment in which they lived, discussed in the next section, were not
conducive to such an inquiry.

DISTRIBUTION IN CLASSICAL POLIT ICAL ECONOMY        The classical economists’
historical context lies between tradition, as exemplified by the natural law
philosophers and the physiocrats of the late eighteenth century, and innovation, the
changing world of the Industrial Revolution.

On the one hand, economics was considered part of moral philosophy growing out
of the natural law system, which held that people maximized their overall welfare
through pursuing self-interest. On the other hand, the attention of the physiocrats—the
eighteenth-century French economists who believed that the wealth of a nation was
derived from the value of its agriculture—to the different roles of landlords, farmers,
and manufacturers in a country’s economy seemed to call for a theory of distribution.
The determination of the “natural” level of wage, rent, and profit that goes toward
forming the “natural” price—the classical Smithian theory of distribution—comes
from there.

Moreover, the Industrial Revolution, occurring between the mid-1700s and the
mid-1800s, created one of the greatest explosions of economic growth in the history
of humankind, with a sustained increase in population and the development of a
middle class in Western economies. Notwithstanding the huge growth in population,
per capita gross domestic product (GDP) grew without abating. In those times, the
interest could not be in any topic other than production—and specifically industrial
production, since agriculture was already starting its secular decline—and its
distribution in terms of profits, wages, and rents to the factors of production,
respectively capital, labor, and land. In Ricardo’s words, “To determine the laws
which regulate this distribution is the principal problem in Political Economy.”6 The
concern was to understand and explain such a chaotically growing world.



Thus, the distribution of production, central to the classical economic thought, is
“functional” since it pertains to the distribution of the product to the groups that
contribute to production. The societal focus shifted from social status to economic
criteria, and in place of groupings such as priests, knights, and commoners, a new
social stratification created by the Industrial Revolution—the social classes—
appeared.

Irrespective of the massive economic and social changes brought about by the
Industrial Revolution, however, inequality never attracted the interest of the classical
economists. Even when they dealt with taxation issues, as they did frequently, the aim
was to evaluate the effects on production without consideration for equity. Where a
reference to equity is present, as in Ricardo’s discussion of the ability-to-pay (that is,
the taxation issue), the interest is on the overall economic growth of the nation.
Taxation was exclusively a way to support the state and its activities—the wealth of
nations—and not a way to promote equality (as the preference of the classical
economists for indirect taxation also suggests). Even on a hot topic like the
population problem—the population was increasing in a geometrical ratio while
subsistence was increasing only in an arithmetical ratio—worries about (in)equality
were absent. The Ricardian minimum-of-existence—what is necessary to workers to
subsist and to perpetuate humankind—reflects the same idea.

Intellectuals of the time did not address explicitly and consistently the presence
and meaning of economic inequality in the life of individuals. Some were rich and
some were poor—that was simply a fact of life. Apart from Marx, economists never
asked why some were so rich and some so poor, and Marx did not develop a theory
of personal distribution, limiting himself to providing a different theory for functional
distribution—a theory that was “mere froth on the surface of the waves,” as Cannan
remarked.7

Though class stratification in eighteenth- and early nineteenth-century society,
combined with low interclass mobility, might render the income of a class a good
approximation to the individual incomes within that class, this was not why personal
distribution was disregarded. More simply, inequality was not on the conceptual
horizon of those who reflected on the functioning of society. Even during the French
Revolution, the bourgeoisie favored political equality but not social or economic
equality. The time was not ripe for a social revolution that would make the individual
its center. Much time would elapse before the individual became the true focus of
societal studies.

THE MARGINALIST REVOLUTION       From about 1870 on, a great change took place in
economic theory: the “marginalist” revolution, based on marginal utility and
individual maximization.8 As Thorstein Veblen (speaking about Alfred Marshall)
called them later, the proponents of this revolution are known as “the neoclassical
economists.”



By the start of the 1900s, this was the economics. Unlike classical thought, which
was mainly British, this new stream in economic thought emerged in a number of
distinct areas: England, Austria, France, Sweden, Italy, and, later and with increasing
relevance, the United States. The first products of this new phase, according to a
large consensus, are William Stanley Jevons’s Theory of Political Economy and
Carl Menger’s Principles of Economics, both published in 1871. The height of the
neoclassical theory was reached with Éléments d’économie politique pure
(Elements of Pure Economics), by Léon Walras, published in 1874, and Alfred
Marshall’s Principles of Economics, published in 1890.9 A huge number of
additional contributions followed, forming a conceptual corpus that evolved over
time into what modern economics is today. All textbooks in microeconomics (and
many in macroeconomics) still rely on the same basic principles enunciated by the
neoclassical school.

In contradistinction to the classical school, the leading exponents of neoclassical
economics were almost all academics. They specialized in economics and made it a
discipline, moving it away from political philosophy and toward mathematics and
“science,” thus shaping its future permanently.

DISTRIBUTION IN NEOCLASSICAL ECONOMICS        The period extending from the late
1800s to World War I was still a time of rapid growth, characterized by the spread
of industrialization and scientific progress. Social and economic development, as
well as overwhelming advancements in technology, made classical thought old-
fashioned and, in certain important respects, outdated. The rentiers had lost their
importance and were disappearing as a leading class. The very concept of class was
less clear, and the term itself was progressively vanishing from the economic
lexicon. The more neutral term “group”—whether composed of producers or of
consumers—was replacing it, and the “representative agent” became the key subject
of new economic theorizing.

Production is at the core of economics, and the pricing of resources is the most
conspicuous problem dealt with by economics. The focus of the neoclassical
economists was still on the functional distribution of income, though within a
different theoretical framework: a theory that explained distribution according to the
concept of (marginal) productivity. Since productivity, the contribution of a specific
factor to production, is the benchmark for the reward, the earnings cannot be equal
because productivity is not equal across groups (or across people, as the theory later
evolved). The neoclassical theory of production sees the market as a way to obtain
optimal resource allocation, and the neoclassical theory of distribution does not have
any normative suggestion as to how much should accrue to each factor of production
besides a simple cost comparison. This theory of distribution is incidental to the
pricing process. Whereas in the classical school, Dobb held, “income-distribution is
treated as being the result of social institutions (e.g. property-ownership) and social



relations,” in the neoclassical school “it is determined by the conditions of exchange.
In the one case it is determined from outside and in the other case from inside the
process of market prices.”10

Though we might consider the array of market rewards as the basis for a theory of
personal distribution, inequality was not yet a concern. The functional distribution
was still at the core, and the focus was still on the distributive shares, or how much
of the overall income goes to every factor of production. The difference with respect
to the past is that the different income shares that go to each factor of production were
by the neoclassical school determined technically through a production function. First
fully formulated by Philip Wicksteed in 1894, and culminating in the Cobb-Douglas
function of the 1920s, the production function became the hallmark of the
neoclassical theory of distribution and is still among the unavoidable tools of
economists.11 As Dobb summarized the general attitude toward distributional issues
at that time, “Questions of property-ownership or class relations and conflicts were
regarded as falling outside the economist’s domain, not directly affecting, in major
respects at least, the phenomena and relations with which economic analysis was
properly concerned, and belonging instead to the province of the economic historian
or the sociologist.”12

Paradoxically, both classical and neoclassical economics share the same sin: they
refer to an archetypical individual, who has in fact no subjectivity at all.
Neoclassical theory rests on the concept of the individual as a representative agent,
while classical economic theory is based on the concept of class, in which all
individuals are implicitly equal, being leveled by the same economic condition. The
representative agent of neoclassical economics is what he does, a consumer or a
producer, whereas the member of a class in the previous decades was what he
owned: work, capital, and land. By definition, in both approaches there is not yet
space for a complete theory of personal distribution because there is no person. Here
again, as in classical economics, the issues were other: the business cycle, research
methods—which resulted in increasing mathematization—and the concern for
providing an empirical basis to theory. This was the economics of the first half of the
twentieth century.

WELFARE ECONOMICS: A NEOCLASSICAL OPENING TO PERSONAL INCOME
DISTRIBUTION        It would be incorrect to say that personal income distribution was
completely absent from the neoclassical landscape. The welfare economics of the
first half of the twentieth century and the flourishing empirical and statistical research
of the middle decades of that century were major drivers of an approach to personal
income distribution.

From the early twentieth century on, a parallel research effort directed toward the
personal distribution of income began to develop. This new interest stemmed from
the socialist wave at the end of the nineteenth century, whose effects were accepted



by many influential economists and not disregarded by the most influential of them
all, Alfred Marshall. Thus in England a concept of welfare began to form, together
with some considerations—not foreign to the classical economists—on when and
how society should admit state intervention. Social welfare was primarily measured
as the sum of individual utilities (the utility function, which expresses utility as a
function of the amount of goods consumed, is the pillar of neoclassical theorizing), an
approach pioneered by Bentham and shared by most influential economists. Since
income distribution can be observed in terms of either market income (how the
original incomes, generated in the market, are distributed among the earners) or
disposable income (the distribution of market incomes, adjusted by taxes and
transfers), theorizing about state intervention was from the very beginning intertwined
with the theme of social justice. Inequality in distribution and personal and societal
welfare became subjects that economists could not disregard.

This welfare concern became widely present in the economic literature of the first
few decades of the twentieth century, especially thanks to the work of Alfred Cecil
Pigou and Hugh Dalton. As Dalton put it, “While studying economics at Cambridge in
1909–10 … distribution as between persons was either left out of the textbooks
altogether or treated so briefly as to suggest that it raised no question, which could
not be answered either by generalizations about the factors of production, or by
plodding statistical investigations, which professors of economic theory were content
to leave to lesser men.”13

Dalton’s interest was primarily in the measurement of income inequality, still
within a fully utilitarian perspective relying on Pigou’s transfer principle. The
theoretical basis of this principle was still the law of diminishing marginal utility,
assessing that the more one has of anything, the less is the increase in utility of one
additional unit. However, the Pigouvian translation in terms of redistribution was that
a (mean-preserving) transfer of income from a richer person to an identical poorer
person would increase the aggregate utility (provided that utility is identical for all
persons). Dalton broadened this principle, relating it to aggregate welfare: “If a
given income is to be distributed among a given number of persons, it is evident that
economic welfare will be a maximum when all incomes are equal.”14 The only
argument against complete equality, in this case, may emerge only when an attempt to
achieve it causes a reduction in total income (which is exactly the evergreen thesis
that equality damages growth).

This position—highly egalitarian, and as such rather unpalatable—was seriously
questioned by Lionel Robbins on the basis of the noncomparability of utilities.15

Pareto in 1906 had already rejected cardinal utilities and additive utility functions
(that is, the idea that it was actually possible to measure utility), opening the way to
the ordinalist view of the social welfare function (the idea that instead, it is only
possible to simply rank utilities). What Robbins added is the subtler statement that
their additivity is just an assumption, thus cutting egalitarianism out of the scientific



realm of economics and relegating it to politics or philosophy.16 With this devastating
methodological critique, the “new” welfare economics began. As Dobb incisively
summarized:

[The] older (Pigouvian) writing about Welfare had derived from the “Law of
Diminishing Utility” the principle that the less unequally a given national product
was distributed, ceteris paribus, the greater the resulting total sum of utility or
welfare would be. Such pronounced egalitarian conclusions were manifestly
unwelcome and embarrassing in certain quarters. It seemed a relief to have a
system of welfare economics from which awkward questions about distribution
could be excluded; and the “New” Welfare Economics (priding itself on its
rigorous positivism) proceeded to refashion itself in such a way as to make the
intrusion of such questions irrelevant and unnecessary.17

This welfare doctrine blossomed, focusing on the problem of the efficient allocation
of resources in the form of so-called Pareto optimality, according to which an
allocation is Pareto optimal whenever it cannot be reorganized so to improve the
condition (utility) of somebody without worsening that of others. Efficiency was
legitimated as the economic principle, while equity was de facto marginalized. This
is precisely the reason why Amartya Sen repeatedly affirms in his works that the
Pareto conditions are actually unfitting a social optimum: “If the lot of the poor
cannot be made any better without cutting into the affluence of the rich, the situation
would be Pareto optimal despite the disparity between the rich and the poor.… The
almost single-minded concern of modern welfare economics with Pareto optimality
does not make that engaging branch of study particularly suitable for investigating
problems of inequality.”18 It is noteworthy that Sen does not accept the “old” welfare
economics either, claiming that the use of an overall social welfare function is not the
right way to measure inequality.19

From the 1930s on, the principle that economics is and must be a value-free
science would remain dominant, and the nonaccidental supremacy of statistics in
handling inequality (or, more precisely, the dispersion of earnings) helped economics
disregard it.

Atkinson, sharing Sen’s position, asserted the inconsistency of talking about
economic policy without having an idea of social welfare that is different from both
the old utilitarianism and the new Pareto dominance. He seemed to indicate that, in
order to reach a sound welfare theory able to study phenomena such as inequality, the
statistical and philosophical discussions of the 1970s should be merged.20 In some
way, income distribution had to be “brought in from the cold,” both for itself as a
moral stance and as a practical issue for coping with current huge economic
disparities. Value judgments and an ethical basis are essential for policy evaluation
and for tackling economic inequality, a discussion of which must inevitably refer to
ethical and moral principles. This is, however, a long shot. As Robert Solow stated



in his 1998 Tanner Lecture: “A lecture on human values by an economist: one might
as well invite a turkey buzzard to lecture on table manners: how would the poor beast
know where to start?”21

BEYOND WELFARE ECONOMICS    Welfare considerations aside, the idea that income
disparity among individuals is obvious—and so can be considered normal—was
commonly accepted by neoclassical economists. The central tenets of the logic
behind the existence of income disparity were (1) that individuals are diverse by
nature, and their differences in endowment can be evaluated differently by society
depending on the productive context and consumer tastes, and (2) that individuals are
the main determinants of their own destiny, and though wealth comes from “nature”
(or inheritance), it also comes from personal attitudes and the propensity to accept
risk in the first instance. The most relevant academic contribution to this approach is
undoubtedly Milton Friedman’s famous 1953 article, “Choice, Chance and the
Personal Distribution of Income.” In his view, individuals are fundamentally diverse
by nature and endowments and “inequality of income in a society may be regarded …
as a reflection of a deliberate choice in accordance with the tastes and preferences of
the members of the society.”22 This is how the “cold” theory of choice under
uncertainty monopolized the “hot” problem of income distribution. Nothing—or very
little—is said in the literature of the time about inequality in the distribution of the
ownership of capital. Apparently, only Nobel laureate James Meade addressed the
issue, in 1964, by stating that the dominance of technical progress would penalize
labor income in favor of capital income, and that in turn would increase the overall
inequality, as capital income is more unequally distributed than labor income.23 Only
in 2013—fifty years or two generations hence—would Thomas Piketty put the role of
wealth in generating inequality again at the core of the inequality debate.24

Certain exogenous factors, such as the mating between people of the same class or
the rules for inheritances, may even accelerate the trend of increasing inequality. In
1975 a second contribution by Meade appeared in which he considered all the
possible circumstances that generate or perpetuate inequality. He discussed factors of
fortune (“the basic structural endowments of genes, property, education, and social
contacts”) and factors of luck (“the many chances in life which determine the actual
outcomes within these structures of basic endowments”) to tentatively conclude that
“fortune is not quite so secondary to luck.” This conclusion was conducive to
focusing socially on the “luck” factors with policy action so as to counterbalance the
“fortune” factors.25

Another important characteristic of those mid-century studies was a new focus on
actual data collection. Friedman himself in 1953 recalled that his theoretical
outcomes fit the observed patterns, an empirical issue on which he had earlier
worked along with his colleague Simon Kuznets—a leading researcher in the
inequality area and a protagonist of the empirical research agenda of the 1940s and



1950s (we discuss him more at length in chapter 3). What were these observed
patterns?

Aggregate data on income distribution show two characteristics: dispersion and
asymmetry. Dispersion simply means that incomes are different from person to
person: people fall into several income classes, and some people have low incomes,
some have high incomes, and some are in between. Each income class has in general
a different density of people in it: usually this density is higher in the low- and
middle-income classes and lower in the high-income class. Asymmetry means that
these income classes are not symmetrically located on both sides of the median value
of income (that level of income that stays exactly in the middle of a distribution) but
are preponderantly located on its left side. In other words, income distribution tends
to cluster to the left of both the median and the mean income: the majority of persons
have an income lower than the median or the mean income (see figure 2-1). The poor
are many and the (very) rich are few.

FIGURE 2-1. A TYPICAL PERSONAL INCOME DISTRIBUTION

During the entire mid-twentieth century and even later, the neoclassical theory of
distribution focused on the natural distribution of abilities, on rational choice theory,
and on uncertainty and risk as a way to explain dispersion and asymmetry.26 No great
success, however, crowned it.

DISTRIBUTION IN TWENTIETH-CENTURY ECONOMICS        Personal distribution found
space in neither Keynes, nor Sraffa, nor other important authors of the twentieth
century. Keynes, for instance, believed that “there is social and psychological
justification for significant inequalities of incomes and wealth.”27 Beyond that,



Nicholas Kaldor reminds us, “Keynes … was never interested in the problem of
distribution as such.”28 In fact, Keynes discussed it only tangentially, in reference to
the “euthanasia of the rentier” (the functionless investor, as he labels him), destined
to disappear once capital has become as abundant as to almost nullify its return. Yet
in the 1930s, the story of distribution was still mainly functional, as if once it is
determined what goes to the different factors of production (whether through the
market mechanism or class struggle), the issue of how much these factors earn with
respect to each other leaves the territory of economics and enters the arena of ethics,
philosophy, and law.

Goldfarb and Leonard found that the American Economic Association’s 1946
Readings in the Theory of Income Distribution included thirty-one (out of thirty-
two) papers in which distribution was conceived as functional. Though they noticed
an increasing interest in the personal distribution of income in the publications of the
National Bureau of Economic Research (NBER) during the 1940s and 1950s, the
main discussion was more about data availability than interpretation.29 Those were
the years in which the empirical side of the personal distribution problem was
approached with almost complete detachment from theory. Obviously, nobody denies
the importance of sophisticated tools for handling a complex topic. However, as we
will suggest in chapter 3, this technical “drift” contributed to the dismissal of the
subject of personal distribution in economics.

In fact, three important conferences on distribution in the 1960s, which saw the
participation of the most prominent economists of the time, still testify to the lack of
any substantive theory of the size distribution of revenues. The three conferences are
the 1961 and 1967 NBER conferences and the 1964 IEA (International Economic
Association) conference, the papers of which were published in 1964, 1969, and
1968, respectively. Tibor Scitovsky’s survey article on the 1961 NBER conference
highlighted the large number of theories on the functional distribution of income and
the variety of approaches applied to an equally great variety of phenomena.30 He
found nothing on the personal distribution.

Regrettably, at least for the construction of a theory of size distribution of
revenues, twentieth-century economics has been occupied in diatribes between the
two competing Keynesian and neoclassical theories, leaving no space for other ideas
or for contamination from other disciplines, such as sociology and politics. Thus, in
the absence of a developed theory on the size distribution of income, “there are a
good many bits and pieces of theory lying around in the literature that can, with a
little trimming of edges, be fitted into a mosaic called ‘The Theory of Income Size
Distribution.’ ”31

Ten years later, Atkinson reviewed the contents of articles published in the
Economic Journal over the preceding fifty-year period and noticed a dearth of
papers on why the connection between income inequality and the most debated
macroeconomic variables—for instance, the economic performance of a country—



were still unstudied, and why there was only scant inquiry into how theory can
explain what accrues to the single individual.32 These questions are still unanswered
since the focus has remained on how to enlarge the pie rather than on reconsidering
the size of its slices. The theory of personal income distribution stands out as the
most notable victim of this paradigm that has dominated economics—a paradigm
whereby the liberal philosophy and the focus on production do not admit inequality in
distribution.

Thus it is widely agreed among economists that even today there is no uniform
theory of the personal distribution of income. The textbook explanation (if and when
textbooks address this issue) rests on globalization and technical change, separately
or in conjunction. According to this view, the different pace of education—which
increases the supply of skilled labor—and of technological change—which augments
the demand for skilled labor—would cause wage dispersion, also strengthened by
globalization.33 However, what happens in the top part of the income distribution—
that part where the rich and super-rich are—is not in tune with this hypothesis. The
skill-bias explanation has little to say, for instance, about why the earnings of the
very very rich (0.01 percent of the population) have increased relative to those of the
very rich (0.1 percent) and the rich (1 percent). Factors such as globalization and
technological change may operate through the remuneration of top executives or
through the rents earned by “superstars,” but actually, as Atkinson states, very few
models exist that offer convincing explanations, and unfortunately, they do not seem
to be easily testable.34 Moreover, in the top part of the distribution there are both
labor incomes (the working rich) and capital incomes (both working rich and
rentiers), and it is not clear to what degree they are separate groups. Manageable
models that bring the two income sources together do not exist. “An overall
framework is missing,” Atkinson writes, and “the economic analysis of the
distribution of income is in need of further development.”35

Similarly, there is no uniform theory for inequality, inequality being nothing else
than a nonuniform personal distribution of income (and wealth). Surprisingly, and
scarcely recalled, the presence of a theory of inequality per parts mirrors an
interesting and nonconformist judgment by Schumpeter on the absence of a classical
full theory of distribution: “What people meant by theory of distribution … was a
compound of separate theories of profits, rent, and wages, each of which was based
on a distinct principle of its own.”36

Nor is there even a bridge between the functional and the personal sides of
distribution, as two otherwise distant scholars such as Friedman and Atkinson point
out. Friedman’s statement, “This absence of … a theoretical bridge connecting the
functional distribution of income with the personal distribution is a major gap in
modern economic theory,” is echoed by Atkinson’s: “The factor-distribution is
certainly part of the story, but it is only part, and the other links in the chain need to
receive attention.”37 Unfortunately, drawing inferences about personal distribution



starting from the functional distribution, while it might have been reasonable in past
centuries, is now hazardous. In fact, any strong correspondence between types of
incomes and classes of persons is lost in our time, and even constant income shares
can hide wide movements within them, generating income dispersion. Today, some
wage and salary earners (the so-called working rich) can enjoy a significant amount
of income, and property income is a more diffused reality than in the past. Thus the
overlapping of types of income and classes of persons (which prima facie might
justify a focus on functional distribution in order to infer something of the personal
one) is increasingly loose.38



 

THREE  THE STATISTICAL DRIFT OF INEQUALITY
STUDIES

A concept of inequality is normative or is not. Hence, when we speak of inequality, we speak either of
dispersion or of injustice.

—Serge-Christophe Kolm, as quoted by Peter Lambert1

AROUND THE TURN of the twentieth century, great changes took place in Western
societies. The mixing of income sources, one of the new economic aspects of the
changing world, brought to the surface unprecedented perspectives. The old, clear
social connotations of owning just land, just capital, or just labor (and so being just
landlords, capitalists, or workers) gradually ceased to exist, and the theory of
distribution could no longer be consistently identified with the theory of production.
Since economic theory had almost nothing to offer as an explanation of how social
income is distributed among individuals, factual observation was the only remedy for
this deficiency, and statistics appeared to be the right medicine. Thus, at the peak of
the neoclassical thought, the first important and systematic observation of the
characteristics of the size distribution of income took place. The scholar who worked
that fundamental switch was Vilfredo Pareto.

PARETO’S α      Vilfredo Pareto (1848–1923) was an Italian-French nobleman,
engineer, and industrial manager before becoming a scholar of economics and
sociology and obtaining the chair in economics at Lausanne, where he succeeded the
famous Léon Walras. Pareto was—though not without ambiguities—an ultraliberal
intellectual. Yet he recognized the role of a collectivist state in leading the economy
to an equilibrium,2 and, while still defending freedom of the press and of teaching,
was close to the Italian dictator Mussolini and applauded him as entirely fit to
restore order to Italian society. Pareto is universally known for his concept of the
maximum of society’s “ophelimity,” or economic satisfaction. This is the famous
Pareto optimality principle, which has traditionally played a significant role in
research on welfare economics (we mentioned it in chapter 2 in the section titled
“Welfare Economics: A Neoclassical Opening to Personal Income Distribution”).



Here we address only Pareto’s law of distribution, or Pareto’s α.
What did Pareto do? He simply interpreted a set of empirical observations in

order to understand whether wealth distribution depended primarily on the structure
of the economy, on human nature, or perhaps just on chance.3 Operationally, he
examined fiscal data at various points in time for Great Britain and Ireland, Prussia
and the Kingdom of Saxony, the Swiss canton of Vaud, a sample of Italian
municipalities, and the cities of Basel in Switzerland and Augsburg in Germany. In
all these sites he found empirical proof that the distribution of revenues (Pareto’s
word is richesse, “wealth”) could be approximated by the following equation:

log N = log A − α log X,

where X is a given income and N the number of individuals with income equal to or
greater than X (A is a constant that we do not need to discuss here). This is the
equation of a downward-sloping straight line. Its logarithmic form implies that the
slope α represents the percentage variation in N (the number of individuals)
following a given percentage variation in X (the given income). Thus, as income
increases by some percentage points, the proportion of people with more than that
income decreases by some percentage points: the increasingly rich become
increasingly fewer. Increasingly fewer by how much? As much as the value of α
indicates.

Remarkably, Pareto found α to be relatively constant over space and time: in
particular, α turned out to be around 1.5—the value for the United Kingdom in 1843
—ranging from a minimum of 1.24 (Basel in 1887) to a maximum of 1.89 (Prussia in
1852). As Pareto commented, “It is absolutely impossible that these results are the
outcome of chance.”4

Even more important was Pareto’s conclusion at the very end of the Cours. In a
chapter titled “La physiologie sociale,” he stated that unequal distribution depended
on “the very nature of individuals”5 rather than on any structural characteristic of
society. Even deep changes in the organization of society would have but a slight
influence in modifying the distribution.

Presenting his analysis based on empirical observation with all the chrisms of
scientific inquiry, Pareto was actually formulating a theory of society that could
easily become the foundation of a conservative political manifesto. According to his
research, the distribution of wealth is not determined by the economic structure of
society and institutions but by the distribution of certain natural qualities among
individuals. It was easy to interpret α as an inequality measure, as Pareto did, but the
substantial obscurity of α and its ultimately incorrect interpretation were not as easy
to detect. A vivid debate followed Pareto’s discovery of this “law,” animated by
prominent statisticians and economists, such as Arthur Lyon Bowley, Felice Vinci,
Raffaele D’Addario, Luigi Amoroso, Francis Ysidro Edgeworth, Arthur Cecil Pigou,
and Costantino Bresciani-Turroni.



Bresciani-Turroni, in particular, was the scholar who put the tombstone on
Pareto’s α after it became clear that something was still needed in order to explain
income inequality. That something was the concept of concentration, that is, how
many persons as a percentage of the entire population had that percentage income,
instead of just how many persons had a specific income. In 1939 Bresciani-Turroni
published an article in which he kindly thanked Pareto for his meaningful insights into
the income distribution while suggesting at the same time that the data did not always
support Pareto’s α.6 Pareto’s α thus ceased to be considered an indicator of
inequality.

However, as long as Pareto’s α and “Pareto’s distribution” played the roles,
respectively, of the inequality measure and the distribution function par excellence, a
huge amount of work (data, calculation, indices, observations) was undertaken by
early twentieth-century statisticians in Pareto’s steps. In fact, to speak about
inequality in distribution it is necessary first to have some idea of the functional form
of the distribution itself, since inequality is the by-product of the dispersion (how far
the observations are from the mean of the distribution) and asymmetry (how different
the form of the distribution is on the two sides of the median, that is, its central
value). Thus Pareto’s story and all that followed might help explain the absence of a
meaningful theory about income distribution because Pareto had offered a theory,
though a computational one, and a lot of effort had to be devoted to improving and
advancing it. Those were the years during which the famous Italian school of
statistics produced many important technical advances suggesting alternative indices
to Pareto’s α. Benini, Mortara, Cantelli, D’Addario, Amoroso, and others worked
particularly on the right-hand tail of the distribution (see figure 2-1 in chapter 2) to
formulate the best “power law” able to approximate its actual values for the very
rich.7 But more important, the idea of concentration—absent until then—started to
percolate through income distribution studies.

Within this new conceptual framework, two independent and important
contributions appeared in the early twentieth century that were destined to change
forever the debate and to pave the way for an enormous and fruitful body of research
on the theory and application of statistical measures: the Lorenz curve, introduced in
1905, and the Gini index, introduced in 1914.

LORENZ’S DIAGRAM    Max Otto Lorenz was an American economist and statistician of
German ancestry who taught at the University of Wisconsin for a few years and then
became chief statistician at the Interstate Commerce Commission. His date of birth is
uncertain, although he was certainly born in the second half of the 1870s. Though he
died after an apparently inconspicuous life as a civil servant, the curve that bears his
name has become one of the best-known and widely used tools in the statistician’s
tool box. As Lorenz put it, the purpose of his 1905 article—apparently his only
publication in a scientific journal—appeared to be rather humble: to discuss some



techniques used thus far in distribution analysis, and to suggest “an additional one” in
order to “take account simultaneously of changes in wealth and changes in
population.” In particular, Lorenz insisted on the benefits that a graphical
representation of distributional data would offer: “The method is as follows: plot
along one axis cumulated per cent of the population from poorest to richest, and along
the other the per cent of the total wealth held by these percents of the population.”
Because 100 percent is the maximum value on both axes, the graph is a square, and
the 45-degree straight line drawn from the origin—the diagonal of the square—
represents equal distributions. In fact, every point on the diagonal individuates an
equal pair of cumulated values (the x percent of total population owns an equal x
percent of total wealth), which means that each individual owns the same amount of
wealth. “With an unequal distribution the curves will always begin and end in the
same points as with an equal distribution, but they will be bent in the middle; and the
rule of interpretation will be, as the bow is bent, concentration increases.”8

In other words, inequality is present when every chosen upper-income group
(deciles, quintiles, or other) of the population receives more than its perfect equality
share and every low-income group receives less than that. Therefore, the inequality
curve lies below (or to the right of) the 45-degree line, and the more it lies below (or
the more it bends toward the right side of the diagram), the more unequal is the
distribution of revenues (or wealth, as Lorenz says, or income) among the population.
It is worth noting that the statistical definition of inequality results from the statistical
concept of equality, as in moral philosophy.

As far as we know, the diagram—somewhat different from Lorenz’s original
1905 one—was called the Lorenz curve only in 1912, by Willford I. King.9 Lorenz’s
curve then received the final consecration by Corrado Gini in 1914 when, speaking
of his concentration ratio R, destined to become the Gini coefficient, Gini claimed
that Lorenz’s graphical method was a suitable way for representing it
geometrically.10 From then on, that concentration curve was the Lorenz curve.

THE GINI INDEX        Corrado Gini (1884–1965) came from the Italian agrarian high
bourgeoisie and had a definite conservative political profile. He was a highly
versatile scholar, contributing to a number of fields, including statistics, economics,
demography, sociology, and anthropology, and he is universally known today as the
father of the most famous index of inequality, the Gini index.11 We will return later to
the properties that make it one of the most widely used measures in modern statistical
work on distribution.

In 1939 Gini edited a compilation in Italian of several of his writings completed
between 1909 and 1914, when he was working extensively on concentration.12 In this
volume, two measures representing two different steps in his conceptual elaboration
are present: the index δ and the index R. Gini firstly elaborates δ for measuring the
phenomenon of wealth concentration and, contrary to Pareto’s outcome of a uniform



distribution of wealth across countries and time, he found that total income
distribution differs geographically. In a later and more important contribution, Gini
elaborated the concentration ratio R, adding that it too can be obtained from the
Lorenz curve.13 The ratio R became what is commonly known as the Gini index.
Although a more detailed discussion is available in the appendix to this book, it is
worthwhile listing its major qualities here. First, being a ratio, it has the advantage of
immediate comparability across groups. Also, it is independent from the mean value
of the distribution (if the mean value changes without any change in the form of the
distribution, the index does not change); it enjoys a scale and population
independence (if every income is multiplied by a constant—that is, if the same
population is evenly richer—and respectively, if every income is repeated k times—
that is, if the population is k times larger—the index does not change); and it obeys
the Pigouvian transfer principle (if income is transferred from a rich person to a poor
person, the resulting distribution is more equal).

However, the Gini index, like other measures of inequality, also suffers from a
number of drawbacks: (1) it considers only one dimension of inequality (a feature
common, however, to the great majority of measures); (2) it is influenced by the
thinness of the chosen unit;14 (3) it reacts more to transfers around the mode—that is,
the value that appears most often in a set of data—than to transfers to the extremes
(the tails) of the distribution; (4) it does not obey the principle of exact
decomposition into the two classic manifestations of inequality: within a group (of
individuals, countries, or other) and between groups; and (5) it does not offer any
information on the asymmetry of the distribution (economies with the same Gini index
value can have very different distributions) since it is not able to identify where the
rise (or fall) in income concentration occurs. This means that it may remain
unchanged even as the distribution changes significantly as a consequence of
redistributive forces working in different directions at different points. In this
respect, we might say that the Gini index offers an opaque reading of the
concentration in a distribution.

A BIFURCATION: INDICES AND DISTRIBUTIONS        Some important statistical research
followed Gini’s elaboration of his index during the twentieth century.

In one major line of work, scholars inquired how to interpret the characteristics of
distributions and eventually how to capture their “inequality”: is it dispersion,
asymmetry, or concentration? Throughout the entire twentieth century statisticians
worked incessantly in this subfield of distribution with the goal of defining the
properties of a good index, and many indices, all with their own pros and cons, have
been developed. There are measures of variation (or dispersion), such as the
variance, the coefficient of variation, the relative mean deviation, and the entropy
indices,15 among which the most famous is the Theil index, developed by the
University of Chicago econometrician Henri Theil. The main reason for its success is



that this index is exactly decomposable into a between component and a within
component: how much of the inequality is due to differences showed by the groups of
observations in relation to each other and how much, conversely, is due to
differences within each group of observations. Further measures refer to the
skewness (or asymmetry), and others are simply derived from the empirical laws of
income distribution, such as shares: how much a specific fraction of population
receives, compared to the total population. Again, we discuss shares further in the
appendix to this book.

In parallel, the interest in giving a theoretical explanation to the entire distribution
was still vivid. In fact, along with data becoming increasingly available, a peculiar
form of the empirical income distribution started to emerge, as we showed in figure
2-1 of chapter 2. This form exhibits a positive skewness—that is, a significant hump
coincident with the mode of the distribution positioned to the left of both the median
and the mean income—and a long right-hand tail: a hyperbola. In other words, data
were disclosing that the great majority of people had—on average across
(developed) countries—an income that was less than the mean income, whereas very
few people had high incomes. These peculiar aspects were formally intriguing since
Pareto’s analytical expression was a hyperbola and as such it still had a role, though
applicable to the tail only, that is, to the high-income case. Figure 3-1 shows three
examples of this generalized form of the empirical distribution, with different
dispersions around the mean (different values of the parameter σ). The solid line
shows that many people have an income around the mean income (a more egalitarian
distribution), while the other two distributions, indicated by the dashed lines, show
increasingly greater dispersion of incomes (they are thus less egalitarian).

FIGURE 3-1. THREE DIFFERENT LOG-NORMAL DISTRIBUTIONS



A FURTHER BIFURCATION: ANALYTICAL OR THEORETICAL INTERPRETATIONS?    Not
unexpectedly, research on the theory of distribution was affected by this complex
empirical evidence and was increasingly close to an impasse: either the theoretical
explanation fit only a portion of the empirical distribution, its right-hand tail, or the
mathematical and statistical expression of the entire distribution were unable to offer
any theoretical explanation of it.

Scholarly work seemed to show that the best candidate for representing the entire
distribution of revenues was the log-normal distribution: a statistical distribution
normal in the logarithms. In other words, a logarithmic transformation of a normal
distribution that has the nice property of moving the mode away from the mean—
precisely, to its left.16 This results from the mathematical property of logarithms of
emphasizing the incomes at the bottom of the distribution (to the left of the mean)
since the lower the incomes, the greater is their logarithmic difference. Thus, around
the middle of the twentieth century it was agreed that the great majority of observed
distributions might conform in their right-hand tail—that is, for high income levels—
to the Pareto distribution (a hyperbola), while over their remaining range they are
better represented by a log-normal distribution fatter in the tails, called “leptokurtic”
distributions (as the three curves in figure 3-1). Not surprisingly, as mentioned just
before, for a smaller σ (the dispersion) the distribution is more equal, insofar as it is
more centered around its mean income. In lay terms, the majority of the population
has on average the same income.

This statistical work prompted further questions. Why is the distribution



concentrated on the left of a function that is asymmetrical, with a longer right-hand
tail? In technical terms, why is the most common income level (the mode of the
distribution) typically less than halfway up the distribution, while the income halfway
up the distribution (the median of the distribution) is below the mean of the
distribution? In lay terms again, in a “typical” society most people have an income
that is lower than the mean, and only a few people have incomes that are higher, and
often much higher, than the mean. Why?

To explain such empirical evidence, some scholars relied on a stochastic process
as the principal force, in which the observed pattern is entirely attributable to chance.
Income level at time t depends uniquely on its value at time t − 1 plus an independent
stochastic variable normally distributed, that is, with zero mean and constant
variance (that is, its distance from the mean). In technical terms, the change in income
is a random variable. Depending on the assumption about the random term, and using
a mathematical theorem known as the central limit theorem,17 we can state whether
the income distributes as a normal curve (like those shown in figure 3-2) or as a log-
normal curve (like those shown in figure 3-1). If the random term (u) is additive, that
is, if it is added to last period income (yt) to give this period income (yt + 1), such as
yt + 1 = yt + ut, we will have a normal distribution. If the random term is
multiplicative, such as yt+1 = yt ut, the outcome will be a log-normal distribution.

This abstract inquiry, however, does not provide much substance. As Harold
Lydall has written, “These theories rely too much on the stochastic element and too
little on the economic and social factors underlying the distribution of income.”18

FIGURE 3-2. THREE DIFFERENT NORMAL (GAUSSIAN)
DISTRIBUTIONS

Among the theories that are centered on such economic and social factors, the one
that has had the longest life, extending back to the nineteenth-century work of John E.



Cairne, is the “ability theory,” which considers abilities to be normally distributed
(that is, to have a Gaussian statistical distribution), as is the case with many physical
characteristics of human beings. Many theoretical contributions clustered around the
concept of ability and its dispersion, which was compatible with the skewness of the
distribution.19 Unfortunately, they appeared unsatisfactory to twentieth-century
empirical testing since data were showing that specific asymmetry of a log-normal
distribution. A piecemeal theoretical literature developed over time, aimed at
elucidating the puzzle of personal distribution, but apparently, no fully consistent
theory was ever achieved, at least at an aggregate level.20 The task may be too
demanding, as Champernowne, one of the most relevant scholars in the field of
stochastic income distribution, admitted.21 Too many forces that cause or limit
inequality are at work, making any theoretical model either unrealistically simplified
or hopelessly complicated. These forces—moving from social norms to institutions
—pertain specifically to society and politics. Fiscal policies, for example, a
quintessential political issue, have strong consequences on inequality, whether they
have a redistributive bias or not.

As Nobel laureate Jan Tinbergen noticed more than fifty years ago, the statistical
description of income distribution was much more advanced than its economic
interpretation.22 Almost fifty years later, Atkinson and Bourguignon again insisted
that “no unified theory of income distribution actually exists. Rather than a unified
theory, the literature thus offers a series of building blocks with which distribution
issues are to be studied.”23 Today the situation is not substantially different,
notwithstanding a flourishing new body of research. Some “building blocks”—such
as skill-biased technical progress, human capital formation, and wealth accumulation
—are recognized as among the main mechanisms operating on economic inequality,
but a comprehensive theory is still lacking.24

HAD SIMON KUZNETS ANY RESPONSIBILITY FOR THE LONG SLEEP OF THEORY?    The
answer might be yes, despite his intentions. An immigrant to the United States from
Russia, Simon Kuznets (1901–1985) was an economist and a statistician. He taught at
various prestigious American universities, including Harvard, and worked at length
for the National Bureau of Economic Research. He was a pioneer of historical series
of national accounting along the Keynesian framework. He received the Nobel Prize
in 1971 for his work on economic growth. In a famous 1955 article, “Economic
Growth and Income Inequality,” Kuznets looked at market income data for the United
States, England, and Germany from the late nineteenth century to post–World War
II.25 The sample was small but, as Kuznets said, was “at least a starting point for
some inferences concerning long-term changes in the presently developed
countries.”26

Two relevant differences from Pareto’s work were immediately visible: the use
of market data instead of fiscal data, and the subject of the survey, which in the case



of Pareto was the individual while in the case of Kuznets was the family-expenditure
unit. Kuznets’s research question was whether inequality in the distribution of income
increases or decreases in the course of a country’s economic growth. He developed
some conjectures about the relationship between income distribution and the
development of a country. “One might assume a long swing in inequality
characterizing the secular income structure: widening in the early phases of economic
growth when the transition from the pre-industrial to the industrial civilization was
most rapid; becoming stabilized for a while; and narrowing in the later phases.”27

Although Kuznets presented his analysis as highly tentative, he had apparently
detected a correlation between the degree of economic development of a country and
its domestic inequality. According to this analysis, underdeveloped economies
possess low degrees of inequality. During the process of economic development—
that is, as the society as a whole becomes richer—inequality initially rises, but
eventually it reaches a plateau and starts to decrease while economic development
proceeds.

Kuznets’s hypothesis relied on a classic dualism between sectors: average
income in the traditional (agricultural) sector is lower than in the modern (industrial)
one, and overall differences persist even when the process of migration from the
traditional sector to the advanced one has ended, owing to the diversification of jobs
in the more advanced sector. As development continues, however, inequality goes
down, thanks to redistributive institutions and policies. It is in advanced societies
that the government starts taking a more active role in redistribution, in parallel with
the progress of industrialization and unionization. Development is supposed to
increase redistribution because it transforms a dispersed agrarian workforce into a
more concentrated and organized industrial workforce, which thus acquires greater
political awareness and power.

Plotting an inequality index against per capita GDP would show a curve
resembling an inverted U, something like this: , indicating an increase in inequality
during the early stages of economic development and a decrease later. Notably,
although today everybody refers to the Kuznets inverted-U curve, in his article
Kuznets did not draw or mention any such curve, limiting himself to describing his
hypothesis. More important, in the last part of his 1955 article Kuznets devoted one
paragraph to the differences between developed and underdeveloped countries,
arguing that “the secular income structure is somewhat more unequal in
underdeveloped countries than in the more advanced [ones].”28

Interestingly, this idea had already been advanced in 1895 by the German social
economist Gustav von Schmoller.29 It is worthwhile recalling it because it shows that
the so-called inverted-U hypothesis is more the result of a profound knowledge of
economic history than of formal mathematical elaboration.

Finally, it should be noted that whereas Kuznets limited his model to describing
the evolution of domestic inequality in a country undergoing development, many



researchers today use it to compare countries in different stages of development at a
specific moment in time, positioning them either on the rising part of the curve, or on
the plateau, or on the descending part, according to the countries’ relative level of
development and inequality. In other words, if Kuznets was interested in describing
the evolution of inequality in one country across time (and never drew the inverted-U
curve that would bear his name forever), later investigators have often used the
Kuznets inverted U to describe inequality in many different countries at a specific
moment in time.

Kuznets’s (and Schmoller’s) hypothesis gave rise to a large body of theoretical
and empirical research, including the official models used by organizations such as
the World Bank. Its applications have extended well beyond anything envisioned by
Kuznets himself, who was very cautious in presenting his findings and who warned
repeatedly that he was building on very little actual evidence, and was thus engaged
in little more than pure guesswork. In Kuznets’s words, “In concluding this paper … I
am acutely conscious of the meagerness of reliable information presented. The paper
is perhaps 5% empirical information and 95% speculation, some of it possibly
tainted by wishful thinking.”30

Kuznets’s 1955 article was nonetheless interpreted by other researchers as
providing a sort of law, replicable from country to country. In a sense, then, Kuznets
contributed to the long sleep of inequality theory, as the general interpretation of his
insight pointed at relieving possible worries about the future trend in inequality as a
country progressed in its development. In fact, the inverted-U hypothesis received
reasonably strong validation—though only until the 1970s, when better data and
improved data-mining techniques put it in question. Today, the Kuznets inverted U
can no longer be invoked—at least in the Western world—as a theory about
inequality. Kuznets’s analysis about the relationship between intersectoral shifts and
inequality, however, remains important to understanding the process of economic
growth.

After Kuznets’s inverted U, as after Pareto’s α, inequality researchers returned to
focusing primarily on data collection and conceptual definitions, and on clarifying
measures. A widely shared opinion sees this prioritization of data treatment as
something noxious to the linkage between theory and empirical studies, which is
looser here than in other areas of economics. On the contrary, a theory of income
distribution is vital for both social science and policymaking.

Ironically, both Pareto and Kuznets may be said to share some responsibility for
the continuing lack of a full theory of personal income distribution, though this can be
done only at the price of some simplification. Whereas Pareto claimed to have found
a historical “law” with predictive qualities, Kuznets was particularly aware of the
tentativeness of his analysis and did not claim that his conclusions were a historical
necessity. More modestly, he focused on intersectoral shifts and how they affect
income distribution. And yet their analyses can be considered somehow to convey the



same message: either inequality was a quasi-unchangeable constant (Pareto) or its
fate was to disappear in the course of modernization (Kuznets). Neither view was
correct. Yet these two individuals, who could not be more different in terms of
temperament, vision of society, and historical context in which they worked,
contributed similarly to keep the research on income distribution in economics
somewhat dormant, because both shared the intellectual blind spot of approaching
inequality as if it were not a political problem.

MORE ON THE LONG NEGLECT OF THEORY: WELFARE ECONOMICS, AGAIN    The
neoclassical theory of distribution advanced during the first half of the twentieth
century showed a substantial rejection of any normative element with the
(nondeliberate) help of statistics, which focused on elaborating an “objective” index.

Inequality, however, inevitably refers to value judgments, which economics tends
to handle poorly. Thus the measure of inequality should go beyond the appraisal of a
distribution based on objective indices and should consider a normative approach so
as to acquire awareness of what a society desires for its own members. This is
something that Hugh Dalton had addressed already in the 1920s when, though not
fully explicitly, he connected statistics to social welfare concerns, as we discussed in
chapter 2. Dalton stressed the importance of the effects of income distribution on the
total amount of social welfare more than the effects of income distribution as such.
Pigou’s (and Dalton’s, too) transfer principle just aimed at this target.31 Thus it was
Dalton who effectively connected the descriptive with the normative aspect of
measurement, stressing the important role of value judgments when measuring
inequality.32

However, Dalton’s contribution was substantially neglected for fifty years until
Atkinson in 1970 reanimated the normative issue with his important advance, which
would become the basis for measuring inequality in a social welfare context. What
did Atkinson do in 1970? He converted welfare functions into inequality measures
and vice versa, presenting the welfare-economic implications of Lorenz curve
comparisons and elaborating a normative index.33

Atkinson proved that, under certain assumptions, the ranking of distributions
according to the Lorenz curve criterion (that is, the relative position of the curves
with respect to the 45-degree line together with their noncrossing, indicating greater
or lesser inequality in the distribution) is identical to the ranking implied by a social
welfare function satisfying some minimal assumptions.34 Thus one distribution of
income is welfare-superior to another (with the same mean) if and only if it Lorenz-
dominates (that is, the welfare-superior curve is closer to the 45-degree line and the
two distributions do not cross). The Lorenz curve, which was originally just a visual
representation of data, an objective measure of inequality, reappeared surprisingly as
a protagonist, thanks to Atkinson, and became a starting point for theory. At the end of
the 1970s the Lorenz ordering found a multitude of applications in theoretical



statistics, and today the Lorenz curve is still the basis of many applications in public
finance and studies of growth and poverty.

In this process of merging inequality and welfare, Atkinson elaborated an index—
one obeying the three main properties of a good index: independence on the mean of
the distribution, symmetry, and transfer sensitivity—able to provide a normative
basis for the measurement of income inequality.

This index, like the Gini index, lies between zero (complete equality) and 1
(complete inequality).35 However, the meaning is different: in Atkinson’s index, a
value of 0.30 means that “if incomes were equally distributed then we should need
only 70% of the present national income to achieve the same level of social
welfare.”36 In simpler terms, the index gives us the welfare loss (30 percent in the
above example) of current inequality. Moreover, since this index varies according to
a parameter ͼ—which indicates the society’s aversion to inequality37—it goes well
beyond a simple measurement. When ͼ equals zero, there is complete indifference
toward inequality, while a positive and increasing value of ͼ up to infinity means an
increasingly higher propensity to redistribution so as to favor individuals in the
bottom part. Thus, “not only does this close correspondence serve the purpose of
constructing new measures of inequality, but it also helps in uncovering the implicit
value judgments in inequality indicators that are used without specifying any welfare
assumption.”38

WHAT ELSE? STATISTICAL TOOLS FOR AN AUGMENTED VISION OF INEQUALITY    
Distributive justice—with a focus primarily on defining what societies want—was
thoroughly studied in the second half of the twentieth century. Within that vivid
debate, (in)equality was thrown into the stormy waters of modern moral philosophy
and social choice theory, emerging once more as a hardly measurable concept.

However, that debate also challenged the measurement realm of inequality,
shifting the interest toward a multidimensional approach. The need to consider,
within the concept of inequality, aspects that are external to the pure economic
dominion, yet without losing any formal rigor in measurement, became in the second
half of the twentieth century a blossoming area of research in both statistics and
mathematics applied to social sciences.

This research was undoubtedly inspired by Sen’s capability approach,39

according to which society should consider what people are able to be and to do, and
should be concerned about the quality of life well beyond utility or income. In Sen’s
approach, the two relevant categories are functionings (good health, literacy, and so
on) and capabilities. Functionings are “beings and doings,” that is, what we are and
what we do, whereas capabilities are “the opportunities to achieve functionings.”40

Capabilities can thus be considered an indicator of freedom. Unfortunately, the
capability approach has remained almost entirely theoretical because both the
weighting structure and the substitutability of the functionings hide implicit value



judgments, which are still—and perhaps will always be—an unsolved aspect in
terms of actual measurement.

Multidimensional measures of inequality within a normative approach have been
the subject of extensive recent research.41 As a general strategy, the bifurcation either
stays within considering each dimension in its singularity or conflates
multidimensionality into one indicator: either to derive multiple indices that can be
applied directly to the vectors of various attributes or to specify a composite index
and then compute a univariate inequality index. Technical and nontechnical
advantages and drawbacks are present with both choices.

Researchers have elaborated theoretically refined and empirically challenging
measures that have not yet emerged from the specialists’ sphere to reach a wider
audience. The unique multidimensional index whose application has extended beyond
that of a small group of specialists and is now being used worldwide for
socioeconomic evaluations is the Human Development Index (HDI), which has the
relevant merit of having raised awareness of the connection of politics to the
inequality issue. The multidimensionality of this index resides in its considering
income together with life expectancy and educational achievement, and then
averaging over these three values.42 Not surprisingly, Sen has described it as a
“vulgar” measure, with almost the same level of crudeness as GNP.43 Much remains
to be done, therefore, to build a multidimensional and statistically strong measure.

At the end of the day, the question of why there is no theory of inequality can be
considered answered—or it can be rejected as the wrong question. In fact, we may
consider that the quasi-absence of the personal distribution concept in economics
until roughly a century ago, combined with a mere computational effort, may have left
no room or energy for a widespread inquiry into the causes of inequality, giving an
objective explanation to the puzzle. Or we may consider that the search for an
explanation of the causes of inequality risks becoming pointless since inequality is
solely a lack of equality, and agreement on both the concept of equality and what
degree of equality is wanted seems, at least presently, out of reach. Thus societies
must determine what degree of fairness and ethics is wanted and always renegotiate a
difficult balance.



 

  FOUR  INEQUALITY AND GLOBALIZATION

There is currently no such thing as global equality of opportunity: a lot of our income depends on the
accident of birth.

—Branko Milanovic, Global Inequality

HUGE INTERNATIONAL MIGRATORY FLOWS are a distinct feature of the last thirty to fifty
years, depending on the countries of destination. The flow of migrants toward Europe
began well before the collapse of Syria and Libya, one result of the abysmal
differences between many poor non-European regions and Europe.1 In particular,
economic migration from sub-Saharan Africa continues stronger than ever, as
migrants seek to escape poverty and inequality.2 They don’t see a future at home, and
they feel they have nothing to lose: “I’d rather die than go back to my country,” a
young Somali man ready to cross at the port of Misrata, Libya, explained to a Le
Monde reporter. “Going back to Somalia, to that sense of insecurity, to that poverty,
is inconceivable to me. I would try to leave for Europe as soon as I was sent back.
I’d rather die than give up.”3

As data on global migrations before and after the onset of the global economic
crisis in 2008 confirm, international economic inequality is crucial to understanding
migratory flows. Whereas in the years 2000–2010 the number of migrants grew at a
rate of approximately 4.6 million annually (in absolute terms, from approximately
174 million to 220 million), in the current decade, when advanced economies have
experienced a dramatic slowdown, the number of migrants has grown at the lower
rate of approximately 3.6 million annually.4 Prospective migrants know that
economic opportunities are shrinking even in advanced economies, and some decide
not to leave or to postpone leaving.

A BIRD’S-EYE VIEW OF GLOBALIZATION    Migrations typically occur during globalizing
waves, though national policies often try to restrain them. As the historians Jürgen
Osterhammel and Niels Petersson remind us, globalizing processes have always been
characterized by important migratory movements. The spread of a religious
ecumene—roughly, a transnational community—under Islam in the eighth century and



of the Mongol Empire in the thirteen century are early instances of globalizing
processes, although both eventually reversed.5 Migrations are powerful globalizing
mechanisms as they spread customs, beliefs, languages, traditions, commercial and
financial networks, techniques, flora and fauna, and less visible yet important new
elements such as genes and bacteria.6 But migrations are in turn the product of
globalizing dynamics originating in other spheres, such as political and territorial
aggregation, military conquests, and international trade and financial globalization.

The economic history of the last two centuries is, in this sense, paradigmatic, for
the global economy in the nineteenth century became increasingly interconnected—
world trade, for example, increased much more than global production—and
migratory flows increased accordingly. Between 1850 and 1914, approximately 65
million people left their countries for good, mainly as a consequence of systemic
economic changes.7 Finally, the current Mediterranean migration underscores that
migrations are a fundamental factor directly affecting and affected by inequality
dynamics at the global level. People’s ability to migrate is not only an unmistakable
sign that globalizing forces are at work; it is also one of the principal mechanisms for
individuals to raise their standard of living and increase their position in the global
income distribution.

The example of migrations shows that the phenomenon of globalization is
complex and multifaceted, intimately connected to the imbalances of inequality.
Globalization has a cultural dimension, for it is associated both with the spread of
hegemonic cultures globally and with the somewhat opposite phenomenon of cultural
hybridization. Also, it affects political dynamics at the national, regional, and global
level. Nation-states are embedded in economic and political processes that are
increasingly global, implying a reassessment of national sovereignty and often
triggering processes of fragmentation and territorial and political reconfiguration in
the form of separatist movements or, at the opposite pole, macroregional
agglomeration. At the global level, these dynamics affect the long-term balance of
power among global macroregions. Globalization, in sum, integrates a number of
different processes within a single comprehensive framework.8

Researchers have often approached globalization as a process that unfolds in the
very long run. Kocka and Osterhammel and Petersson, as we have seen, cite the
spread of Islam in the eighth century and of the Mongol Empire in the thirteenth
century as instances of globalization, but also notice that those instances never
reached the tipping point of irreversibility, and sooner or later ceased. Other
historians have focused instead on the formation of colonial empires at the beginning
of the sixteenth century as the start of an irreversible process of global economic
integration. Immanuel Wallerstein, for example, described the European economy in
the sixteenth century as the nucleus of a European “world economic system” that in
time would aggregate other areas of the globe as peripheries to that core.9

Wallerstein’s analysis was just one of a number of seminal studies on the



globalization of economic processes from the fifteenth century on, such as those by
the French historian Fernand Braudel and the sociologists Giovanni Arrighi and
Beverly Silver.10

Those processes had not been neglected by an earlier, very prominent
commentator: in the first volume of Das Kapital, Karl Marx wrote that “the
discovery of gold and silver in America, the extirpation, enslavement and
entombment in mines of the indigenous population of that continent, the beginnings of
the conquest and plunder of India, and the conversion of Africa into a preserve for
the commercial hunting of blackskins, are all things which characterize the dawn of
the era of capitalist production.” On the heels of those “idyllic proceedings,” he
concluded, trod “the commercial war of the European nations, which has the globe as
its battlefield.”11 Many will consider Marx a biased observer, yet he was accurately
depicting the relationship between globalization and inequality.

Other historians have studied globalization, and in particular economic
globalization, as a distinctively modern phenomenon. The Harvard economic
historian Jeffrey G. Williamson places the “first global century” in the nineteenth
century, between 1820 and 1913: “In spite of all the attention that the Age of
Discovery and the Age of Commerce get from historians, the descriptive phrase
‘global economy’ only applied to a tiny share of world economic activity before the
nineteenth century.”12 In this sense, globalization refers mainly to deeper international
economic integration, and this is the dimension we will privilege in the rest of this
chapter.

During the so-called first and second waves of globalization (ca. 1870–1914 and
1950–mid-1970s, respectively), between-country inequality increased, while
domestic inequality, at least for those countries that underwent an industrial
revolution, seemed to follow Kuznets’s hypothesis of an inverted-U trajectory: at
first inequality increased, and in later stages of economic growth it decreased.

These downward within-country inequality trends have in past decades undergone
a staggering U-turn. Today the social compact that after World War II kept together
economic expansion and social justice in many countries is quickly eroding. This
erosion has caused increasing tensions, discontent, and social anomie, which are
changing the nature of many of the world’s democracies. This condition is obviously
affected by global phenomena and transformations. Kuznets’s inverted-U curve
apparently no longer applies, and whereas between-country inequality has begun to
decrease, within-country inequality is again on the rise. As François Bourguignon has
recently argued, “The central question is whether the increase in inequality observed
in the United States, in some European countries, and in some emerging countries
may be considered the consequence of a globalizing process, which, at the same time,
has drastically reduced income differences between developed and developing
countries.”13 In other words, how can we interpret the interplay between
globalization and within- and between-country inequality? This chapter discusses



some of the literature that can help us answer this question.
Another question, however, must be also discussed, namely, the consequences of

these changes in the dynamics of inequality for national societies. Increasing
inequality within specific countries directly affects those countries’ social fabric and
democratic institutions. We discuss this dimension in chapter 5, devoted to inequality
and democracy.

DIFFERENT CONCEPTS OF BETWEEN-COUNTRY INEQUALITY    Between-country
inequality can be observed from a number of different perspectives. First, we can
study the inequality resulting from differences in the per capita gross domestic
product (GDP) of different countries. Depending on whether the countries are
weighted by their population or not, as discussed in the appendix, this inequality is
referred to as “world” and “international” inequality respectively. Second, we can
study the inequality resulting from income differences among all the citizens of the
world as if they all belonged to one single country, which we call “global”
inequality. Global inequality thus combines the measure of population-weighted
inequality across nations with the measure of the inequality existing within each
country.

Whereas the concept of global inequality will eventually supplant the concept of
population-weighted international inequality as a more accurate measure of basically
the same phenomenon (that is, the level of inequality in the world), unweighted
international inequality—that is, the inequality among countries in the world, as if
every country, from the highly populated to the barely inhabited, counted the same—
enjoys a certain consideration among students of inequality. One of them, for
example, suggests that for purposes of policymaking, treating countries as if all
counted the same makes sense, because it allows investigators to observe what
works and why, irrespective of a country’s size. 14 The size of a country, however,
clearly does affect many policy decisions and the likelihood that they will be
successful, for what is possible in a large country may not even be conceivable in a
small one. This concept especially has recently been at the core of an important
debate on whether globalization is correlated with an increase or a decrease in
international inequality.

More precisely, the discussion has revolved around whether globalization has
helped less developed countries catch up to more advanced countries, and thus
around whether average incomes in developed and less developed countries are
converging or, on the contrary, whether globalization has further increased the
income gap between less developed and more developed countries. For this reason,
this debate is known as the convergence debate.

INEQUALITY BETWEEN COUNTRIES: GLOBALIZATION AND THE CONVERGENCE DEBATE    
Standard economic theory predicts economic convergence. Especially in a setting



characterized by open trade and the free circulation of ideas, capital, commodities,
and people, countries that are economically underdeveloped can tap into and adapt to
their needs a huge storehouse of technological and administrative knowledge, and in
this way can catch up to the most advanced economies. This notion of catching up, or
convergence, was espoused by William Baumol three decades ago when he noticed
that in the decades following 1870, when the first wave of globalization began
gaining momentum, most market economies caught up to the leader. Moreover, the
higher the productivity of a country in 1870, the slower that country’s productivity
grew in the next hundred years. In other words, countries that were underdeveloped
in 1870 gained more ground than the economically advanced countries. This trend
toward convergence included not only advanced free-market economies but also
“intermediate” and planned economies; only the very poorest underdeveloped
countries did not participate in the trend at all.15

Baumol’s interest in convergence trends was initially prompted by specific U.S.
national preoccupations. As concerns were mounting over the slowdown in U.S.
productivity and the perceived erosion of the country’s leadership position in the late
1960s and early 1970s, Baumol sought to show that convergence, especially
productivity convergence, was a constant of long-term economic history. It was not
that U.S. productivity was falling below its past record, as the alarmists claimed. The
explanation was simpler and much less worrisome: the U.S. economy was
performing well, but other industrial countries were stepping up productivity and
approaching U.S. levels.

Baumol’s article triggered an exchange with the economists J. Bradford DeLong
and Edward N. Wolff that soon put aside the specific question of the place of the
United States among advanced economies to reignite an illustrious tradition of
studies about the broader phenomenon of international convergence.16 Baumol was
adamant in claiming that the only pattern that counted in the convergence path was the
trade-off between 1870 productivity levels and future growth: “What is striking is the
apparent implication that only one variable, a country’s 1870 GDP per work-hour,
or its relation to that of the productivity leader, matters to any substantial degree.”
The institutional setting and the presence or absence of trade openness, high
investment ratios, and industrial policies did not count much: “Whatever its behavior,
that nation was apparently fated to land close to its predestined position.”17 The only
exception was the poorest among the less developed countries, which had not
followed a catching-up pattern and instead had increasingly lagged behind, probably
because of an insurmountable gap in educational and technological levels that made it
impossible to absorb advances in knowledge from more developed countries. Less
developed countries were thus excluded by history from the “convergence club.”

Against Baumol’s bold linearity and insistence on a sort of historical
predestination, economists and economic historians discovered that the historical
record in fact falsified the convergence prediction, or showed convergence in



periods when nobody would expect it, such as during the interwar, ultra-
protectionist, and antiglobalizing years. In the late 1980s, thus, the question of income
convergence met globalization studies, prompted by the collapse of the Bretton
Woods system and the liberalization of financial flows, and the convergence
prediction turned into the much more contentious convergence debate. In that debate
lie important seeds of current work on between-country economic inequality.

The point, of course, was not really convergence among the countries that by the
second half of the twentieth century were considered to be “advanced capitalist”
countries. DeLong in 1988 and the World Bank economist Lant Pritchett in 1997 both
noticed that Baumol’s sample guaranteed the finding of historical convergence, as
Baumol had chosen countries whose economies were actually advanced when his
article was published in 1988. Baumol’s sample, in other words, was biased, as
Pritchett put it, because “either countries are rich now and were rich historically, in
which case they all have had roughly the same growth rate (like nearly all of
Europe), or countries are rich now and were poor historically (like Japan) and hence
grew faster and show convergence.” A study of countries that had in fact converged
could only show convergence, and was “almost tautological.”18 Only an ex ante
analysis of the economic trajectory of countries that back in 1870 had shown the
potential to converge would have avoided this tautological result. And once one
avoided Baumol’s bias, the results were different. An unbiased sample of countries
that in 1870s were credible candidates for convergence, DeLong noticed, had not
converged.19 Argentina, which in the late nineteenth century was relatively rich but
later lagged behind, is a case in point.

But not only convergence appeared not to be a historical necessity. Pritchett
remarked that once one considered both advanced and less developed countries at the
end of the twentieth century and one century earlier, the relative trajectories could
instead be summed up as “divergence, big time.”20 This discrepancy between
convergence and globalization trends shook the foundations of a benign reading of
globalization. Pritchett noticed that convergence had occurred only among European
countries and other temperate regions of European settlement (called in the literature
the European offshoots) plus Japan, whereas the growth rates of less developed
countries had on average been slower than those of advanced countries, therefore
producing divergence in relative incomes. The only positive note in this analysis is
that the pattern was not the same for all less developed countries, which in the
postwar period showed very different trajectories. While certain countries have
indeed stagnated, others have shown remarkable growth ratios.21

The convergence debate sheds light on a much more varied scenario. To start
with, the period of incubation of the first wave of globalization (1820–1870) was
characterized by convergence, although at first only among England, Belgium, and the
northeastern United States. Later, during the first globalizing wave proper (1870–
1914), convergence involved also other temperate regions, such as Canada, New



Zealand, Australia, the U.S. West Coast, Chile, and Argentina. Outside this small
group of countries, the first era of globalization did not produce any converging
trend. The convergence club seemed instead to become larger during the
deglobalizing period between the two world wars, when additional countries in Latin
America, the Soviet area, Japan and its Korean empire, and parts of coastal Africa
such as Ghana, the Ivory Coast, Kenya, Tanzania, Nigeria, Morocco, Algeria, and
Tunisia began to close the gap that separated their economies from the advanced
ones.

Finally, the postwar globalizing era marked, during the second wave (1950 to
mid-1970s), the completion of the convergence process among advanced economies.
During the third globalizing wave (post-1980), a number of less developed
economies have accelerated, especially highly populated China and India and the
Asian tigers, but many other countries in Africa, Latin America, and the former
Communist bloc have lagged behind. The convergence club has thus acquired some
important members, but it has also lost a number of members that were previously in
it or nearly in it, such as Argentina, South Africa, the countries of Mediterranean
Africa, and various countries that were part of the former Soviet Union.22

While scholars such as Robert Barro argue that globalization has indeed
succeeded in fostering convergence, as many additional countries have joined the
club of advanced economies, other authors have noticed that over the past forty years,
that is, more or less during the third wave of globalization, income levels have in fact
been diverging, and we are witnessing today unprecedented levels of between-
country inequality.23

The economic historians Peter H. Lindert and Jeffrey G. Williamson, who accept
this conclusion, have also noticed, however, that the dramatic widening of income
gaps between nations can be dated back at least to 1600 C.E., if not earlier. Although
based on only partial information, especially for the most distant periods, Lindert and
Williamson’s conclusion is nonetheless that “the early modern ‘great divergence’
was true in all dimensions—globally and between European nations and within
European nations.”24

And yet what looks like an unproblematic claim opens the door to a question of
the utmost importance, that is, whether globalization is actually responsible for the
increasing inequality that is unfolding before our eyes. If global divergence has been,
in Pritchett’s terms, “big time” for at least 400 years, globalization has a much
shorter history, dating back to the early nineteenth century at the most. How, Lindert
and Williamson ask, could globalization (less than 200 years old) be responsible for
rising world inequality (more than 400 years old)?25

In particular, through a complex analysis of the diverse elements that characterize
national and international economic processes, Lindert and Williamson show how
globalization affected different economies in very different ways. For example,
during the first globalizing era, access to international markets and mass migrations



affected rich, land-abundant New World countries and poor, land-scarce European
countries in opposite ways: within-country inequality increased in the former and
decreased in the latter. Some poor primary-product-exporting countries, which were
the destination of mass migratory flows, as were other land-abundant New World
countries, and which, like them, showed increasing domestic inequality, witnessed in
addition the phenomenon of deindustrialization and ensuing lower long-term
economic growth. As a consequence, they lagged behind rich New World countries,
which instead attracted capital and entered on a path of self-sustained growth. In
other words, primary-product-exporting countries experienced increasing inequality
both within and between countries.26

The major point of Lindert and Williamson’s contribution is that within-country
and between-country inequality are not the outcome of globalization. The rise in
inequality, and especially the rise in between-country inequality that characterizes the
last two centuries, is in their opinion caused by large areas of the world remaining at
the margins of the globalizing waves.27 In his analysis of the world economy, Angus
Maddison made very much the same point, underscoring how the deglobalizing
period of 1914–1950 saw an acceleration in the rise of between-country inequality.28

As far as within-country inequality is concerned, while admitting that this
phenomenon is of less unequivocal interpretation, Lindert and Williamson still
attribute it to an excessively low degree of openness to globalizing processes. In
their discussion of China, India, Indonesia, and Russia, for example, they claim that
“the rise in [within-country] inequality appears to have been based on the exclusion
of much of the population from the benefits of globalization.”29

A number of analyses that reach the same conclusions have been advanced, so
much so that we can consider this reading of the relationship between globalization
and inequality trends as the orthodox position. In fact, already between the late 1960s
and the 1970s a number of studies had attacked protectionist policies in less
developed countries in favor of trade openness and liberalization, arguing that
“promoting” industry instead of “protecting” it was the correct trade policy for newly
industrializing countries. These studies, in other words, disregarding the structural
difference between industrially advanced and less developed countries, argued that
protectionist barriers should be eliminated in favor of policies aimed at enhancing
the efficiency and international competitiveness of the industrial sector.30 Subsequent
studies have often shown, if not a causal relationship, at least a correlation between
increasing globalization and decreasing inequality. In a much cited issue of the
Oxford Review of Economic Policy, Andrea Boltho and Gianni Toniolo described a
rise in the Gini coefficient of population-weighted between-country inequality during
the 1940s, followed by a plateau in the subsequent three decades, and finally an
important fall after 1980 (remember that the higher the Gini coefficient, the higher is
inequality).31 Boltho and Toniolo introduced a new and important element in the
analysis of world inequality. The turning point of 1980, after which between-country



world inequality decreased to pre-1950 levels, was caused by an acceleration in the
rate of growth of the two most populous countries in the world, India and China.32

These two countries have a crucial influence on trends of world and global
inequality.

One institution that has more consistently highlighted the beneficial effects of
globalization on inequality has been the World Bank. The World Bank’s analysis of
inequality has often appeared to be a by-product of its focus on economic growth.
Still, the correlation between globalization and decreasing inequality has been made
consistently explicit. The flagship annual World Bank publication, the World
Development Report, has often insisted on this relationship. Specifically, according
to the 1987 and 1994 reports, the average GDP per capita of strongly outward-
oriented and moderately outward-oriented countries grew, in the 1963–1973 period,
by 6.9 and 4.9 percent, respectively. After a pronounced slowing during the turbulent
decade of the 1970s and early 1980s (to 5.9 and 1.6 percent, respectively), those
figures recuperated in the subsequent globalizing period (to 6.4 and 2.3 percent,
respectively). Inward-oriented countries, by contrast, showed a much worse record:
4.0 and 1.6 percent for the moderately and strongly protectionist countries,
respectively, during the 1963–1973 period; 1.7 and −0.1 percent, respectively,
during the 1970s; and −0.2 and −0.4 percent during the third globalizing wave.33

Two conclusions could be drawn from these data. First, while outward-oriented
countries consistently benefited from participating in the world economy, inward-
oriented economies declined and then went into a nosedive. Second, the more open
an economy is, the higher its growth rate appears to be.

Obviously, this directly affects inequality trends, if not at the domestic level,
undoubtedly at the international level. According to a widely circulated 2002 World
Bank report, “Globalization generally reduces poverty because more integrated
economies tend to grow faster and this growth is usually widely diffused.” As the
report recognized, many countries, totaling about 2 billion people, had remained
untouched by the globalizing process and so had fallen behind. Unfavorable
geography, weak institutions, or endemic civil war were among the main causes for
these countries’ increasing marginalization. Countries that instead adopted outward-
oriented policies highly benefited from them. Within-country inequality was not
necessarily affected, and when it was, only with much variation among countries.
During the 1990s, however, new globalizing developing countries grew at an average
5 percent per year, against an average 2 percent of advanced countries. As the report
pointed out, “Between countries, globalization is now mostly reducing inequality.”34

Orthodoxy does not mean unanimity, however, and so some researchers have
questioned this benign reading of globalization. Branko Milanovic, at the time an
economist at the World Bank, criticized this mainstream view of globalization as at
best “naïve,” at worst “self-interested,” and at any rate misleadingly “Polyannaish.”
As he writes, “It is only a slight caricaturization of this naïve view to state that its



proponents regard globalization as a deus ex machina for many of the problems such
as poverty, illiteracy or inequality that beset the developing world.”35 Specifically,
Milanovic criticizes the historical analysis as depicted by scholars such as Lindert
and Williamson. First, the Atlantic economy that, according to Lindert and
Williamson, has been at the core of the globalization process has not shown, as they
claim, any unquestionable convergence trend. The historical evidence, in
Milanovic’s view, is far from conclusive, and depending on which statistics one
adopts, one could argue that even among core countries globalization was
accompanied by increasing divergence. Second, in the nineteenth century many less
developed countries were forced to participate in the process of globalization by
way of gunboat diplomacy and colonialism. As Milanovic writes, “Globalization
was not merely accompanied by the worst excesses of colonialism; colonialism was
not an accident. On the contrary, globalization was colonialism because it is through
being colonies that most of the non-European countries were brought to the global
world.” Remarkably, in the analysis of Lindert and Williamson never once are the
words “colonialism,” “colony,” “slavery,” or “colonization” mentioned. 36 And yet it
was during the nineteenth century that the largest among the future third world
countries were inserted into the global economy led by the core Atlantic economies.
During this century, we can observe both an absolute and a relative decline of less
developed countries compared to advanced economies. This does not necessarily
mean, as many theorists of dependency claim, that the economic growth of the West
was rooted in imperial rule and colonialism, but it certainly shows that the economic
stagnation and impoverishment of the global south was correlated to colonial
exploitation.37

Milanovic has also reassessed the analysis of the postwar globalizing waves, and
again, he has not found evidence of correlation (let alone causation) between
globalization and economic growth. From calculations based on various different
sources, he notes that during the second wave, which he dates to 1960–1978, GDP
per capita growth rates were much higher than in the subsequent period, 1978–1998,
which was characterized by increasing trade openness and the shrinking of the
welfare state and safety nets in many countries. If in the first period Africa’s GDP
per capita (weighted by the population) grew by 1.5 percent per year, Asia’s by 4.0,
Latin America’s by 2.8, Eastern Europe’s and the former Soviet Union states’ by 5.1,
Western Europe’s and its offshoots’ by 2.9, and the world’s, on average, by 2.7
percent per year, in the second period Africa’s GDP per capita grew by a miserable
0.1 percent per year, Asia’s by 3.6, Latin America’s by 0.8, Eastern Europe’s and the
former Soviet Union states’ by −1.1, Western Europe’s and its offshoots’ by 1.6, and
the world’s, on average, by 1.4 percent per year. Especially in the case of Asia, the
rate’s fall was limited owing to the large weight that China’s and India’s growth
received because of their large populations. The unweighted Asian growth rate
would otherwise have plummeted from 6.3 percent per year in 1960–1978 to 0.9



percent per year in 1978–1998.38

These data prompt us to reflect on how these very large countries and their huge
populations affect the analysis and interpretation of inequality at the world level.
Whereas economists today agree that in the last two centuries, incomes across the
world have dramatically diverged, they still identify profound differences in the role,
if any, that globalization has had on this divergence. In the preceding paragraph, the
analysis of the growth rates of GDP per capita in the second and third globalizing
waves, first referring to population-weighted data and then, with a focus on Asia, to
unweighted data, shows how results can dramatically change and lead to opposite
conclusions. Later in the chapter we broaden the discussion to global inequality (that
is, a combination of between-country and within-country inequality) and see how it
can help us better understand inequality trends, with a special focus on the third
globalizing wave. First, however, we are interested in what happened to within-
country inequality in the earlier globalization periods.

WITHIN-COUNTRY INEQUALITY DURING THE FIRST AND SECOND GLOBALIZATION
WAVES        The first globalization wave corresponded to the first age of
industrialization. Until then, human societies had been agrarian economies and
operated according to a Malthusian logic: incomes, in other words, would move up
and down pro-cyclically with mortality rates and wars. Inequality rates, in pre-
industrial economies, could not be particularly high. Obviously, pharaohs, emperors,
medieval princes, and members of the elite could be (and often were) staggeringly
rich, but the average income of the large mass of the population was usually not
significantly above subsistence level. This can be easily grasped intuitively, but we
can also rely on some more articulated analyses. Milanovic, Lindert, and
Williamson, after their polemics over convergence, joined forces to document
inequality levels in the pre-industrial world.39 They found that in many societies the
average income was only approximately twice the subsistence income. In the Roman
Empire in 14 C.E., for example, the mean income was 2.1 times the subsistence
minimum; in Byzantium in the year 1000 C.E., the mean income was 1.8 times the
subsistence minimum; in England and Wales in 1290 C.E. it was 2.1 times the
subsistence minimum, and so on. Only in eighteenth-century Holland, the metropolis
of a powerful commercial empire, did the mean income escape this low value: it was
6.8 times the subsistence minimum, almost the same as in England and Wales in 1801
C.E. (6.7).40

Based on these data, Milanovic, Lindert, and Williamson were able to build what
they called an “inequality possibility frontier” and an “inequality extraction ratio.”
The former refers to the maximum possible inequality attainable in a society. To
recall, in principle the Gini coefficient can reach a value of 1 (or 100, depending on
the scale we use) when the entire population does not receive any income and one
individual receives the entire income. This is the theoretical value of extreme



inequality, although in actuality it is impossible: those who did not receive any
income would die and the society would quickly collapse and disappear. In fact, all
individuals usually receive at least what is needed to survive, which is a subsistence
income. What remains after the subsistence income has been distributed to all
individuals in a population is what elites can actually take for themselves. This
quantity, and the corresponding Gini coefficient, is the “inequality possibility
frontier.” Clearly, the closer the mean income is to the subsistence minimum, the less
surplus is available for the elites to seize, and hence the maximum possible
inequality will be relatively low. The higher the mean income is in comparison to the
subsistence minimum, the higher will be the surplus that elites can seize, and thus the
higher the Gini coefficient can be. The inequality possibility frontier is a very
valuable concept as it disregards the extreme cases that arise in the theory of the Gini
index and provides a framework with which to gauge the actual inequality coefficient
of a society with regard not to a theoretical 1 (or 100) but to the maximum possible
inequality that allows a society to survive. This way of calculating the Gini
coefficient is expressed by the following equation:

G* (μ) = (α − 1)/α,

where G* denotes the maximum feasible Gini coefficient for a given level of overall
mean income (μ), and α (which is not Pareto’s α, discussed in chapter 3) is the
multiple of the subsistence minimum income. Clearly, if a society has resources only
adequate for all its members to receive a subsistence minimum, inequality will be
impossible. In terms of the equation, α = 1 and G* = 0. As we have seen from the
historical examples of the Roman Empire, Byzantium, Holland, England, and Wales,
however, the mean income is virtually always a multiple of the subsistence minimum,
though often not a huge multiple. With α > 1, a surplus becomes available, elites may
be able to seize it (how much of it is a matter of their political and coercive power,
ability, and historical accident), and inequality arises. Figure 4-1 shows the
maximum feasible Gini coefficient in relation to a society’s mean income, expressed
as a multiple of the subsistence minimum.

The ratio between the actual inequality and the maximum possible inequality is
the “inequality extraction ratio,” that is, how much of the feasible maximum
inequality the elites are actually able to extract from society. On average, Milanovic,
Lindert, and Williamson found that pre-industrial elites were able to extract three
quarters of the maximum feasible inequality from their societies.41

Another important characteristic of inequality in the pre-industrial era is that
historically, it moved up and down very irregularly, without showing any specific
pattern. As Milanovic puts it, “Before the Industrial Revolution, when mean income
was stagnant, there was no relationship between mean income level and the level of
inequality. Wages and inequality were driven up or down by idiosyncratic events
such as epidemics or other catastrophic events, new discoveries (of the Americas or



of new trade routes between Europe and Asia), invasions, and wars.” The upper
boundary of the Gini index was, at the height of the Roman Empire in 150 C.E., more
than 40 points; it was at 20–25 points in the fourth and fifth centuries and at 15 points
in 700 C.E. Gini coefficients (related, in this case, to wealth, not income) in
northwestern Italy spanned between 52 and 85 from the early fourteenth century to the
late eighteenth century, while in the Low Countries in 1400–1850 C.E. they spanned
between a low of 35 and a high of 56. In sum, inequality moved in “undulating
waves” around a stable average income level.42

FIGURE 4-1. THE INEQUALITY POSSIBILITY FRONTIER ACCORDING
TO MILANOVIC, LINDERT, AND WILLIAMSON

Source: Branko Milanovic, Peter H. Lindert, and Jeffrey G. Williamson, “Pre-Industrial Inequality,” Economic Journal 121, no.
551 (2011), figure 1, p. 258.

With the Industrial Revolution and the onset of a process of self-sustaining
economic growth and urbanization, first in England and then in a number of other
European countries and some other European offshoots, average incomes began to
grow, and, following Kuznets, within-country inequality in industrializing countries
increased for approximately a century, reached a plateau at the turn of the twentieth
century or somewhat later, and began to decrease thereafter until the end of the
second globalizing phase was reached, more or less in the late 1970s. This inverted-
U trajectory corresponded to the transition from agriculture to industry. The essential
point of Kuznets’s analysis, as one scholar lucidly put it, was thus that “the key
determinant of economic inequality is the structural composition of the economy
itself” (we will elaborate on this structural dimension later, in the section on global
inequality).43

Of course, countries were not fully synchronized in their intersectoral transition,



and, depending on the specific country, the Kuznets curve lasted a shorter or longer
time, began earlier or later, was more or less steep, and lasted longer between its
peak and its trough. Scholars have reconstructed in detail the Kuznets inverted-U
curve for a number of countries, and we summarize their results in table 4-1.

The downward trend of the Kuznets curve was due to a number of factors, some
positive and some negative, such as the closing gap between rural and urban wages;
the reduction in return on capital; destruction of capital, higher taxation, and inflation
caused by the two world wars; and major political shifts in favor of inclusive and
redistributive policies. Thomas Piketty in particular has recently highlighted the
correlation between wars and decreasing inequality, showing how wars inverted, at
least temporarily, the basic imbalance between the rate of return on financial wealth
and the growth rate of the economy. If the former is usually higher than the latter, and
thus inequality rises, the destruction of war, higher taxation to finance war
production, inflation, and specific government policies hold capital gains in check,
causing inequality to decrease. Piketty has been as much praised as criticized, but
this short history is not the place to open the Pandora’s box of this vast and ever-
growing debate. It is worth mentioning, however, the most creative neologism
attributed to Piketty’s work—“gattopardo economics.”44 The endnote offers
references for the reader interested in the debate kindled by Piketty’s work.45 Others,
in particular those engaged in Marxist-flavored analyses, also have underscored the
relationship between wars and inequality while insisting that the greater role was
played by an earlier unsustainable domestic inequality, which triggered external
aggression.46

TABLE 4-1.   KUZNETS INVERTED U’S: YEARS AND GINI COEFFICIENTS
COUNTRY INITIAL POINT PEAK FINAL TROUGH

YEAR GINI YEAR GINI YEAR GINI

United States 1774 45 1933 50 1979 35
United Kingdom 1688 45 1867 58 1962 28
Spain 1850 38 1953 54 1985 31
Italya n.a. n.a. 1860 51 1983 30
Netherlands 1561 55 1732 62 1982 28
Brazil 1850 39 1920–90 55–64 2012 49
Chile I 1850 52 1873 59 1903 47
Chile IIb 1903 47 1939 62 1970 51
Japan 1895 42 1937 55 1962 35

Source: Data from Branko Milanovic, Global Inequality: A New Approach for the Age of Globalization (Belknap Press of Harvard University
Press, 2016), pp. 70–91, reporting data from studies by Branko Milanovic, Peter H. Lindert, and Jeffrey G. Williamson; Daniel B. Radner and
John C. Hinrichs; Eugene Smolensky and Robert Plotnick; Selma Goldsmith, George Jaszi, Hyman Kaitz, and Maurice Liebenberg; Jonathan
Cribb; Angus Maddison; Leandro Prados de la Escosura; Andrea Brandolini and Giovanni Vecchi; Lee Soltow and Jan Luiten van Zanden; Luiz
Bértola, Cecilia Castelnovo, Javier Rodríguez, and Henry Willebald; Rodrìguez Weber; and Ryoshin Minami.

a. For Italy, data availability starts at the time of political unification, in 1861, and follows a continuous downward trend; therefore, no initial
point data are available (n.a.).

b. Chile is decomposed into Chile I and Chile II because in the period that for other countries corresponded to the evolution of one classic
Kuznets inverted-U curve, Chile experienced two Kuznets inverted-U curves. In fact, Chile offers an early example of what Milanovic calls
Kuznets “waves” and Pedro Conceição and James Galbraith refer to as the “augmented Kuznets hypothesis.” See Pedro Conceição and James K.
Galbraith, “Toward a New Kuznets Hypothesis: Theory and Evidence on Growth and Inequality,” in Inequality and Industrial Change: A Global
View, edited by James K. Galbraith and Maureen Berner (Cambridge University Press, 2001), pp. 139–60.



Finally, a long period after World War II was characterized by the Cold War,
which made welfare state policies particularly important in the ideological battle
against the communist camp. The Cold War ended only at the end of the 1980s with
the reopening of the borders between Hungary and Western Europe (followed by the
opening of the borders between all other countries in the Soviet sphere), the fall of
the Berlin Wall, and the dissolution of the Soviet Union. Those events deeply
changed the global context. In particular, the spread of the capitalist system to
(almost) the entire world, communist China included, became a crucial turning point
in world history. Francis Fukuyama, then deputy director of the U.S. State
Department’s policy planning staff, famously wrote that the “unabashed victory of
economic and political liberalism” marked nothing less than “the end of history as
such: that is, the end point of mankind’s ideological evolution and the
universalization of Western liberal democracy as the final form of human
government.”47

History in fact has not ended, but that passage was nonetheless crucial, marking
the beginning of a more unfettered and deeper wave of globalization.

GLOBAL INEQUALITY        If we try to summarize what happened to inequality from the
Industrial Revolution to approximately 1980, that is, the eve of the third globalizing
wave, we can say that individual countries that underwent a process of
industrialization also saw their economy go through a Kuznets curve. At the same
time, between-country inequality was characterized by increasing divergence. During
the nineteenth century, then, inequality grew both within and between countries, and
those trends continued for most of the twentieth century. While inequality among
countries, however, continued unaltered, industrial countries eventually saw their
domestic inequality reach a plateau and then decrease. This is the phenomenon
referred to as the Kuznets inverted-U curve, which we discussed earlier in this
chapter and in the previous one.

In a pathbreaking study of global inequality between 1820 and 1992, François
Bourguignon and Christian Morrisson found confirmation of these trends. Their study
was novel in that they rejected the then customary hypothesis that all citizens within a
country would receive the same average income. Their work was all the more
challenging because they did not have household survey data for the 1820–1960
period and so had to work with quantile shares of per capita GDP data. Whereas
empirical studies of international growth ignored income disparities within countries
and limited themselves to measuring only between-country inequality, Bourguignon
and Morrisson were able to count both dimensions, thus offering a less biased
analysis of global inequality. By counting both dimensions, moreover, they showed
that global inequality is higher than implied by measures based only on between-
country inequality.48 The Gini coefficient of population-weighted international



inequality (that is, based on average per capita GDPs) for 1820, for example, was
16. Bourguignon and Morrisson underscore that by simply introducing within-country
income disparities into the calculation, the Gini coefficient increases to 50.

The Gini coefficient, when calculated this way, shows that global inequality was
already high when the Industrial Revolution was under way in England and beginning
to spread to other European countries and their offshoots. Milanovic likened the
Industrial Revolution to “a big bang that launched a part of mankind onto a path of
higher incomes and sustained growth, while the majority stayed where they were, and
some even went down.”49 In the century between 1820 and the eve of World War I,
according to Bourguignon and Morrisson, the global Gini index rose from 50 to 61,
and it rose again, although less quickly, to 64 in 1950.50 For the period after 1950,
opinions differ. According to Bourguignon and Morrisson, the Gini coefficient
continued to grow, although at a lesser pace. Milanovic, on the contrary, recorded a
lower level for 1988, but at the same time noticed a slightly higher value for the early
1990s. In a 2016 study, Christoph Lakner and Branko Milanovic offered Gini
coefficients for the most recent period, 1988–2008. Table 4-2 summarizes the
evolution of the global Gini coefficient according to these three studies. Of note,
Lakner and Milanovic’s values are higher than previously published values. This is
because their data set includes many more countries and many more income groups
for each country, and also because of differences in the purchasing power parity
(PPP) surveys used in earlier studies and more recent ones (1990 and 2005 PPP
surveys, respectively).51

Although the time period he covered was much more limited, from a
methodological point of view Milanovic’s 2002 article was also groundbreaking, as
it was entirely based on household surveys; that is, for the first time, world income
distribution was calculated the same way as we would calculate a national income
distribution from regional, subnational surveys.52 As noted in the appendix,
household surveys are increasingly commonly used as a fundamental source of data,
though they present some problems in terms of consistency and comparability.

We can conclude that by the late 1960s and the early 1970s, the growth of
European countries and their former temperate colonies had slowed, while other
countries, especially in Asia, were catching up. Starting in the 1980s, in particular,
China’s economic performance began to hugely affect global inequality trends
because of China’s very large demographic weight (India followed approximately
twenty years later).

In a nutshell, then, for almost two centuries the world witnessed the increasing
spread of globalization, which was characterized by many elements and, from the
perspective of inequality trends, by two major facts: first, increasing between-
country inequality (or among groups of countries, such as the European
industrializing countries versus the nonindustrializing countries), and second,
decreasing inequality within countries, either because the countries were poor and



thus the “inequality possibility frontier” remained relatively low or because
countries were industrializing and, after an initial phase of increasing domestic
inequality, found themselves on the downward portion of the Kuznets curve.

These are therefore the centuries when the so-called citizenship premium
blossomed in full. In 1820, within-country inequality accounted for the lion’s share of
global inequality, 70 percent, against a mere 30 percent that was due to between-
country inequality. By the mid-twentieth century, however, the proportion had more
than reversed: 80 percent of total global inequality reflected between-country
inequality, whereas only 20 percent was attributable to within-county disparities.53 In
other words, from a global perspective, whereas in 1820 it was crucial to be born
into the right family (that is, a rich family) and one’s country of birth was only of
secondary importance, since the mid-twentieth century the opposite has been true,
and country of birth has become the major determinant of where individuals stay in
the global distribution of income. This is why the phenomenon of huge international
migrations with which we opened this chapter is a structural phenomenon of our era,
and this is why opposing it with barbed-wire walls and fences (such as those on the
U.S.-Mexican border and the border between Hungary and Serbia and Croatia) is
short-sighted and ultimately ineffectual. The only foreseeable effect of these
demagogic solutions is a rise in the number of individuals who will lose their lives
attempting to migrate.54

Compared to the previous trends, the third globalizing wave is completely
different. Older processes seem to have reversed: since the 1980s, between-country
inequality, although still very high, has begun to subside, while within-country
inequality seems to be on the rise. Caution is necessary here, though. First, because
the inversion in the trends is very recent, it may well be that a new inversion will
follow, taking us back to the well-known trends of increasing between-country
divergence and decreasing within-country inequality. In that case, the “new trend” of
the third globalizing wave would best be viewed as a temporary, exceptional event.
Second, the delineation of trends may be incorrect because of the usual problems



arising from measurements and comparison issues by different investigators
(grounded in the use of different data sets, parameters, and samples).

With these caveats in mind, however, it is worth analyzing in more detail what
appears at the moment to be a major U-turn in global inequality dynamics. The U-turn
refers to the shape of the Kuznets curve. Apparently, the theory according to which
inequality would be low at low levels of income, would then grow during
industrialization, would reach a plateau, and would then decrease at higher levels of
income and mass consumption proved more or less correct for the first and second
globalizing waves but needs an important update for the present day. If we
complement table 4-1 with more recent data on within-country inequality we obtain
table 4-3, which shows that the Kuznets curve does not stop at the (final) trough but is
starting to move upward again. For this reason, Milanovic has spoken of a reclined
S, like this: , and has more recently proposed renaming the Kuznets curve as
Kuznets “waves” (we already observed an undulating trajectory in the case of Chile
in table 4-1).55 The data are less than conclusive. For example, Brazil has shown a
constant decrease at least until 2012; the Netherlands have shown only a modest
increase of two Gini points since 1982; and Japan has basically remained at its 1962
level. These trends, however, do not necessarily undermine the hypothesis of Kuznets
waves, as they may simply relate to a lack of synchronicity between countries. What
we know for certain is that in many countries, inequality has started to rise again.

TABLE 4-3.   KUZNETS WAVES, AS PROPOSED BY MILANOVIC (YEARS AND GINI COEFFICIENTS)a
COUNTRY INITIAL POINT PEAK TROUGH NEWLY UPWARD TREND

YEAR GINI YEAR GINI YEAR GINI YEAR GINI

United States 1774 45 1933 50 1979 35 2013 42

United 
Kingdom

 
1688

 
45

 
1867

 
58

 
1962

 
28

 
2010

 
36

Spain 1850 38 1953 54 1985 31 2010 35
Italyb n.a. n.a. 1860 51 1983 30 2010 36
Netherlands 1561 55 1732 62 1982 28 2010 30

Source: Milanovic, Global Inequality, pp. 70–91, reporting data from the same sources listed in table 4-1.
a. For the more recent upward movement in the Kuznets waves, we have refrained from defining the year and the Gini coefficient as the

“peak” year as we still don’t know whether and for how long this upward trend will last.
b. Data availability for Italy starts at the time of political unification, in 1861, and follows a continuous downward trend; therefore, no initial

trough data are available.

James K. Galbraith notes that the recent upward movement in inequality in the
United States and a few other rich countries does not contradict the basic Kuznets
hypothesis. The fundamental point in Kuznets’s analysis was that change in pay
inequality largely depended on major sectoral changes in the economy. The transition
from a predominantly agrarian to an industrial economy caused industrial incomes to
rise, and inequality first increased (in the middle of the transition) and later
decreased (when the transition had been completed). The technological revolution



that has been unfolding since the 1980s in information technology and the service and
financial sectors is a crucial new structural change, and accordingly it has widened
income disparities again. The Kuznets mechanism, in other words, has started over,
no longer as a consequence of the first industrial revolution but of the technological
revolution of the late twentieth century.56

Interestingly, Galbraith has reached these results through a very different
approach to data collection and calculation, originating in his dissatisfaction with the
limitations of household surveys in terms of costs, complexity, and the availability of
reliable and comparable data (more on this in the appendix).

If the hypothesis of a new rise in the Kuznets curve in connection to a new
technological revolution is correct, the United States appears to be a particularly
relevant case to study, both because of the significant size of its population, and thus
of its influence on global inequality trends, and because of its leading role among
industrial economies. It has been argued that a “perfect storm” of inequality may be
approaching what has long been considered the land of opportunity. A combination of
capital and income concentration is making the U.S. income distribution increasingly
skewed. The top-incomes have constantly grown, while the incomes of the middle
class have lagged behind for decades, and this trend seems to be increasingly strong.

What is new, at least at the global level, is that inequality in another large country,
China, seems to have stopped growing, with the Chinese Gini index around 47–48
since the turn of the twenty-first century or slightly thereafter. This major change in
the most populated country of the world, together with the high economic growth
experienced by a number of other populous Asian countries since the 1980s, has
driven global income inequality down. From the late 1980s to the turn of the twenty-
first century, global inequality remained relatively stable at slightly above a Gini
index of 65 or 70 (depending on whether we use Bourguignon-Morrisson data or
Lakner-Milanovic data; however, these differences in the absolute value of the Gini
index do not affect the general trend). After 2000, global inequality began to
decrease, mainly due to the momentous growth of China and India. Because of its
internal dynamics, up to 2000 China was “the great income equalizer.” After 2000,
India joined China in this role, and global inequality began its downward trend.57

The role of populous Asian countries should make us reflect on the geographic
spread of this apparent global income convergence. Concepts of inequality
unweighted for population are of some use here, as they deflate the preponderance of
China’s and India’s influence on global inequality dynamics by not taking their huge
populations into consideration. International inequality trends unweighted for
population have actually shown growing inequality until 2000, when inequality
stabilized, beginning to diminish only in the mid-2000s.58 This means that at the
global level, whereas highly populated countries have driven inequality down, entire
regions have not participated in this trend. Latin America, Eastern Europe, and
Africa have increasingly diverged from the rich world, and Africa has experienced



an especially bad performance.
The combination of diminishing within-country inequality in large Asian countries

and increasing within-country inequality in a number of rich countries, especially the
United States, has important global consequences. The richest 1 percent of any
country’s population has obviously benefited everywhere, taking an increasingly
larger slice of the pie. Among the beneficiaries of this phenomenon, however, is also
the emerging middle class in China, India, Thailand, Vietnam, and Indonesia, where,
of course, the middle class would be considered poor if compared in absolute terms
with the middle class of Western economies. The great losers, in this global
reshuffle, are those belonging to the lower middle class of rich countries, whose real
incomes, in the last twenty-five years, have grown slowly or remained stagnant.59

Figure 4-2, which some scholars call the “elephant curve” for its resemblance to an
elephant with an upward trunk, shows this process vividly.

Figure 4-2 shows how different ventiles fared in percent income gains in the two
decades between the twentieth and the twenty-first century. Point A corresponds to
the global “1 percent,” or the global rich (there are at least a few plutocrats
everywhere). Point B corresponds to people who belong approximately to the 80th
percentile of global income distribution. The vast majority of them are the old middle
class of the historically rich countries of Western Europe, North America, and
Oceania, with the addition of Japan. They fared rather well during the twentieth
century, but the dramatic news is that their real income has grown basically not at all
for two decades. Point C, finally, corresponds to those who have gained the most
from the recent globalizing wave, and nine-tenths of them live in China and other East
Asian countries. They belong to the middle of the income distribution of their own
countries, and they have witnessed their real income grow fastest at the global level.

FIGURE 4-2. RELATIVE GAIN IN REAL PER CAPITA INCOME BY
GLOBAL INCOME LEVEL, 1988–2008



Source: Branko Milanovic, Global Inequality: A New Approach for the Age of Globalization (Belknap Press of Harvard
University Press, 2016), p. 11.

This still relatively poor emerging “global middle class” is the actual winner of
the current globalizing wave. This goes a long way toward explaining what is
happening politically in economically advanced countries, where economic mobility
has stopped. The increasingly skewed distribution within the rich countries of
Western Europe, North America, Australia, New Zealand, and Japan, combined with
many other aspects of the current globalizing wave, plays an important role in the
mounting discontent expressed toward globalization, international cooperation, trade
openness, and even humanitarian openness that is erupting in liberal democracies.
The inability of the state to govern the transnational forces of globalization, coupled
with the stagnation of some sectors of rich countries’ populations, is fueling social
discontent, reactionary political movements, and demagogic ideas. Increasing
inequality, in other words, is directly affecting and changing for the worse the social
cohesion of liberal democracies and the way these democracies function. Chapter 5
takes up this question.



 

    FIVE  INEQUALITY AND DEMOCRACY: AN OPEN
ISSUE

Does democracy have a genetic basis?
“When not sure about a direction of travel, wild olive baboons vote democratically.”

—Ariana Strandburg-Peshkin and others, Science1

AS DISCUSSED IN CHAPTERS 2 and 3, economic inequality per se has never been
central to the concerns of economics as a discipline. Among the reasons for the
limited scholarly attention to inequality is surely the pervasive academic belief that
an egalitarian distribution might prove detrimental to production through its effects on
saving. Since the rich save more, and since, according to conventional wisdom,
savings go toward financing real capital accumulation, lesser amounts of resources
owned by the rich would turn into less investment, less production, and less
subsequent income: a shrinking of the pie. Thus most economists in the past preferred
to focus on growth rather than on personal distribution, and when the plight of the
poor could no longer be ignored, concern shifted to how to improve their material
condition. How to enlarge employment opportunities and how to promote growth thus
became the target of theorizing since the aim was to enlarge the pie rather than to
make its slices more equal, in the expectation that a larger pie would mean larger
slices for everybody. This reasoning hinged on the notion that it is the absolute rather
than the relative dimension of the slice that matters. This view is definitely
challenged today.

Economic research has only recently become interested in the personal
distribution of incomes, and one of the reasons—if not the main one—is that
economically developed countries are now experiencing an alarming degree of
inequality. Prolonged unemployment, wage dispersion, an increasing accumulation of
wealth by the few coincident with stagnant incomes for the rest, a steeper social
ladder, and a tightening access to education because of more difficult financial
conditions are the main factors that have brought the personal distribution of income
to center stage in the twenty-first century. Moreover, globalization has not yielded
what it promised to in terms of growth and equality among countries, and it affects in



important ways economic and distributional processes within countries.
Thus economic inequality is at the forefront of political debate today, arguably

because social movements have emerged that forced economists to turn their attention
to this issue. To explain this shift in focus, we must first undertake a brief exploration
of the complex links between inequality and democracy, focusing on the effects of the
former on the latter.2

IS THERE A CONNECTION BETWEEN INEQUALITY AND DEMOCRACY?    Democracy, like
inequality, is a difficult concept to define. Inequality requires attributes and value
judgments before it can have any real meaning, and there can be no complete
agreement on the concept of democracy, which may be shaped by different social and
political agendas.

A starting point for assessing any linkage between equality and democracy may be
to question whether political equality—which has a central place in any theory of
democracy—entails economic equality. The answer seems to be no.

There is no necessary causal connection between the two concepts except that the
absence of political equality makes the issue of economic equality irrelevant. How
could honest concerns about differences in the economic condition of people be
possible in a world where people do not even have equality in their political
condition? Concurrently, scholars of democracy firmly state that democracy, in both
its ancient and modern version, never promised economic equality.3 Democracy
promises political equality, and economic and social inequality are not expected to
convert necessarily into political inequality.4

Though not necessarily, they can convert, however. In fact, a substantial degree of
economic inequality may corrupt political equality or slow the realization of its
potential, even in a democratic regime. As a result, political processes may in turn
reinforce inequality. An alarming feedback loop might therefore get established, and
some form of oligarchy might be the outcome of this deterioration of democracy.

Exactly this is at the forefront of the current political and economic debate: the
role that inequality plays in rich and well-established democracies, where the
increasing concentration of wealth in a few hands prompts serious fears for the health
of democratic institutions. That is the topic of this chapter.

UNDERSTANDING DEMOCRACY    Demos-kratos—government by the people—is a
broad conceptual area where different institutional arrangements and sets of values
can coexist. Although an in-depth discussion of what democracy exceeds the scope of
the present chapter, if we want to understand the complex relationship between
inequality and democracy, a few words on how democracies are supposed to work
are in order.5

In particular, to make progress in suggesting how economic inequality can
degrade democracy, we must first investigate what the modern concept of democracy



is, since it is certainly something different and broader than universal suffrage only.
Regular elections and majority rule no longer suffice to define democracy. Likewise,
egalitarianism, expressed by equality with respect to voting, laws, and rights, is no
longer considered a sufficient basis for the proper functioning of a democracy.
Advanced capitalist societies are complex entities in which many diverse institutions
interact and in which citizens have many channels beyond elections (associational,
partisan, functional, territorial, collective, individual, and so on) to make their voices
heard, and to participate in democratic processes.6

Robert Dahl, one of the most influential scholars of democracy, is a fundamental
reference for our analysis. Specifically, Dahl introduces the concept of “polyarchy,”
or “polyarchic democracy,” as the modern type of democratic government. In On
Democracy he lists six major institutions of polyarchy (some having subcategories)
and explains their foundational role with respect to democracy. Dahl conceives of
polyarchy as a “political order” characterized by (we reword slightly) (1) the
election of officials, (2) free, fair, and frequent elections, (3) freedom of expression,
(4) viable alternative sources of information, (5) associational autonomy, and (6)
inclusive citizenship. All the institutions are necessary—though not sufficient—for
having a democratic process in the governance of a country. These institutions
represent the raw material for the five criteria that have to be met for political
equality to obtain, namely, (1) effective participation, (2) voting equality, (3)
enlightened understanding, (4) control of the agenda, and (5) the inclusion of adults.
Dahl writes, “To the extent that any of the requirements is violated, the members will
not be politically equal.”7 As Dahl suggests, these are standard criteria for evaluating
the democratic performance of political institutions and serve as guides for shaping
and reshaping them.8 Many variations of Dahl’s scheme exist, with additional
institutions, enlargements, and refinements, which have led to a “thick” conception of
democracy.9

Once democracy has been established with its basic formal requisites, the quality
of that democracy can be examined. Larry Diamond and Leonardo Morlino propose
eight dimensions, so intertwined as to be difficult to distinguish one from another, on
which the quality of democracy can vary. Five of them are considered mainly
procedural: the rule of law, participation, competition, vertical accountability, and
horizontal accountability. Two are substantive: respect for civil and political
freedoms, and the progressive implementation of greater political equality. The last
one, responsiveness, bridges procedure and substance.10

DOES INEQUALITY UNDERMINE DEMOCRACY?    Whenever any of these eight qualitative
dimensions is not fully realized, inequality can arise even in an already well-settled
democracy. When they are scant or nonexistent, some basic requirements for active
citizenship, such as access to information and knowledge, are seriously weakened.
Uninformed people cannot fully exercise their political rights; the increasing



technocratic bent of society, which more and more favors the experts, tends to mute
the voices of whole segments of the population, marginalizing them; the progressive
concentration of the media in the hands of a few reduces the pluralism of information,
while the emergence of a uniform voice lowers the quality of that information. Even
democratic societies tend to be monopolized by rich and powerful segments of the
population in pursuit of their own interests. This kind of evolution toward a
weakening of active citizenship is more likely to occur when, for instance, the rule of
law is weak, effective participation beyond voting is not favored (and sometimes
obstacles are erected against voting participation), access to the political arena is
limited, and behavioral opacity exists both within the government and national and
local bureaucracies and between elected representatives and electors.

Similarly, the same disadvantaged segments of population can be particularly hit
in their freedom by the incomplete implementation of essential social rights, such as
the rights associated with employment. The same segments of the population may
have a deficit in political equality because of fewer opportunities to participate in
political life, no chance whatsoever to influence either public debate or collective
preferences, and no chance to control the government’s agenda. A deficit of effective
participation arises if a part of the population is cut off from the modalities through
which collective decisions are made, and this in turn determines what policies are
actually adopted.

Those same mechanisms do not affect the rich, who have many ways of protecting
their status and interests. As Edward Glaeser writes, “The rich can influence
political outcomes through lobbying activities or membership in interest groups … or
bribing judges … or making a mockery of popular democracy.”11 This is what Daron
Acemoglu, Simon Johnson, and James A. Robinson distinguish as de jure versus de
facto political power, with the former formally defined by the political institutions of
a society and the latter arising from an informal but nonetheless essential negotiation
between political actors.12 Even in societies characterized by formally democratic
institutions (granting de jure political power to all), only affluent people and the
elites have de facto power, being able to shape political institutions through their
current influence. The political equality required by democracy is thus seriously
damaged, and we can answer the question with which this section opened in the
positive: Yes, inequality potentially undermines democracy.

If so, two interesting questions arise: What are the consequences? And do they
matter?

What the consequences are depends on a crucial dimension of the quality of
democracy mentioned above: responsiveness. If governments respond to people and
make and implement policies that the citizens want, the degree of legitimacy will be
high and the socio-political identity of the polity strong.13 If they do not, many
scenarios are possible: an estrangement of individuals from societal life, open
opposition to rulers, social unrest, even riots. So, once again, the consequences of



inequality do matter.
The lack of responsiveness is destined to leave a political mark, since it leads to

a deterioration of citizens’ trust in institutions and to a progressive estrangement from
political life and participation in it. The loss of legitimacy in the eyes of citizens
caused by the failure of democratic institutions to work properly weakens the state
itself and opens the door to antidemocratic impulses. As Aristotle and Machiavelli
remind us, a state is infinitely stronger if rulers are trusted by the people, since
disillusionment and decreasing participation leave empty spaces in which oligarchy
can flourish. Or, as Jeffrey A. Winters puts it, a “civil oligarchy” can arise: a
situation in which oligarchs become increasingly powerful, and yet “strong and
impersonal systems of law dominate oligarchs rather than oligarchs dominating (or
being) the law.”14 In other words, an intermediate situation can develop in which
power is centered more and more on the interests of the few while still being
ostensibly exercised within a democratic framework.

This transitional situation, however, is intrinsically unstable, as “the gradual
erosion of freedoms, guarantees, and processes that are vital to democracy” causes
what Guillermo O’Donnell has described as the “slow strangulation of democracy by
insidious oligarchy.”15 The renowned political theorist Adam Przeworski
underscores this point when he asserts, “Democracy endures only if it is self-
enforcing.”16

SOME EMPIRICS    Political theory has been suggesting at length that inequality should
level automatically in a democratic setting—or slow down sensibly rather than surge
—through the working of what is called the median voter mechanism. The most
straightforward prediction of this famous suggestion, one of the outcomes of “public
choice” theory, is that income redistribution becomes popular when the mean income
is higher than the income of the median voter.17 According to this theory, in a
democratic system the combination of taxes and transfers will be the one preferred by
the voter who stays exactly in the middle of the distribution: the voter who has the
median income. Since the empirical distributions in all advanced economies exhibit a
median income lower than the mean, the higher the economic inequality is, the higher
the combination of taxes and transfers in the preferences of the median voter should
be. Thus, in a majoritarian democracy, it has to be expected that high inequality will
gradually smooth out.

Besides some theoretical objections,18 this prediction has not been validated by
facts: either redistribution did not take place or it was insufficient to prevent
inequality from surging.19 Failure of the theory to play out as predicted could result
from two different causes. First, in the real world, democracy used to coexist with a
non-negligible degree of inequality, and this occurrence has never been depicted as
evil: the dominance of trickle-down economic arguments—what happens at the top
helps growth, and growth helps everybody—made inequality a much less important



issue than growth. A second possible explanation lies in political accountability.
When inequality persists (or increases), “the electors” are not the poor or low- and
middle-income citizens since, if they were, politicians would actively behave in
ways intended to mitigate their unfavorable conditions. If this does not happen, it
means that redistribution is avoided on purpose since wealth concentration has
reverberated into politics. However, empirical validation of the transmutation of
socioeconomic inequality into political inequality is lacking: though everybody is
convinced that money affects politics, political theorists argue that the role of
nonpolitical resources in shaping political outcomes is not proved.20 In fact—and
unfortunately—political scientists are ill-equipped to take up this task because of the
near impossibility of measuring democracy and its quality, and consequently the
relationship between economic inequality and the quality of democracy remains more
a matter of speculation than of empirical observation. Nonetheless, some results,
particularly by Larry Bartels, are noteworthy. For instance, there is evidence that the
rich have great influence on the behavior of elected officials while people in the
bottom third of the income distribution seem to have no impact, and, in general,
political leaders appear to react to what middle- and upper-income citizens prefer.21

Later research confirmed Bartels’s findings: responsiveness exists, but it is tilted
toward the most affluent citizens, which overlaps with the narrative by Paul Krugman
and Jacob Hacker and Paul Pierson.22 They all tell a (particularly American) story of
the progressive strengthening of the rich elites and a consequent bending of public
interest to the private interests of the wealthy, a finding that stresses, ironically, how
the winner-take-all aspects of the economy are clearly not determined by the so
quintessentially American “free-market” mechanism. Politics plays a fundamental
role in the winner-take-all logic.

Thus, responsiveness as a quality of democracy—which is what the above-
mentioned studies more or less explicitly point to—appears weak, and when
responsiveness is weak, citizens’ reaction is difficult to anticipate, as is the evolution
of the democratic political system that might turn into less democratic scenarios.

THE SOCIAL COST OF INEQUALITY AND ITS REVERBERATION ON DEMOCRACY    The
supposed inverse relationship between inequality and (the quality of) democracy
appears even more nefarious when one considers the self-sustaining mechanism
acting through the purely social consequences of economic disparities.

A 2009 study by Richard G. Wilkinson and Kate Pickett provides evidence of the
impressive correlation between inequality and social disadvantage in a wide sample
of rich and industrialized countries.23 More unequal countries do worse on almost
every quality-of-life indicator, such as level of trust, mental health, life expectancy,
infant mortality, obesity, children’s educational performance, teenage birth rate,
homicide rate, imprisonment rate, and social mobility. Wilkinson and Pickett’s
message is clear: if social problems were caused by material life conditions, the



more affluent countries should perform better than the less affluent ones (still in the
same group of rich countries). Instead the evidence suggests that it is the relative
position of individuals and groups within a society that matters the most: where
income differences are bigger, social distances are bigger too, and social
stratification is stronger. When inequality grows, the differences between population
groups strengthen. Eventually, what distinguishes these groups is their social
distance. This distance can reach enormous proportions and can lead to social
exclusion through disparities in the consumption sphere, in health and housing
conditions, in access to education and to the labor market, in the social relations
network (so-called social capital), and in social mobility. Though it is not the only
cause of social stratification, income inequality has a crucial impact on it.

These aspects have recently drawn investigators’ attention because of the greater
collective awareness of the risks of growing inequality.24 The ills of society are
perceived more and more as threats to social cohesion and political structures.
Among the potential drivers of inequality, three seem particularly relevant: health
care, education provision, and social mobility. Whereas income inequality
undoubtedly affects health inequality, the inverse correlation is less strong. Of
course, health inequality is a fundamental issue, representing perhaps the greatest
social injustice.25 And yet it does not seem to directly affect disparities in income
except in less developed countries, where chronic malnutrition and illnesses prevent
people from earning a living. In the case of education provision and social mobility
the correlation with inequality works both ways: when they are missing, income
inequality increases, and when income inequality is high, education provision and
social mobility decrease.

When inequality is high, education cannot play its role of social equalizer. Access
to high-level schooling for low-income (and low-education) families is narrowed, if
not virtually suppressed, because they are excluded from the credit market.
Moreover, the rich often resist funding public schooling through taxes, leading to a
generalized underfunding of public educational institutions. For instance, public
spending on education is on average lower in countries such as Britain and the United
States, where the rich participate more in the political process than the poor, and
higher in countries such as Sweden and Denmark, where levels of political
participation are approximately similar across the income scale. Simple speculation
—or, if you prefer, Aristotle’s 2,000-year-old argument that the poor are in the grip
of demagogues—suggests that low-educated people may more easily become victims
of political manipulation and less interested in the functioning of the institutions of
democracy: a process that contributes to lowering the quality of democracy.

Just as happens for education, lower social mobility often turns into a trap, with
shrinking of opportunities unambiguously demonstrated empirically. In the case of the
United States, for example, Alan Krueger, economist and former chairman of the
Council of Economic Advisers, has recently proposed what he imaginatively labeled



the “Great Gatsby curve,” recalling Gatsby’s difficulties in climbing the social
ladder despite his wealth.26 Krueger was referring to the relationship between
inequality and generational earning mobility, technically known as intergenerational
elasticity in earnings (IGE), which is the percentage difference in earnings in the
child’s generation associated with the percentage difference in the parental
generation. This relationship is positive: increasing IGE and increasing inequality go
together. But an increasing IGE represents a society with decreasing mobility since a
value of 0.6, for instance, “tells us that if one father makes 100% more than another
then the son of the high income father will, as an adult, earn 60% more than the son of
the relatively lower income father. An elasticity of 0.2 says this 100% difference
between the fathers would only lead to a 20% difference between the sons. A lower
elasticity means a society with more mobility.”27 Recent studies put the IGE for the
United States at around 0.4 in 2012.

The intergenerational persistence of disadvantages impedes any positive
evolution for the lowest strata of society and locks them into immobile stratification.
At the same time, it contributes to reinforcing the negative influences of social
disadvantage on the democratic political environment. The power of the uppermost
tier of society, the elites, expands, and the vicious circle continues onward through a
self-reinforcing mechanism. It is true that democracy per se never promised social
mobility or equality in education, but it is also true that both social mobility and
equality have historically been achieved within a democratic framework, through
state actions aimed at removing social barriers. Today, egalitarian government
policies are less and less effective. Thus, the question becomes: Can people be
politically equal if they are socially unequal?

Inevitably, socioeconomic inequality percolates through the political realm as, in
the words of Bartels, “wealthier and better-educated citizens are more likely than the
poor and less-educated to have clearly formulated and well-informed preferences,
and significantly more likely to turn out to vote, to have direct contact with public
officials, and to contribute money and energy to political campaigns.”28

Economic and social power easily convert into political power, in the specific
form of a wealth-driven power, or plutocracy. Whenever individuals have a different
capacity for exercising equal political rights, as seems often to be the case, the
condition of political equality is violated.29 In this regard, it is easy to imagine that
the advantage provided by census can become so relevant as to crowd out the
middle- and low-income citizens from active participation. Here again a self-
reinforcing mechanism is evident as middle- and low-income citizens feel impotent,
frustrated, and excluded from any decisionmaking process. As a result, the spirit of
citizenship is deeply undermined. The evidence that nearly all the forms of public
participation in political processes—for example, voting turnouts—are now in
decline in most Western countries points in the direction of deteriorating
institutions.30 Moreover, the underlying degree of morality of politicians and rulers is



increasingly questioned, and a sharp reduction in trust in turn causes lack of political
and electoral participation. The more that ordinary people keep far from centers of
power, political agendas, and governmental actions, the less their interests are
represented and supported and the more others’ interests are. Again, the political
institutional framework tends to bend more and more toward oligarchy.

THE ECONOMIC EFFECTS OF ECONOMIC INEQUALITY        Since it is undeniable that
growth is a sort of prerequisite to an overall improvement in living conditions, we
must ascertain whether inequality is harmful or beneficial to growth. As it happens,
the effects of inequality on growth are still heatedly debated, and the “old wave” of
arguments holding that inequality (or at least a certain degree of it) is not harmful,
even if not beneficial to growth, has not completely disappeared.

The earlier argument that the pursuit of equality harms economic growth through
various disincentive mechanisms can be read as the flip side of saying that poverty
rather than unbalanced distribution is the problem: “Poverty bothers me. Inequality
does not. I just don’t care,” Willem H. Buiter said.31 Though worrying about poverty
is absolutely just and important, caring only about the extreme bottom can result in
locking in the current personal distribution of income and wealth. The underlying
philosophy of being supportive of an unbalanced income and wealth distribution was
(and partially still is) the usual trickle-down argument, and the main concern is still,
as ever, the size of the pie. The traditional view maintained that inequality increased
aggregate savings, which in turn increased investment and GDP growth. This
theoretical causal chain, however, is not as robust as it might seem. The direct
linkage between saving and capital accumulation has been questioned since the
1930s, in particular by John Maynard Keynes, who stressed the crucial role of
expectations in determining the demand for real capital. Moreover, even within a
framework of optimistic expectations, the inertial behavior of the banking and
financial sectors—often more inclined to financial speculation than to supporting the
activity of firms (at least those without sizable collateral)—can become a formidable
obstacle to the process of capital accumulation. Savings, in other words, are not per
se a sufficient condition for investment.

The economic mainstream, however, also holds that in a highly egalitarian
framework, incentives thin out, and the total amount of productive effort in the
economy decreases, making all, including the poor, worse off than in a less
egalitarian context. Insofar as it is “just” to discern each person’s contribution to
society, inequality is judged to be not unjust. According to this view, in a market
economy inequality reflects the true abilities or inabilities of people and the
“natural” differences among them, provided (at least in the democratic version of this
line of thought) that they are given equality of opportunity by the state. As noted in
chapter 2, this position found its manifesto in Milton Friedman’s 1953 article, with
his assessment that “individual choice through the market can greatly modify the



effect on the personal distribution of income both of circumstances outside the
control of individuals concerned and of collective actions designed to affect the
distribution of income,” such as taxation and subsidies.32

Finally, the mainstream perspective holds that taxes and transfers implemented
according to any kind of median voter theory have a distortionary effect and slow
down the pace of growth.

But is this perspective still unquestioned in economics? Clearly, the undeniable
social cost of inequality is currently affecting how economists conceive of the
relationship between inequality and economic growth. Economics now seems to be
turning away from the earlier argument that the pursuit of equality harms economic
growth through various disincentive mechanisms. Inequality is becoming increasingly
relevant for the economics discipline since it appears potentially dangerous for
technical reasons.

When inequality becomes extreme, it ceases to be “useful” in any possible way
for growth, insofar as it almost paralyzes the functioning of the economy. Simply put,
whereas low profits reduce the level of investment and lead to stagnation, high
profits, combined with falling wages, lead to weak demand for consumer goods
(unless consumer credit sustains demand). This latter circumstance leads to
depressed expectations on the firms’ side, discouraging their interest in real
investment and increasing their drive toward financial speculation. This situation is
much more likely to occur when the high incomes at the top of the distribution go to
the working rich, that is, top managers who are not themselves owners of the capital
but work for a capitalist, who is usually hidden from the public eye. The squeeze on
wages combined with the surge in high incomes at the top is an unequivocal sign of
where financial surpluses are channeled, as well as of the increased role of the
banking system and the financial sector in general. Their increasingly strong influence
on the policymaking process conduces inevitably to deregulation and less
progressive fiscal policies. This split between the enrichment of the few and the
interest of the great many eventually sabotages growth itself. Since the 1980s, the
slowdown in economic growth and productivity in the world’s leading economies
has become almost a constant, contributing to the onset of instability: the pie has
grown less than expected, or it has outright shrunk.

The endogenous growth theory of the 1990s—from Lucas to Romer through the
anticipatory insight of Becker—contributed theoretically to alter the traditional old
line of thought. Hinging on the consideration that human capital is as important as (if
not more important than) real capital, it brought education to the forefront. If
education becomes pivotal for growth, and if surging inequality means shrinking
opportunities for people, schooling undergoes a huge transformation, and not for the
better: it becomes too expensive for low-income families and less relevant for the
low-educated ones, who often are the same families. When credit constraint binds
people without tangible assets in their borrowing capacity so that they cannot invest



in human capital, inequality seriously hampers growth, and the mechanism easily
becomes self-reinforcing through the lock-in effect: the more a society is divided in
terms of income and wealth, the more reluctant the rich are to spend money on
society. Thus, studies in the 1990s repeatedly showed that the answer to the question,
“Does inequality within a country slow its growth?,” is likely to be positive, though
the direction of causality appears not so easy to ascertain.33 Besides the findings that
greater inequality lowers economic growth and that countries with less inequality
tend to experience higher and less volatile growth, these pieces of literature
eventuate that not only is the trickle-down argument contradicted (since the rich
lobby for policies that are beneficial to them but that may harm the rest of the
economy), there is also some evidence that equality “protects” democracy.34 Less
unequal societies actually look more stable politically—in part because a still strong
middle class is actively engaged in political life—and better able to smooth out the
negative effects of external shocks on growth.35 Thus, in addition to not directly
enhancing growth, inequality seems to have an indirect negative effect as well, for
whenever it hits democracy, it also diminishes the potentially tutorial role that
democracy has on growth. This role becomes evident in all those aspects that are
reputed to be important for growth, such as the rule of law, widespread education,
and a high level of publicly supplied services.36 Therefore, the linkage between
inequality and democracy is also strengthened through growth: if inequality obstructs
or slows down growth, some of the constituencies of a democracy weaken. “We do
not measure trust in our national income accounts, but investments in trust are no less
important than those in human capital or machines,” writes Joseph Stiglitz.37

As is obvious, the fight on whether empirical findings corroborate this analytical
reorientation is in full swing. A number of scholars, even on the center left of the
political spectrum, have suggested caution in claiming that inequality is necessarily
detrimental to growth, opting for a more nuanced position; the relationship is
nonlinear and as such it can go either way.38 Salvatore Morelli, for example, has
recently argued that inequality in principle can contribute to create macroeconomic
instability, though “no relationships have been robustly demonstrated without
qualification.”39 In a similar vein, Dani Rodrik has commented that “the relationship
between equality and economic performance is likely to be contingent rather than
fixed, depending on the deeper causes of inequality and many mediating factors;”
hence, “we should not invert the error and conclude that greater equality and better
economic performance always go together. After all, there really is only one
universal truth in economics: It depends.”40 And yet, if this truth may apply to
economics, and if sound and sophisticated economic analysis is essential for
informed policymaking, one must remain aware that we are not dealing here with
mere technicalities: as we discuss in the next section, politics (and most notably
equality-related politics) will always remain a contentious field.



IS INEQUALITY UNAVOIDABLE TODAY?    If economic inequality is socially undesirable
and politically dangerous since it threatens democracy by insinuating itself into the
realm of political equality, the interesting question becomes: Is economic inequality
compatible with democracy, and if not, can we privilege democracy? And
furthermore, is inequality inevitable?

Unfortunately, it appears to be inevitable. The unavoidability of inequality rests
on the nature of the market economy and the “there-is-no-alternative” attitude toward
it. However, the outcomes of market capitalism often differ from its textbook
descriptions as an efficient system for allocating resources. Some people become
“naturally” disadvantaged because, for instance, their employment condition is
inferior to their skills, owing to some managerial decision, or coordination failure, or
institutional weakness. Moreover, their unemployment or depletion or illness is
beyond their control, and nobody protects them. The market economy generates
naturally unbalanced monetary resources, and generates at the same time a disparity
in the access to information and to political elites through a wide spectrum of
differences in social status and education. To the degree that democracy needs the
market, and politics fails to control the free-market operating rules, democracy ends
up cohabitating with economic inequality: they can be compatible.

Redistribution is certainly possible, though not redistribution of everything. For
instance, the structural dependence on capital makes even politicians on the left
cautious about imposing a heavy burden on powerful industrial economic interests.41

Again, the equalization of human capital through investment in education does not
automatically equalize subsequent earnings, which also depend on other features,
such as social background. As Adam Przeworski has written, “Some degree of
economic inequality is just inevitable. Democracy is impotent against it, but so is
every other conceivable political arrangement.”42

If market capitalism is unavoidable, if it inevitably generates some degree of
economic inequality (or, worse, if inequality is innate to capitalism, as Thomas
Piketty’s Capital in the Twenty-First Century ultimately argues), and if economic
inequality can allow democracy to deteriorate, what can we do?

At least, we can understand the present in the awareness of all the dangerous
connections we have been overlooking: inequality can be tolerated until it becomes
… intolerable.

The word “intolerable” takes us back to the minefield of value judgments and
ethics we started with. However, movements such as Spain’s anti-austerity
“Indignados” and the U.S. “Occupy Wall Street,” with its slogan “We are the 99%,”
are the expression of revolt against an inequality that has become intolerable. They
signaled a break in the social compact about what is tolerable and not tolerable, and
between the nonaffluent society as a whole and the political and economic elites.
This divide is still resolutely in place. The current economic stagnation and surging
inequality of the last four decades have invalidated a system empowered by



enlargement of the pie and by overall good opportunities and lifestyle conditions, a
system only moderately unbalanced. Poverty and social immobility have put an end to
that era.

The last decade also shows that this intolerable inequality is associated with a
new form of capitalism. Twentieth-century capitalism has evolved into a more
aggressive business model, a “deregulated super-capitalism” governed by perverse
mechanisms that have produced “too much capitalism” for society.43 Different tags—
Reich’s “supercapitalism,” Glyn’s “unleashed capitalism,” Stiglitz’s “ersatz
capitalism,” even Luttwak’s “turbo-capitalism”—have been coined to evoke
something “designed to create inequalities,” in Stiglitz’s words.44 A postcapitalism,
we might call it, which goes arm in arm with postdemocracy: a democracy that does
not have any supportive normative theory for its capitalism.45 As Claus Offe has
written, it happens now that “the economic resources do determine the agenda of the
political process while the owners of those resources themselves … are not being
significantly constrained by social rights and political interventions: markets set the
agenda and fiscal constraints of public policies but there is little that public policies
can do in terms of constraining the market.”46

Together with the analysis of the unbalanced relationship between unregulated
global markets, growing inequality, and weakening democracy discussed in this
chapter, social scientists, pundits, and researchers are also starting to discuss what
can be done in order to stop and possibly reverse this social, economic, and political
crisis. The next chapter offers a bird’s-eye view of some of the main debates.



 

      SIX  THE FUTURE OF INEQUALITY

To criticize inequality and to desire equality is not, as is sometimes suggested, to cherish the romantic
illusion that men are equal in character and intelligence. It is to hold that, while their natural endowments
differ profoundly, it is the mark of a civilized society to aim at eliminating such inequalities as have their
source, not in individual differences, but in its own organization, and that individual differences, which are
a source of social energy, are more likely to ripen and find expression if social inequalities are, as far as
practical, diminished.

—Richard H. Tawney, Equality

THE BRITISH ECONOMIC HISTORIAN and Christian progressive activist Richard H.
Tawney, writing in 1931, had little patience for romantic egalitarianism that refused
to acknowledge individual differences. But he also forcefully highlighted the role of
institutions in spreading or curbing inequality. Tawney also noticed that a major
obstacle to the progress of equality was “the habit of mind” of people adverse to
change and accustomed to living in rigidly stratified societies—people, he wrote,
who felt “distrust and apprehension for attempts to diminish … sharp differences of
economic status, of environment, of education and culture and habit of life.”1

Tawney’s analysis summarizes many important points we have explored in this
book. First, inequality, though present in nature, is not inevitable in human societies.
Second, values, ideologies, and institutions play a fundamental role in how and to
what extent a society adopts policies that curb inequality. Third, excessive inequality
is socially disruptive and lowers the standard of living of all members of a
community, including the well-off. Fourth, policies are needed to redress inequality.

The last point in particular is the subject of this chapter. The market alone is
unable to address complex social issues such as inequality. Laissez-faire in the sense
of deregulation, in other words, is a false and ultimately inefficient myth. We need
effective policies that reverse current mechanisms of increasing marginalization and
on which a newly inclusive social compact can be solidly founded.

As we saw in chapter 1, even though nobody denies the reality of inequality, not
all consider it of relevance. Some, for example, claim that poverty, not inequality, is
the issue. At the policy level, however, the supporters of these at times opposing
views not infrequently end up focusing on the same policies, for the simple reason



that high levels of inequality are often accompanied by extreme poverty. Thus,
supporters of poverty-biased and inequality-biased policies, while perhaps
philosophically and politically distant, may turn out to be fellow travelers.

Reassuringly, nobody—not even those who consider inequality the wrong issue—
today sings the beauty of inequality, as was customary only a little more than a
century ago. For example, four-time British prime minister William E. Gladstone—
who, because of his liberal and reformist positions, was known as “the People’s
William”—openly spoke of the “love of inequality” as a fundamental element of
British civilization: “Call this love of inequality by what name you please—the
complement of the love of freedom, or its negative pole, or the shadow which the
love of freedom casts, or the reverberation of its voice in the halls of the constitution
—it is an active, living, and life-giving power, which forms an inseparable essential
element in our political habits of mind, and asserts itself at every step in the
processes of our system.”2

What has died as a creed, however, may survive as habit, and inequality is no
exception. Policies to overcome or limit it are thus an essential part of any discussion
of inequality itself. Our goal is to provide the reader with a map of some of the most
important policy issues debated by scholars, pundits, and politicians who consider
inequality a major problem of modern societies.

Recent political developments in many countries, such as the election of Donald
Trump as the president of the United States on an isolationist and protectionist
political platform and the decision of the United Kingdom to leave the European
Union on a more ambiguous agenda (a “global Britain,” in the words of Prime
Minister Theresa May, yet isolationist with respect to Europe), will undoubtedly
give a new spin to these issues. Irrespective of whether one considers these
backward-looking visions of a renewed national greatness based on isolationist
preeminence self-delusional or actually effective, inequality will remain a
fundamental problem to be addressed. The discussion below provides a basic
orientation to the issues at stake.

In previous chapters, we raised the separate concepts of within-country and
between-country inequality. Here we adopt the same distinction, although obviously,
linkages between the two kinds of inequality are deep and important. In a globalized
world, such as the one we live in, it could not be otherwise.

WITHIN-COUNTRY INEQUALITY        Inequality is first perceived within the borders of a
national community. Depending on the social structure of the society under
consideration, scholars and pundits usually propose different sets of policies. For the
sake of the argument we will consider only two groups of countries, the economically
advanced countries and the less developed ones. Obviously, this partition cannot do
justice to the many different conditions of less advanced countries, but space does not
allow us to be more nuanced.



Within-Country Inequality in Advanced Economies
The growing difficulties of the welfare state and the representative crisis of many
advanced social democracies have brought inequality to the top of the political
agenda. The novelty of the last few years is that inequality, in other words, has been
recognized as an urgent problem not only of remote and less developed peripheral
countries but of industrialized countries at the core of the democratic and capitalist
world. The discussion has focused on a number of policies. Not unexpectedly, fiscal
policies figure chief among them.

FISCAL POLICIES
In the last five decades, many countries have witnessed huge decreases in the tax rate
of top income brackets. The promise of “cutting taxes” for all citizens
indiscriminately, even though it actually benefits almost exclusively those who do not
need it, has become a powerful message in the political arena.

According to Thomas Piketty, however, a fundamental historical law is that the
rate of return on “capital” (Piketty’s word for the market value of total wealth, from
financial assets to land and housing) is higher than the rate of growth of the economy.
Except for relatively short and specific periods such as wars, when gains are curbed
and wealth is both mobilized for the war effort and destroyed, “capitalists” become
increasingly richer than the rest of the population, and inequality is constantly on the
rise. Piketty’s proposal to reduce inequality among members of the national
community is thus to greatly increase the progressivity of the fiscal system so that the
highest tax brackets would reach a tax rate of approximately 80 percent. Obviously,
this would require a high degree of international coordination, as otherwise
capitalists would simply move to a more wealth-friendly country.3 Even though
Piketty’s historical and economic analysis has been criticized from a broad spectrum
of scholars, here the point is that a greater progressivity of the fiscal system is a
well-established mechanism to moderate inegalitarian forces.4 As such, it has been
proposed by a number of economists, along with other fiscal reforms, such as a cut
on consumption taxes like the value-added tax, which, imposing the same tax on all,
irrespective of their income, is highly regressive.

A second point is that historical record shows that fiscal progressivity can go
hand in hand with economic growth. In the United States, for example, during the
thirty glorious years of rapid economic growth following World War II, the top
federal income tax rate never fell below 70 percent (the Nixon and Ford
administrations).

With regard to this issue, it is worth mentioning that the opposition to fiscal
progressivity is highly ideological. President Barack Obama was accused of being a
socialist for having raised the top federal income tax rate from 35 percent (which he
inherited from the George W. Bush administration) to 39.6 percent in his second
mandate. President Ronald Reagan, the lighthouse of modern conservatism, kept the
top federal income tax rate at 50 percent for five consecutive years (1982–1986; in



1981 it was 69 percent). During the ten years of the Republican and Democratic
administrations of Dwight D. Eisenhower and John F. Kennedy (1953–1963, a
decade of remarkable economic growth and low inequality), the top federal income
tax rate remained at the staggering level of 91 percent (with one exception, during
Eisenhower’s first year, when it was 92 percent). In addition to tax rates, tax
brackets and their thresholds are equally important. For instance, to evaluate the
actual progressivity of a fiscal system, we need to know the income threshold at
which the top rate applies. Historically, this has considerably changed. During the
Eisenhower and Kennedy years, the top federal bracket included incomes higher than
$3.5 million and $3.1 million (in 2016 U.S. dollars), respectively; higher than $1.2
million during the Nixon administration; higher than a threshold fluctuating between
$250,000 and $190,000 during the Reagan administration; and higher than $400,000
during the Obama administration.5

CORPORATE INSTITUTIONAL REFORMS
There are also other ways to limit inequality and invert its trend. They are not
alternative but complementary to fiscal policies. Institutional reforms in the financial
and corporate world, for example, are strongly needed. On one side, they should aim
at curbing excessive risk-taking behaviors and CEOs’ unaccountability and self-
interested management decisions. Also, they should increase the transparency of
financial operations. The taxation of short-term speculative transactions on foreign
exchange markets, as proposed in 1972 by the Nobel laureate James Tobin (later
expanded to other types of speculative financial transactions and commonly known as
the Tobin tax), has also been proposed as a way to penalize speculation.6 On the
other side, policies to reduce the increasingly unfettered power of firms and
corporations should be put in place, such as antitrust programs and higher minimum
wage legislation. Policies in support of increasing unionization and collective and
national wage bargaining, widely accepted between the 1950s and the early 1980s,
are today much more contentious, even on the center-left of the political spectrum.

Last but not least, the broadening and universalization of social security systems
is a fundamental step toward reducing inequality.7 Not by chance, the United States is
both the only advanced country without a universal and mandatory health insurance
system and the advanced country with the highest inequality as measured by the Gini
coefficient.

Anthony Atkinson persuasively summarized many of these issues in a September
2016 interview in which he emphasized not only the interconnectedness of inequality
policies on many fronts but also the need to rethink our vision of the social compact.
Atkinson denounced the ideological insufficiency of the narrowly self-interested
individualism that emerged in the last three decades or so, arguing instead that
corporate institutions should recuperate the “broader view of their responsibilities”
that they used to have in the past, when “they recognised that they had a responsibility
in addition to that to their shareholders—also to their workers and to their



consumers.”8 Furthermore, Atkinson underscored the crucial role that governments
retain (even in a globalized era characterized by a number of transnational or
supranational phenomena) by “giving priorities about what kind of technology we’d
like to see in what areas, which industries, which activities,” thus working in the
interest of all social actors and individuals, not only corporate interests.9

EDUCATIONAL POLICIES
The role of government is also eloquently represented by how it can affect what
Nobel laureate Jan Tinbergen once described as the “ ‘race’ between technical
progress and … third-level education” (or, in more recent parlance, the race between
education and technology).10 Briefly put, technological progress is, according to a
broad consensus, skill-biased, in the sense that it requires increasingly skilled
laborers. Investment in human capital is thus a fundamental equalizing force insofar
as it enables individuals to access high-quality education and keep up with the pace
of increasingly skill-biased technology. A poor educational system, on the other
hand, makes the supply of human capital lag behind technological progress, thus
widening the income gap between those who can take advantage of a first-rate higher
education and those who cannot get access to it. As Claudia Goldin and Lawrence F.
Katz have shown, while the “college premium” fell from 1915 to 1980, thus
narrowing wage differentials, at the turn of the twenty-first century both inequality
and the pecuniary return on education had risen again to the high levels of one century
earlier.11

College attendance and educational attainment are considered important factors in
explaining inequality dynamics. The economists David Card and John DiNardo,
however, have noticed the lack of synchronicity between the peak of increasing
income inequality (which, they say, occurred in the late 1980s) and the major
acceleration in technological change (which, as measured by computer use, occurred
in the 1990s) or, perhaps even more puzzling, the fall in the relative remuneration of
computer science and engineering graduates compared to that of other professionals.
James Galbraith has repeatedly underscored the lack of solid data foundations for the
skill-biased thesis, first in his 1998 Created Unequal and later in his 2012
Inequality and Instability.12 Some analysts have highlighted other puzzling
phenomena that do not easily fit with the skill-biased technological change
explanation, such as the fact that an increasing number of college graduates now
accept jobs that were previously done by people without a college degree. This
reveals an excess supply of skilled labor. Although employed, these college
graduates are in fact overqualified for the job market. Finally, other causes of
increasing wage inequality have more to do with regulatory policies of the job
market and with trade policies than with the relationship between education and
technology, such as the very low level of the minimum wage, policies that discourage
the organization of workers into unions, and the relocation abroad of manufacturing
jobs.13



In any case, the increasing gap in educational achievement produces important
self-reinforcing mechanisms that propagate to other spheres of social inequality.
Different levels of education are also a measure of class and other manifestations of
social stratification. As the social scientist Heather Beth Johnson has convincingly
argued, for example, in the United States, economic inequality is strongly correlated
with race inequality. Not unexpectedly, this double-dimensional inequality affects
both access to education and the quality of education to which different groups of
individuals can get access, eventually perpetuating and even increasing the racial
gap. And yet education is, ironically, among the strongest foundations of the
American myth of meritocracy. As Johnson puts it, “Education is the institution that is
supposed to perform the ‘great equalizer’ task in our society; where, regardless of
background, all children will be given equal opportunity for success based on their
individual achievement and merit.”14 With inequality on the rise, this is increasingly
less the case. In addition, as Samuel Bowles, Steven N. Durlauf, and Karla Hoff note,
increasing inequality in income, education, wealth, and power has repercussions for
support (or lack thereof) for public schools, public goods, and so on, thereby creating
powerful inequality and poverty traps.15

INEQUALITY AND SOCIAL MOBILITY
There is no doubt, in sum, that the inequality issue is a political question par
excellence, even when we enter the apparently technocratic territories of
technological progress and the future of high-quality education. Overall productivity
increases have not benefited the middle and lower-middle classes of advanced
countries but only those at the top of the earnings pyramid. In fact, the incomes of the
middle class in advanced economies have been stagnating for forty years. As Melissa
Schettini Kearney has noted, between 1947 and 1975 families at the bottom and the
top of the income distribution shared the fruits of strong economic growth, almost
doubling their incomes in less than thirty years. Between 1975 and 2010, however,
families in the bottom 20 percent saw an income gain of less than 4 percent, while
families in the top 5 percent experienced a gain of almost 60 percent. Like Goldin
and Katz, Schettini Kearney also considers this increasing inequality to be the result
of technological progress that has favored the “very highly skilled.”16 Moreover,
Schettini Kearney also underscores the connection between rising inequality and
increasing educational gaps between rich and poor families.17 These increasing gaps
threaten to exacerbate inequality between generations, and thus reduce social
mobility. Inequality of incomes, in other words, passes from one generation to the
next, and greater inequality in one generation results in greater inequality in the next
generation.18 In sum, as we also note in chapter 5, the higher the inequality in a
society, the lower is the intergenerational mobility.

As one who has lived the American dream to the highest degree, former President
Barack Obama has underscored the political dimension undergirding the problem of
increasing inequality. “People’s frustration,” he said at a gathering on economic



mobility, “is rooted in the nagging sense that no matter how hard they work, the deck
is stacked against them. And it’s rooted in the fear that their kids won’t be better off
than they were.” Political choices can address or ignore this frustration, and in both
cases they will have lasting effects. As Obama put it, “The combined trends of
increased inequality and decreasing mobility pose a fundamental threat to the
American Dream.”19 And at least in this case, what is true for the United States is true
for the world.

Within-Country Inequality in Less Developed Economies
The discussion about less developed countries touches on many of the issues
discussed above with regard to advanced economies. Although in many cases these
issues are treated somewhat differently when less developed countries are
concerned, their major characteristics are similar enough for us not to repeat
ourselves. For example, trends in the remuneration of capital and highly skilled labor
are a global phenomenon that affects both developed and less developed countries.
At the same time, however, emerging economies have been able to compete with
certain sectors of advanced economies thanks to their own cheaper labor costs.
Although support for education and the training of skilled labor is thus important for
all countries, specific short- and medium-term industrial policies, for example, may
differ from one country to the other.

An important theme is the institutional framework of modern-day economies,
developed and less developed alike. Economic, social, and institutional reforms are
often badly needed in less developed countries. As scholars such as Dani Rodrik and
Joseph Stiglitz have convincingly demonstrated, however, shock therapy has almost
invariably proved disastrous. Gradualist and selective reforms, consensus building,
the creation of an institutional infrastructure (which cannot happen overnight), phased
restructuring, room for policy latitude—in sum, a sensitivity to the dynamics of
change and transition—are equally as important if not more important. In Stiglitz’s
words, “successful economic programs require extreme care in sequencing—the
order in which reforms occur—and pacing.”20 Dani Rodrik also insists on contextual
reform, sequencing, and selectivity.

Other questions that affect inequality dynamics and structure in broader terms,
however, are specific to the reality of less developed countries, and they deserve a
mention. A long sociological tradition has underscored important characteristics of
premodern societies, such as very limited, if not nonexistent, social mobility; the
preeminence of personal bonds within a community framework over impersonal
relations; the absence of—or the deep limitations to—the rule of law; the prevalence
of rent-seeking over entrepreneurial behaviors, and so on. The more recent
economics literature has rediscovered the importance of some of these themes with
the analysis of “limited access” societies and “extracting institutions” as major
causes of the inability of these societies to evolve into modern liberal democracies.21



Again with much simplification (and a lack of historical sensitivity, as we must not
forget how early twentieth-century democracies turned into totalitarian and
corporatist regimes), modern democracies have usually been considered the place of
social mobility, political compromise, and economic redistribution.

This “neo-institutionalist” literature focuses on how less developed countries can
evolve in such a way that elites who have positioned themselves as gatekeepers of
the economic and political resources of their societies accept the inclusion of
increasingly larger strata of the population in a democratic process governing
growing access to, and redistribution of, these resources. A number of poor
countries, especially in sub-Saharan Africa, whose economy rests on the exploitation
of natural resources are good cases in point. Even when international terms of trade
are favorable and the economies of these countries grow faster than those of more
advanced countries, the revenues from natural resources are usually monopolized by
small and self-contained elites, with no benefit for the rest of the population. In these
cases, inequality will probably be on the rise despite a country’s positive economic
performance.22 From a within-country perspective, the task will therefore be to
strengthen a country’s democratic institutions and redistributive policies. Critics of
neo-institutionalist economics literature notice that, in the end, this is only a
restatement of conventional free-market theory. Its point, in other words, seems to be
how to introduce Western-style market-oriented institutions in less developed
countries, paying only lip service to social institutions and the economic role of
governments. Jeff Madrick, for example, has noted that Acemoglu and Robinson’s
500-page book mentions trade unions only five times and minimum wage twice.
Also, the book never mentions policies such as the protection of infant industries,
even though such policies were in fact implemented throughout most of America’s
history.23

A solution to this controversy and, more generally, to how institutions can be
modified in favor of increasing redistribution and growth goes beyond the limits of
this book. But it is worth noticing that the complexity and context specificity of these
processes require deep and sophisticated analysis. To take just one notable example,
the World Bank, for decades considered a major proselytizer of one-size-fits-all
policies and of the virtues of applying long lists of macroeconomic reforms to very
different contexts, more recently has turned to deep historical analysis to understand
the process of institutional change.24

BETWEEN-COUNTRY INEQUALITY    Growth has been one of the most important issues
in the social sciences of the last three centuries. And yet, as the current predicament
of the developed world shows, growth is not sufficient to address the inequality
issue. Of course, if a country experiences a high rate of growth, its citizens will
probably (though not necessarily) better their own position in the global income
distribution. More specifically, in an international perspective, the reduction of



inequality has to do with how less developed countries can join the “convergence
club.” From an actually “global” perspective—a perspective, in other words, that
considers not the average GDP per capita of national communities but the actual
income of individual citizens in the global distribution—the question is more
complicated, as it has to do with both domestic redistributive forces and the
economic growth of a country in the global scenario.

We should be clear on one point, however. Although growth is not per se
sufficient, it remains a necessary element not only for reducing national poverties but
also for redressing international and global inequality, at least in the current
globalizing age. There exists a vast consensus among inequality scholars and
economists from many disparate traditions according to which economic growth is
the most powerful tool for reducing poverty and inequality.25 The current wave of
globalization has deeply influenced the ways in which inequality has taken shape
nationally and at the global level. First, by lowering the compensation for unskilled
work and increasing instead the remuneration of capital and highly skilled work,
globalization has polarized within-country income distributions. Second, by
increasing economic interconnections and unfettering international markets, it has
heightened global competition.26 While some regions, such as China and other
Southeast Asian countries, are successfully riding the globalization wave and
catching up with the most advanced countries, other regions are increasingly lagging
behind, most prominently Africa. The emergence of populous countries experiencing
high rates of economic growth has contributed to shaping the consensus that, if
within-country inequality is on the rise, between-country inequality, on the contrary,
is decreasing. In this analysis, China (up to 2000) and China and India (since the
2000s) are the “great stabilizers” of global inequality.

And yet two comments are in order. The first and less important one is that, at a
certain point, the growth of China and then other populous countries will start to have
an adverse effect on global inequality. This will happen when China’s standard of
living, for example, grows above the threshold of the world average, or, in other
words, when the positive effect of reducing the distance from advanced countries
will no longer suffice to outweigh the negative effect of increasing the distance from
stagnating countries. It will not happen soon, although it will probably happen at
some point. This is not, however, an urgent matter. Let’s consider it a reminder that
apparently positive and unchanging dynamics may actually develop adverse effects at
a certain level of their apparently regular evolution.

The second point is both more pressing and more important, namely, that the
world is not made up solely of “advanced” and “emerging” (or “catching-up”)
economies but also of large areas that are increasingly left behind and that remain at
the bottom of the international economic pyramid. Africa is by far the most prominent
example. Since the process of decolonization and attempts at economic reforms and
diversification between the 1950s and 1960s, many African countries have



experienced very disappointing economic results. Whereas the 1960s were dubbed
“the development decade,” the 1980s are remembered as “the lost decade” for all
developing countries, and for African countries in particular. The sparse growth that
has taken place since then has been more the result of an increase in the international
prices of raw materials than of autonomous processes of economic growth. Because
the terms of trade of raw materials tend to fluctuate, they cannot be taken as a solid
base for a process of catching up, especially on a continent whose population is
expected to increase significantly in the next thirty years or so. According to current
projections, by 2050 sub-Saharan Africa will account for more than 20 percent of the
world’s population. Economic growth is thus, for Africa, desperately important. This
brings us back to our earlier discussion of the need for policies that curb within-
country inequality and foster a process of autonomous growth not based solely on the
export of primary products.

With regard to international economic relations, it is important to note that
Africa’s growth in the 1980s and the 1990s was severely sabotaged by ill-conceived
structural adjustment policies imposed on it by rich countries. Africa’s stagnation, in
turn, is at the root of a global phenomenon that has become dramatically conspicuous
in the last few years, that is, international migrations (with which we opened chapter
4).

Long-term migratory trends are the outcome of decades-long economic stagnation
and oppressive regimes, many of which were in place well before the current crisis
in Northern Africa and the Middle East erupted. The relatively recent development of
global media and communications systems, moreover, helped ease these population
flows in many ways. For example, modern communications have made differences in
the standard of living more glaringly visible. Also, the diffusion of mobile telephones
has helped those who left maintain contact with those who stayed behind, thus
strengthening migratory chains. It is the increasing poverty and destitution of the
countries of origin, however, that (in addition to crises dictated by wars) is the main
long-term cause of international migrations.

Undoubtedly, for those who succeed, migration is the best way to boost their
personal income and move up in the global income distribution. We are not speaking
here of highly skilled migrants who move from one rich country to another rich
country to take advantage of job opportunities, in possession of a regular work visa
and a comfortable seat on an airplane. Gains in global income distribution accrue
also to individuals who migrate without immigration and job permits, who do not
know the language of the country of destination, who are often unskilled, and who end
up in poorly remunerated jobs. Moreover, this is true not only at the individual level
but, at least up to a certain extent, also at the community level, because of the positive
feedbacks that migration triggers both in countries of origin and in countries of
destination. And yet strong migratory flows produce a number of interconnected
social and economic effects that must be seriously considered to avoid further



impoverishing countries of origin or creating explosive situations in countries of
destination.27 The effects of international migrations are not univocally positive, and
unrestrained migrations, as Joseph Stiglitz puts it, “may result in a lowering of the
welfare of both the country receiving the migrants and the country sending them. Even
when the country as a whole benefits, there may be great distributive consequences,
with large segments of the population—even a majority—worse off. The only sure
winners are the migrants themselves and the corporations that get their cheaper
labor.”28

Dealing with migratory flows involves not only multilateral coordination, though
this is badly needed. As Milanovic rightly notes, international migrations are one of
the few global phenomena that are not the focus of specific multilateral policy action;
in contrast, multilateral institutions exist for the governance of economic
development, international debt, trade, health, and central banking.29 First and
foremost, a structural reduction in migratory flows requires the fostering of economic
growth and opportunities in the countries of origin. Once again, we return to the
question of how to promote within-country self-sustaining economic growth and
develop fairer international trade. These issues alone are the subject of entire
libraries, but we can mention a couple of aspects that have to do with global
inequality.

First, international aid from rich countries to poor countries is an almost dry creek
of resources, averaging only 0.35 percent of the GDP of advanced economies. Since
the late 1960s, rich countries have been discussing the goal of devoting 0.7 percent of
their gross national income to foreign aid, but except for a few Scandinavian
countries, they have never reached this admittedly achievable goal. In comparison,
remittances from migrants to their families in the countries of origin constitute a much
higher flow. If official development aid is about $130 billion, remittances from rich
to less developed countries total approximately $400 billion. In percentage terms,
remittances account on average for 6 percent of the economies of the countries of
origin.30 Furthermore, rich countries pose a number of restrictions on trade with less
developed countries that are particularly odious insofar as they make it more difficult
for less developed countries, and especially for African countries, to get access to
large markets—and thus develop production—of manufactured goods, which are less
prone to oscillations in the terms of trade than agricultural produce is.

Analysts such as Jeffrey Sachs of Columbia University have repeatedly claimed
that despite all the limitations of international aid policies, the shallow stream of
resources should grow to much higher volumes. If underdevelopment is still a
problem, this is because not enough resources have been devoted to fight it once and
for all.31 Although one must be particularly careful with this kind of generalization, a
huge number of scholars have documented the positive effect of aid on economic
growth. Camelia Minoiu and Sanjay G. Reddy, in particular, have studied how
developmental aid, if apparently ineffective in the short run, is able to make a



difference in the long run.32

Others, however, are much more dubious about aid effectiveness. Noticing that in
the last decades, aid to Africa has constantly increased, while growth was actually
decreasing, the Nobel laureate Angus Deaton has called foreign aid a “resounding
failure.”33 According to Deaton and other scholars, such as the New York University
economist William Easterly, foreign aid faces an inescapable dilemma, as aid is
either useless, when local conditions are hostile to development, or not required,
when local conditions are already favorable. “Experts” are often out of touch with
the needs and realities of the country they are supposed to help. In place of increasing
flows of financial resources (what Deaton mockingly calls the “hydraulic” approach
to foreign aid), Deaton urges advanced countries to act at a distance, to focus on
small-scale aid, to emphasize the role of technical advice versus financial aid, and,
last but not least, to enforce a real moratorium on arms sales to less developed
countries.34

Finally, the economic growth of the less-developed world, in addition to that of
the highly populous emerging countries, will make the issue of ecologically
sustainable development even more serious in the future than it is today. From the
perspective of a global redistribution of income, this implies that the rich world
should take the largest part of the necessary readjustment to make growth
ecologically sustainable.

These are all difficult questions, often politically highly charged. As is evident
from the political debates of recent years, it is not easy for national communities to
address the problem of inequality dispassionately and at the same time empathically.
If we broaden our horizon beyond the national borders, we witness the feeling of
social cohesion and shared citizenship plummet. To take a dismal example, the
European Union redistributes less than 1 percent of the European income among
member countries, since many countries of the EU—chief among them its strongest
economy, Germany—refuse to consider it a transfer union, that is, a union in which,
because of shared values of solidarity and social cohesion at the continental level,
countries in a strong position transfer resources to those in need. As mentioned, the
official aid from rich to poor countries amounts to a minuscule figure.

Reducing inequality at every level will require deep and continuous action for
political reform, especially when reformist action is challenged by much more
powerful and often worrisome populist and extremist movements. The hope for and
vision of a better world are fundamental ingredients for successful policy action.



 

APPENDIX  MEASURES OF INEQUALITY

Some of the things we care the most about are the most difficult to measure, and conversely, the things
we find it easiest to measure are sometimes those about which we have relatively little reason to care.

—James K. Galbraith, Inequality

As the discussion in this book has made amply clear, not only is economic inequality
a contentious issue and a multifaceted concept, the statistical work that undergirds
inequality studies is complex and ever evolving. The chapters of this book have
discussed inequality without delving excessively into technicalities. This appendix
offers additional information on some of the most relevant statistical concepts. Even
for nonstatisticians, it is important to be conversant with these concepts.1

INCOME        Income and other purely economic concepts offer an incomplete and
somewhat distorted representation of the actual well-being of a person or a group.
This is neither a new nor a radical statement. A commission that included several
Nobel laureates in economics, for example, recently highlighted how a
macroeconomic indicator as pervasive as the gross domestic product (GDP) per
capita is totally inadequate to capture the well-being of a society and its individuals,
or to explore fundamental issues such as sustainability, not to mention resource
distribution.2

At the same time, creating new indices and changing existing ones poses a number
of statistical and analytical problems that make the search for better measures far
from a banal and easy endeavor. At the national level, for example, the inadequacy of
aggregate income to gauge the well-being of individuals has prompted the
elaboration of the Human Development Index (HDI), which complements per capita
income information with data on life expectancy and education.3 First presented by
the United Nations Development Program in 1990, the HDI embodies the increasing
awareness that whereas economic resources are a necessary element for the well-
being of individuals, they are by no means sufficient.

Though aware of the limits of measures such as those based exclusively on
income, inequality scholars have nonetheless adopted them as their standard



reference.4 There are good reasons for this choice. In their attempts to elaborate
increasingly detailed analyses of national and global inequality, they face problems
of comparability that make the focus on a single economic indicator necessary. The
assumption, as Angus Deaton and Salman Zaidi put it, is that this single economic
indicator can be considered a reasonable “summary measure of living standards,
itself an important component of human welfare.”5

Income is a composite quantity that includes wages, salaries, profits, and rents.
This is known as the market income. If we add social transfers such as government-
provided pensions and unemployment subsidies, and deduct taxes from the market
income figure, we obtain the disposable income.

Disposable income is the base figure that inequality scholars prefer because it
takes into account a number of variables that affect the well-being of a person.
Disposable income is used whenever actual data about household incomes are
available, that is, primarily in calculations that take within-country distributions into
account, but also, as we will see below, in a specific approach to calculating
inequality at the global level.

THREE DIFFERENT CONCEPTS OF INTERNATIONAL INEQUALITY       For international
comparisons, inequality scholars often rely on aggregate data from national accounts,
and more specifically on variables such as a country’s GDP. The GDP is the total
value of goods and services produced for final demand in a territory (usually a
country or a region) in a certain period (usually one year) or, alternatively, the sum of
monetary consumption, investments, government expenditures, and net exports
(exports less imports) that have taken place in a territory within a certain period, or
else as the sum of the incomes of all subjects producing goods and services in a
country in a specific time period.6

Obviously, in international comparisons we are less interested in comparing
countries and their absolute GDPs than in comparing the income of their respective
populations, that is, the GDP of each country divided by the country’s population.
This is called per capita GDP. For example, whereas we know that the United States
is much richer than, say, Singapore, in per capita terms the two countries in 2015
were basically at the same level, that is, U.S. $51,486 and U.S. $51,855, respectively
(World Bank data, in constant 2010 U.S. dollars; the use of constant dollars helps
avoid the fluctuations in value that result from inflation).7 In absolute terms, the U.S.
economy was approximately fifty-eight times larger than the Singaporean economy
($16,550 billion versus $287 billion), yet the U.S. population was also fifty-eight
times larger than Singapore’s (319 million people versus 5.5 million).8 The GDP
accruing to each citizen in the two countries thus was on average the same. The same
kind of comparison with other countries may produce very different results. China,
for example, the world’s most populous country, being home to almost one-fifth the
world’s population, with an absolute GDP of U.S. $8,798 billion (much higher than



Singapore’s yet not as high as that of the United States), had a per capita GDP in
2015 of U.S. $6,416, or eight times lower than that of the United States or
Singapore.9 India, the second most populous county, with 1.3 billion inhabitants and a
GDP of U.S. $2,367 billion (in constant 2010 U.S. dollars), in 2015 had a GDP per
capita of U.S. $1,805, or twenty-eight times lower than that of the United States and
Singapore and less than one-third China’s per capita GDP.

When we discuss international economic inequality, the economic dimension of a
country, as represented by the country’s GDP, is clearly an important element of the
picture but by no means a sufficient one. The size of the population too is a crucial
variable since it is the denominator of the ratio GDP/population from which the per
capita GDP is derived.

The concept of international inequality introduced here, based on a comparison of
the GDP per capita of different countries, offers valuable information. Yet in some
important respects it remains very rudimentary. For instance, it could be argued that
it heavily distorts our ability to gauge changes in international inequality as it does
not consider how populous one country is in absolute terms. India and Nicaragua, for
example, in 2015 had a very similar per capita GDP (U.S. $1,806 and U.S. $1,849,
in constant 2010 U.S. dollars).10 Still, it is clear that international inequality would
change more drastically if India’s per capita GDP increased than if the same increase
accrued to Nicaragua’s per capita GDP, for the simple reason that in the former case
1.3 billion people would become richer, whereas in the latter case only 6 million
would. To take into account this difference, scholars usually calculate population-
weighted international inequality.

There is no consensus among researchers on what terminology to adopt for these
two concepts of inequality. François Bourguignon and Branko Milanovic, for
example, two renowned students of inequality and colleagues at the World Bank for
many years, use different terms. Whereas Bourguignon calls the unweighted concept
“international income scale” and the population-weighted concept “international
inequality,” Milanovic refers to the first concept as “unweighted international
inequality” and to the second concept as “population-weighted international
inequality,” although he also notes that others call the former “international
inequality” and the latter “world inequality.”11 This difference seems to rest on the
fact that while international inequality measures inequality between countries, with
no consideration for what share of the world population each country hosts on its
own territory, world inequality measures inequality among the various populations of
the world, defined in national terms. To avoid confusion, Milanovic also proposes to
call unweighted international inequality “concept 1 inequality” and world
(population-weighted) inequality “concept 2 inequality.”

Concept 2 inequality is also an approximation, like concept 1 inequality. It
recognizes that different countries have different “magnitudes” on the world stage.
Yet, like concept 1 inequality, it describes national populations by way of one single,



average, per capita GDP. In other words, concept 2 inequality measures international
inequality as if all individuals living in China earned, in 2015, the equivalent of U.S.
$6,416, while all individuals living in the United States earned U.S. $51,486. As we
know, the world does not work this way, and both in China and in the United States,
as in many other countries in the world, we can find extreme poverty and staggering
affluence. Concept 2 inequality, in other words, does not consider within-country
inequality, as by definition it considers all the individuals living in a certain country
as earning the same income.

Some researchers have therefore begun to work with a new and more
sophisticated concept of inequality, which they call “global” inequality, to
differentiate it from “international” or “world” inequality. Global inequality—or, in
Milanovic’s terms, concept 3 inequality—takes into account that each country is
home to both poor and rich people.12 From this perspective, working with national
averages makes little sense, and these researchers have begun to study inequality
among individuals in the world as if everyone belonged to one single country, that is,
one country encompassing the entire world. To sum up, global inequality conflates a
domestic perspective (within-country inequality) and an international perspective
(between-country inequality) to describe in a much more realistic way what is
actually happening in global inequality trends.

HOUSEHOLD SURVEYS       Researchers adopting this approach base their calculations
on data previously unavailable at the global level, namely, data from household
surveys, which are being conducted in an increasing number of countries. In other
words, instead of relying on macrodata such as private income and consumption
based on GDP calculations, they rely on microdata collected through door-to-door
surveys reporting the economic situation of actual households. In this way they can
work at a level of detail that was previously unattainable. Of course, surveys do not
cover the entire population of a country, but they do provide a sample detailed
enough to reflect the variability of incomes within each country. Household surveys
in particular are the only sources able to report such individualized, detailed
information, and furthermore, they cover the entire distribution from the very poor to
the very rich—at least in principle. Data from fiscal sources, for example, don’t
include data on those who are too poor to pay income taxes and so cover an
incomplete population.

Household surveys, however, also present a number of problems: their diffusion
to most of the world countries is recent, having taken place in the last thirty to forty
years; microdata, especially from old surveys, are not available to researchers; and
one often finds discrepancies between microdata and macrodata, making actual data
comparisons difficult and prone to error. Moreover, certain groups, especially at
either end of the income distribution, are underrepresented. Rich households, for
example, tend to underreport their incomes, even though household surveys are



anonymous. Also, different institutions use different methods to estimate the standard
of living of an individual based on household data: in certain cases this is done
simply by dividing the household income by the number of household members,
irrespective of their age and the total size of the household. Others prefer to use the
concept of “equivalent adult,” as the age of the individual members and the total
number of members of a household actually affect the household income differently.
The Organization for Economic Cooperation and Development, for example, has
proposed a widely used equivalence scale: 1 for the first household member, 0.7 for
each additional adult, and 0.5 for each child.

The very definition of household income is problematic: in certain cases only
income data are collected; in other cases income and consumer spending are both
considered. In addition, some surveys consider certain entries, such as virtual
income, transfers, or state-offered services, that other surveys exclude from the
definition of household income. Some scholars accept the discrepancies as the lesser
evil; others apply adjustments (based on national accounts data, which are
considered less prone to household survey heterogeneity) to improve consistency and
comparability. Obviously, weighing surveys presents its own problems. Finally,
whereas some countries conduct broad and frequent surveys, other countries conduct
only narrow and infrequent ones, making comparability issues even more relevant.13

INTERNATIONAL INCOME COMPARISONS        Another fundamental operation has to do
with methods that make sensible international comparisons possible. Does it make
sense to compare per capita incomes in the United States and India, converting them
into U.S. dollars, as we did above? In fact, what we did was take the GDP of
different countries, initially calculated in domestic currency (the U.S. dollar for the
United States, the rupee for India, and the Singaporean dollar for Singapore), and
convert them all into a common currency, the U.S. dollar (in constant 2010 dollars,
that is, dollars of the base year 2010, in order to prevent price inflation from
corrupting the calculations). And yet this is not enough.

The conversion to a common currency says very little about the cost of living
within specific countries: anyone who has traveled abroad knows that the price of a
specific good or service varies from country to country. Converting different
currencies into constant U.S. dollars, thus, says nothing about what we can actually
buy with those dollars in, say, the United States versus India or Brazil. In fact, if we
travel from the United States to India, we will find that many goods and services cost
more, in dollar terms, in the United States than in India. This difference is relevant
when we want to compare how people actually live on their incomes in their home
countries.

To calculate how prices differ among countries, there is no other way but to
empirically collect price data in all countries in the world and then compare them.
This is done by the International Comparison Project (ICP), managed by the United



Nations Statistical Division. From price differences between countries on specific
products, ICP statisticians compute price differences on larger categories (such as
food), and finally they compute a single average measure that “summarizes” the price
difference between countries.14 The first iteration of the ICP was conducted in 1970
and covered only ten countries. In 1975 it involved thirty-four countries, and
thereafter it grew exponentially: in 1985 it involved sixty-four countries, in 2005 146
countries, and in 2011, the last completed round, 199 countries.15 According to one
expert in the field, the ICP is “the single most massive empirical exercise ever
conducted in economics.”16 The ICP produces an exchange rate that takes into
account the different price levels and consumer structure of each country. In other
words, the ICP exchange rates make it possible to compare currencies while
maintaining their respective purchasing power unchanged. For this reason, the ICP
exchange rates are called purchasing power parity (PPP) exchange rates.

Besides the mere collection of data, the actual statistical work to build PPP
exchange rates is complicated and presents some intrinsic problems that make it a far
from perfect statistical tool. For example, as one scholar highlights, a major and
insoluble problem is the trade-off between the “sameness” of the basket of goods and
services that is considered in the comparison across countries and the
“representativeness” of this basket. To be strictly comparable, baskets must contain
the same list of goods and services. Any given list of goods and services, however,
may be more or less representative of consumption and price behaviors depending on
which country it is applied to, and so it will capture consumption and price
behaviors better in some countries and worse in others. The balance between these
two exigencies, between sameness and representativeness, is intrinsically unstable
and prone to different interpretations.17 At its simplest, however, the idea is that if on
the international market the Indian rupee to the U.S. dollar exchange rate is 64.15—in
other words, slightly more than 64 rupees will buy one dollar—and the PPP
conversion factor calculated by the ICP is 0.3, then in India one does not need 64
rupees to buy the equivalent of what one would buy with one dollar in the United
States but only 64.15 × 0.3, or slightly more than 19 rupees.18 Clearly, to compare
incomes across the world and study inequality trends, we must consider PPP
exchange rates, not market ones.

INEQUALITY MEASURES    Finally, scholars calculate inequality levels at the national
and international levels. As in the discussion above, our analysis will touch on only
the most important concepts.19 Depending on one’s specific interests, it is possible to
measure inequality in many different ways.

Positional Indices
One commonly used approach is to compare the incomes of different groups of
people. In a 2011 article in Vanity Fair,  for example, the Nobel laureate Joseph



Stiglitz focused on the increasing disparities between the top 1 percent of income
distribution and the rest of the U.S. population.20 In The Globalization of Inequality,
François Bourguignon similarly focuses on the share of the national income that goes
to the top 1 percent of the global population, the top 5 percent, and the top 10 percent.
One can also look at the relative gap between the income of the richest 10 percent of
the global population and the poorest 10 percent, the so-called P90/P10 ratio.21 For
example, a value of 5 in the P90/P10 ratio means that the income of the poorest
person in the top 10 percent of income distribution is five times that of the richest
person in the bottom 10 percent. Similarly, one could devise yet other ratios
according to one’s needs, such as the ratio between the median income and the
poorest 10 percent (or the P50/P10 ratio). Such ratios are fairly straightforward and
easy to interpret.

These ratios are called positional indices and they offer valuable information
about specific questions. The P90/P10 ratio, for example, offers a clear view of the
absolute distance in income between the richest and the poorest strata of a
population. At the same time, these positional indexes do not say anything about what
happens in other parts of the distribution.

José Gabriel Palma of Cambridge University has recently proposed a positional
index that seems to offer valuable insight into the inequality trends of several
countries around the world. Palma has noted that the share accruing to the middle and
upper-middle classes is very similar across countries, irrespective of the specific
economic policies those countries adopt. What does change is the share that goes to
the richest 10 percent of the population and to the poorest 40 percent. Depending on
whether we focus on the extremes of the income distribution or on the center of it,
Palma writes, “the distributional geometry changes from huge disparity to
remarkable similarity” among countries.22 In other words, we can observe two
opposing forces at work. On one side, the middle and upper-middle classes (which
Palma identifies as the individuals who fall between the poorest 50 percent and the
poorest 90 percent of a population) appropriate an increasingly uniform share of
income across nations and world regions. This is a “centripetal” force. On the other
side we see a growing bifurcation between the income shares of the richest 10
percent and the poorest 40 percent, and this is a “centrifugal” force. Palma argues
that the most important thing is to monitor this centrifugal force, and so he proposes
to measure inequality by using the ratio between the income share of the richest 10
percent and the income share of the poorest 40 percent, since the major shifts in
income distribution take place between these two groups. The Palma ratio, as this
measure has come to be known, has gained a certain popularity in recent years.23 As
James K. Galbraith has recently commented, however, “Whether [the Palma ratio]
will go on to become a standard summary measure of inequalities remains to be
seen.”24



The Gini Index
One measure widely used by inequality scholars is the Gini coefficient (researchers
use quite interchangeably the terms “Gini coefficient,” “Gini index,” and “Gini
points”). Chapter 3 provides a more in-depth discussion of its historical importance
and its relation to other tools in the statistician’s tool box. Here we will discuss only
a few examples of Gini values with regard to certain countries and its graphic
representation, which offers an easy way to grasp what this coefficient means.

The Gini coefficient is characterized by synthesis and simplicity. Despite the
complexity of its algebraic calculation, the Gini coefficient lies between the values
of 0 (extreme equality) and 1 (extreme inequality). A Gini coefficient of 0.3 thus
indicates lower inequality than a coefficient of 0.4. In this way, the value of the Gini
coefficient provides us in a single figure with an immediate idea of the level of
inequality within a country (and, as a consequence, it makes between-country
comparisons possible). For the sake of simplification, the Gini coefficient is often
reported on a 0 to 100 scale instead of a 0 to 1 scale. A Gini coefficient of 0.34 on
the 0 to 1 scale can thus also be expressed as a Gini coefficient of 34—or 34 “Gini
points”—on the 0 to 100 scale. To take a few examples, the Gini coefficients of
Western European countries are often below 30, conventionally indicating low
inequality. The Gini values for 2006 (the year preceding the beginning of the recent
global crisis, and a year for which we have comparable data on many countries
around the world), for example, are 30.6 for Norway, 26.4 for Sweden, 29.3 for
Belgium, 25.1 for Denmark, 31.2 for Germany (2005 data), and 28.7 for Austria.
These low values are not surprising if we keep in mind the strength and
pervasiveness of the welfare state in those countries. Other European countries with
higher inequality rates, again not surprisingly, are the United Kingdom (37.2), Italy
(33.7), Spain (33.0), and Portugal (38.5). Former Eastern bloc countries present a
likewise varied picture. In 2006 the Czech Republic had a Gini value of 26.9 and
Bulgaria had a Gini value of 31.0, but Hungary varied from 30 in 2004 to 34.7 in
2006, and Poland has always been in the mid-30s (35.8 in 2006). Central and Latin
American countries present a very different situation, with Gini coefficients in the
higher 40s or even 50s, such as Peru (49.6), Brazil (53.2), Colombia (58.7), Bolivia
(54.2), and Honduras (57.4). Among the economically developed countries, the
United States is the only one to surpass the 40.0 threshold. Specifically, in 2006, the
Gini coefficient for the United States was 47.0, very close to Uruguay’s (47.2) and
the Democratic Republic of Congo’s (46.9), and more than five points higher than the
Russian Federation’s, a.k.a. the country of oligarchs (41.6). In the last fifteen years,
the most internally equal country seems to have been Azerbaijan, with a Gini
coefficient of 17.5 in 2005 (although the figure for 2008 is 31.2), while the most
unequal one was South Africa, with a staggering Gini coefficient of 69.8 in 2008 (for
the sake of comparison with previous data, it was 67.4 in 2006).25

As mentioned, the Gini coefficient is calculated algebraically. Here, however, it



may be useful to recall its geometric description, to which Gini himself explicitly
refers. This description is based on the Lorenz curve, also discussed in chapter 3.
Figure A-1 plots on the horizontal axis the cumulative percentage of the population
(households in this case) from poorest to richest—against, on the vertical axis, the
cumulative percentage of the total income held by these percentages of the
population. With a perfectly egalitarian distribution, the Lorenz curve corresponds to
the straight line with an inclination of 45 degrees (the diagonal of the square).

FIGURE A-1. THE LORENZ CURVE

With nonegalitarian distributions, the Lorenz curve bends to the right: a bowed
curve shows that a certain x percent of the population receives less than x percent of
the total income. The more distant this curve is from the 45-degree line—that is, the
more bowed it becomes—the greater the inequality is: an increasingly greater
percentage of households receives the same percentage of total income, and,
consequently, an increasingly smaller percentage of households receives all the rest
(the top 10 percent, the 1 percent, the 1 percent of the 1 percent, and so on). Thus, if



inequality increases as we get farther from the 45-degree straight line, we can easily
imagine the Lorenz curve that expresses the highest possible inequality. This will be
a curve according to which the entire population except one single individual
receives 0 percent of income, while that one individual receives all the income. This
curve will adhere to the horizontal axis, as 99.9 percent of the population receive 0
income, and then will abruptly move along the vertical axis, corresponding to the one
individual receiving the entire income.26

The Gini coefficient is the ratio of (1) the area between the Lorenz curve and the
45-degree straight line and (2) the entire area of the triangle formed by the two axes
and the 45-degree straight line (figure A-2). Calling the first area A and the second
area A + B, the Gini coefficient is:

Gini coefficient = A/(A + B).

The extreme values of the Gini coefficient are 0 and 1. And in fact, in the case of
perfect equality the Lorenz curve actually adheres to the 45-degree straight line: A =
0, and the equation resolves to 0. In the opposite case of perfect inequality, the
Lorenz curve adheres to the two axes: A covers the entire area of the triangle while B
disappears (or its value becomes 0), and thus A/(A + B) = 1. Interestingly, this
geometric representation helps us understand one of the main shortcomings of the
Gini coefficient mentioned in chapter 3, namely, that very different distributions can
have the same Gini value. Let’s consider, for instance, a society whose Lorenz curve
is straight from (0,0) to (0.5,0) and then straight again from (0.5,0) to (1,1), as in
figure A-3. In such a society, half of the population has no income at all, while the
other half appropriates the entire income. This society is represented by the area
filled with horizontal lines and called A1. But in another society, in which 75 percent
of population get 25 percent of the total income and the remaining 25 percent of
population get 75 percent of income, the Lorenz curve, as depicted in the area filled
with white dots and called A2, is straight from (0,0) to (0.75,0.25) and then straight
again from (0.75,0.25) to (1,1). The two curves are very different, though their Gini
coefficient (0,25) is the same.

FIGURE A-2. THE GINI COEFFICIENT REPRESENTED THROUGH A
LORENZ CURVE



FIGURE A-3. TWO LORENZ CURVES FOR THE SAME GINI
COEFFICIENT



Theil Statistics
The Gini values we have given above with regard to a number of countries were all
based on microdata obtained from household surveys. As mentioned earlier,
however, household data are very expensive to obtain, are not always available, and
can be compared across different countries and surveys only with great difficulty. To
overcome these and other shortcomings of household surveys, James K. Galbraith
and his collaborators at the University of Texas decided to focus on industrial pay
information. The advantages of working with these data sets are numerous. First, they
are commonly used in most countries around the world. Second, they are regularly
updated by local administrations (as we have seen, household surveys are irregular
and present many problems of cross-country or between-year consistency). Third,
they are easily comparable. And finally, because “the inner workings of an economy
are highly interdependent” and mutually consistent, it is relatively easy to infer more
general conclusions from observations that are often limited in scope.27 As Galbraith
put it, “The part of the economy one observes is (usually, though not always) a
window from which the view gives a fair idea of the part one does not see



directly.”28 In addition, Galbraith and his group, instead of using the Gini index—
which is not exactly decomposable into a between-groups and a within-group
component—use the Theil index. This index, as anticipated in chapter 3, has the
important characteristic of being decomposable into groups without residual. In other
words, given a specific group and its Theil inequality measure, it is possible to
obtain the same value of the Theil index as the sum of inequality measures of subsets
of that group.

More important, Galbraith and his collaborators noticed that to capture the
fundamental inequality dynamics at the national or international level, rather crude
levels of aggregation or disaggregation are usually sufficient. What is lost in terms of
the refined analysis that only a household survey can offer is gained in terms of
comparability among data and groups, regularity and frequency of data availability,
and sample coverage. This approach, Galbraith argues, is much less expensive and
offers much more possibilities to researchers to group data according to their needs.
Most of all, despite its limits and the alleged cruder nature of its data (at least if
compared to very fine-grained household surveys), it corresponds reasonably well to
other measures, perhaps more sophisticated but weaker in terms of data
availability.29

INEQUALITY DATABASES    The discussion of Galbraith’s alternative approach brings
us to another important topic that must be considered when discussing inequality
measures, namely, the databases currently available to inequality scholars. The
assembly of databases on income distribution dates back to the pioneering work of
the United Nations in the 1950s, but until the mid-1970s data collections were still
very sparse, incomplete, and only partially comparable. To overcome this bottleneck
in the availability and quality of data, in the mid-1990s two World Bank researchers,
Klaus Deininger and Lyn Squire, assembled what at the time was the largest possible
set of Gini coefficients from the existing literature, putting together more than 2,600
observations (as it relies on previous collections of data, it is considered a
“secondary database”). Of these, after further scrutiny, a few less than 700 were,
according to Deininger and Squire, “high-quality” observations, as they met three
criteria: (1) they were based on household surveys, (2) they offered a full coverage
of the population, and (3) they offered a full coverage of the sources of income.

With 682 high-quality observations covering 108 countries, the Deininger-Squire
data set became a fundamental reference for inequality scholars. As Deininger and
Squire highlighted, their data set had nine times as many observations and three times
as many countries covered as the larger data sets previously available.30 The World
Institute for Development Economics Research of the United Nations University
extended the Deininger-Squire data set further in the World Income Inequality
Database (WIID), first released in 2000 and since then improved with three major
updates and a number of minor ones (in January 2017 WIID version 3.4 was



published). WIID now collects approximately 8,800 Gini coefficients on 182
countries. The World Bank also absorbed information from the Deininger-Squire
data set into a larger database, the World Development Indicators (WDI) database,
which includes as well other World Bank and non–World Bank sources.31

Because of their secondary nature, however, these databases have also important
shortcomings. For example, on closer examination the underlying data appear to rely
on different choices of reference unit (household, family, tax unit, or the individual),
different concepts of resources utilized (income or expenditure), different
comprehensiveness of the definition of income and expenditure (whether income
includes or excludes interest and dividends, whether expenditure includes or
excludes home production), and so on. The compilers of these databases were aware
of these shortcomings but emphasized the importance of building increasingly larger
databases. Critical assessments, however, show that internal discrepancies and
nonharmonization may give a misleading picture of inequality trends within and
between countries. Based on the Deininger-Squire data set, for example, the
inequality present in certain countries resulted in grossly overestimated inequality in
northern European countries such as Sweden, Denmark, and Norway and
underestimated inequality in Spain and Great Britain.32

A secondary database that avoids, at least partly, these deficiencies is the OECD
Income Distribution Dataset (IDD). Though based on secondary sources, its data are
collected through an identical questionnaire that the OECD Statistical Office
distributes to national statistical offices or economic departments.33

Other research centers have followed a different approach. The Luxembourg
Inequality Study (LIS), for example, has consistently focused on collecting microdata
from household surveys and making all sources available to researchers. Since
pioneering work on ten OECD countries directed by Anthony Atkinson in the early
1990s, the LIS has been considered the gold standard for cross-national comparisons
based on microdata. The LIS database, however, is mainly focused on rich countries,
and according to some critics the “rich-country bias” of LIS remains a major
limitation.34

Now housed by the LIS, and before by the World Bank, is the All the Ginis
database put together by Branko Milanovic. Originally created in 2004, this database
lists more than 2,300 “standardized” Gini coefficients for 166 countries. As with the
LIS database, Milanovic’s All the Ginis is based without exception on microdata
from actual household surveys from nine different sources. The standardization is
based on fine-tuning of the different sources, so that more reliable sources for a
specific region or period get precedence over less reliable ones. When a conflict
among sources arises, the value is excluded from the database. The database,
however, is built with all information available, so that researchers can decide to
adopt different “precedence” approaches according to their needs. In a sense, the All
the Ginis database is a reasoned selection of all Gini values that are of high quality



from the best available databases based on microdata. Despite being purely a
secondary source, however, this database highly reduces the problems of other
secondary databases as it offers a “preferred” set of values (the “Allginis”
coefficient) but also leaves the researcher free to use data from one or more source
databases.35

Another remarkable attempt to harmonize data has been pursued by Frederick Solt
at the University of Iowa, who in 2008 published the first version of the Standardized
World Income Inequality Database (SWIID). Relying, like Milanovic, on the LIS
database and a number of other sources, Solt aimed at overcoming the comparability
problems that the All the Ginis database still presented. In its most updated version,
SWIID comprises more than 10,000 Gini coefficients for 174 countries, which is,
according to its author, “a broader sample of countries and years than any other
income inequality data set.”36

As should by now be clear, inequality data represent a major trade-off between
comparability and coverage. The larger the sample of observations, the less
comparable are the single data points, as they probably come from different sources
with different basic assumptions. High comparability, on the contrary, can be reached
if the observations are limited either to a specific source or to a subset of countries
surveyed using highly comparable survey methods. The Deininger-Squire and WIID
databases resolved the trade-off in favor of coverage. The OECD and LIS databases
instead opted for comparability. Milanovic and Solt are trying to walk the difficult
line between the two extremes of the trade-off in order to have both large coverage
and reasonable comparability.

Two projects that have approached this trade-off in a different way are the
University of Texas Inequality Project (UTIP) of James K. Galbraith and his
collaborators and the World Top Incomes Database, presented in 2011 and managed
by Facundo Alvaredo, Anthony Atkinson, Thomas Piketty, and Emmanuel Saez
(WTID, since renamed the World Wealth and Income Database, or WID). Both these
efforts conceptualize inequality in a more limited but more consistent way. The UTIP
measures differences in average pay between industrial or economic sectors as
classified by the United Nations Industrial Development Organization. As Galbraith
argues, this approach has the advantage of relying on very common, detailed,
harmonized, and inexpensive data.37 The WID instead measures the share of taxable
income as reported on personal tax returns, complemented by other fiscal and survey
data, based on the assumption that recent increases in economic inequality have been
largely driven by a rise in top incomes and wealth. Obviously, a vast literature
highlights in turn the limits of these approaches, but this is not the place to review it.

As this section shows, the efforts to collect, harmonize, and compare data are
many and important, and they have hugely increased since the turn of the twenty-first
century. This richness of data, however, must be used with judgment, and it is
necessary, today more than ever, not to mistake quantity for quality. In a similar



fashion, Emmanuel Saez argues that “important gaps remain,” and progress in the
study of inequality must come “from a combination of data and research.”38 Most of
all, as two important scholars of inequality studies and pioneers of data analysis on
inequality claim, historical and qualitative analyses remain fundamental: “ ‘Looking
at the data’ should form part of a narrative approach to economic analysis that
combines several different ingredients.”39
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