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GLOBAL TRENDS IN RELATIVE AND
ABSOLUTE INCOME INEQUALITY

Tendencias mundiales de desigualdad de

ingreso en términos absolutos y relativos

Thomas Goda*

Abstract
This paper provides an overview of historic worldwide trends in relative and
absolute income inequality. Depending on the concept used, inequality trends
differ considerably. Inequality between countries increased strongly during
1820-2000 and started decreasing at the beginning of the twenty-first century,
whether measured in relative or absolute terms. Within-country inequality,
on the contrary, grew especially strongly during the last decades: Its growth
rate accelerated after 1950 in absolute terms and after 1975 in relative terms.
Absolute global inequality also increased substantially in the post-1950 period,

whereas relative global inequality decreased slightly during this period.

Resumen
Este documento muestra una vision general de las tendencias histdricas de la
desigualdad mundial de ingreso en términos absolutos y relativos. Dependiendo
del concepto usado, las tendencias de desigualdad difieren considerablemente.
La desigualdad entre paises aumento fuertemente durante el periodo 1820-2000
y ha comenzado a disminuir a principios del siglo veintiuno, independiente si es
medido en términos relativos o absolutos. La desigualdad dentro de los paises,
por el contrario, ha crecido especialmente fuerte en las ultimas décadas: su
tasa de crecimiento aceleré a partir de 1950 en términos absolutos y a partir de
1975 en términos relativos. En términos absolutos la desigualdad global también
se incrementd sustancialmente en el periodo post-1950, mientras en términos

relativos la desigualdad global ha disminuido ligeramente en el mismo periodo.

Este es un articulo OpenAccess bajo la licencia CC BY(http://creativecommons.org/licenses/by/4.0/).
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1. Introduction

Research on inequality and on the impact of changes in income distribution on economic processes
and social conditions has a long history in economics and was prominent in the works of Smith, Ri-
cardo, Milland Marx. While the topic fell somewhat out of fashion in the last quarter of the twentieth
century (Atkinson, 1997), it has again moved into the centre of political and economic debates. One
important reason for the recent revival in interest is new empirical evidence that suggests that high
and growing inequality can have adverse effects on macroeconomic stability and can hurt economic
growth (Herzer and Vollmer, 2012; 2013; Stiglitz, 2012; Goda and Lysandrou, 2014; Halter et al., 2014;

Onaran and Galanis, 2014; Ostry et al,, 2014; Stockhammer, 2015; Kumhof et dl.,, 2015; OECD, 2015).

Separate from any concerns about its economic impacts, social scientists have long been con-
cerned about whether income inequality beyond certain levels may be fundamentally unfair, either
within or across countries (Seers, 1972; Sen, 2000). Historically, the idea of class struggle arose from
a perception that individuals in the upper portion of the income distribution had too large a share
of national income. This same concern has reappeared in the arguments of the anti-globalization
movements (Ravallion, 2004) and in the discourse of the Occupy movement (“We are the 99%”) that
started shortly after the financial crisis of 2008 (Keister, 2014).

Most of the recent evidence about rising income inequality within countries and its adverse con-
sequences is based on data from developed countries (especially the USA); yet, if rising inequality
is perceived as causing unfairness and is hampering growth in developed economies, the magni-
tude of these problems could be even greater in the context of the global changes underway. As a
consequence, it is critical to also examine the trends in income inequality between countries, within
developing countries, and between global citizens.

Lately there has emerged a substantial empirical literature about global inequality (e.g., Milano-
vic, 2005; 2012, 2013; Sala-i-Martin, 2006; Piketty, 2014; van Zanden et al.,, 2014), but this literature

has a limitation in that it is focused on the Gini and Theil Indices, which both measure relative di-
fferences between incomes (i.e. ratios of incomes to the mean). Inequality also can be measured in
absolute monetary terms, and absolute and relative inequality trends can be quite different. If, for
example, the income of the whole population increases by the same percentage, the Gini and Theil
coefTicients remain constant, even though the absolute income gap increases. The most appropriate
measures to estimate the absolute degree of inequality are the Absolute Gini Index and the variance

(see Chakravarty, 2001).!

Various surveys show that people refer to both absolute and relative income differences when
they talk about inequality (Ballano and Ruiz-Castillo, 1993; Harrison and Seidel, 1994; Amiel and
Cowell, 1999), which might explain the conflicting assessments about the distributional outcomes
of globalization. Depending on whether people have a “relative” or “absolute” inequality view, they
claim that globalization leads to rising or declining income inequality around the globe (Ravallion,
2004; Atkinson and Brandolini, 2010).

1 All of the four mentioned relative and absolute measures fulfil the property of normalization and symmetry and the transfer and
population principle. To be more precise all of these measures are non-negative and have a value of zero if all incomes are equal, they
are sensitive to the reordering of all incomes, a transfer from a poor to a rich increases inequality, and the level of inequality does not
depend on population size (Chakravarty, 2007). Therefore, from a technical point of view, there is no reason to favour the Gini and
Theil Index over the Absolute Gini Index and the variance.
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Moreover, for certain types of problems, changes in absolute inequality may be more important
than changes in relative inequality (and vice versa). Standard economic theory argues, for example,
that rising absolute income differences increase the expected utility of illegal activities and thus
generate incentives to engage in property crimes (Fleisher, 1966; Ehrlich, 1973). Relative income
inequality, on the other hand, is often seen to foster violent crimes because it is associated with
social strains and the feeling of relative deprivation (Agnew, 1985, 1992; Hagan and Peterson, 1995).
With regard to economic stability, it has been shown that absolute inequality can affect the demand
for assets and thus lead to unsustainable asset price booms (Froud et al., 2001; Goda and Lysandrou,

2014), while relative inequality partly explains why poor and middle-income US households became
over indebted in the run-up to the subprime crisis of 2007 (Rajan, 2010; Hein, 2012; van Treeck, 2014).

The aim of this paper is to provide an overall picture of the historic trends in relative and absolute
between-country, within-country, and global income inequality. Existing studies that present long-
run income inequality trends on a global scale either present relative (Bourguignon and Morrisson,

2002; Milanovic, 2005; van Zanden et al., 2014) or absolute estimates (Goda and Torres Garcia, 2016).

As such, this is the first study that contrasts changes in relative and absolute inequality between
1820 and 2010 to establish if these two measures have moved in the same or in opposing directions.?

The main conclusions from this examination are that: (i) income inequality between countries
increased strongly during 1820-2000 and started decreasing at the beginning of the twentieth-first
century, irrespective of whether measured in relative or absolute terms; (i) within-country inequality
grew especially strongly after 1950 in absolute terms and after 1975 in relative terms; (iii) absolute
global inequality also increased very substantially in the post-1950 period, whereas relative global
inequality decreased during the last three decades; and (iv) today’s global relative and absolute in-
equality levels are much higher than they were in 1820.

The structure of the paper is as follows: Section two briefly outlines the existing concepts and
alternative measures of income inequality. Section three presents the findings regarding the leveland
trend of between-country inequality. Section four provides an overview of the observed changes in
global within-country inequality. Section five discusses the historical trend changes in global income
inequality. Section six concludes.

2. Three concepts of inequality and their relative and absolute measurement

Relative income inequality refers to the average disproportionality of income, whereas absolute in-
equality conceptualises income differences in money terms. To make the difference between these
two inequality measures more palpable, Figure 1 demonstrates an income neutral change in relative
and in absolute terms. Initially, Country A has an income of $5,000 while the income of Country E
is $45,000 (light grey bars). If the income of all countries increases by 20% (black bars), Country E
still has g times the income of Country A but the absolute income difference between the two coun-
tries increases to $48,000. If the income of all countries increases by $9,000 (dark grey bars), the
absolute income difference between these two countries remains $40,000, but now Country E ‘only’

2 The period 1820-2010 is dictated by data availability: (i) Maddison’s database, which is typically used to calculate historical changes
in between-country and global inequality, only provides GDP data up to 2010 at the time of writing; and (ii) within-country inequality
estimates for a representative group of countries are only available from 1820 onwards.
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has approximately four times Country A’s income.? This simple comparison shows that absolute and
relative inequality trends can differ significantly.

Figure 1: Relative vs. absolute income inequality
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40.000
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20.000
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0
Country A Country B Country C Country D Country E
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income change (+20%) income change (+$9,000)

The most widely used indicator to measure relative inequalities is the Gini Index. The lower bound
(o = total equality) and the upper bound (1 = total inequality) of this indicator can easily be understood
by the broader public, and it can also be nicely presented graphically (via the Lorenz curve). A second
commonly used relative inequality indicator is the Theil Index, the lower bound of this indicator is also
zero but its upper bound is the logarithm of the sample size. Both indices are highly correlated, yet an
advantage of the Theil Index over the Gini Index is that it can establish precisely to what degree global
inequality changes are due to changes in within- and between-country inequality (see Cowell (2000)

for an in-depth discussion). The Gini Index (G) and the Theil Index (T,) can be expressed as follows:

N

1 1
N D >yl W

T = (2)

N u
In =
z1:1 yi

z|—

3 The initial Gini coefficient between the countries in Figure 1 is 0.39 (light grey bars). After the income neutral change in relative terms

(black bars) it is still 0.39, whereas it decreases to 0.27 after the income neutral change in absolute terms (dark grey bars).

Ecos de Economia: A Latin American Journal of Applied Economics | Vol. 20 | No. 42| 2016



ecns de
Global trends in relative and absolute income inequality PP 51|11

where N is the population size, i1 is the mean income, y, is the income of the i-th individual, and Y,
is the income of the j-th individual.

The respective absolute counterparts of the Gini Index and the Theil Index are the absolute Gini
Index and the variance, the main difference being that they are not normalized by the mean income of
the country (within-country inequality) or the world (between-country inequality). In line with their
relative counterparts, only the variance allows the precise decomposition of global inequality into its
within- and between-country components (Chakravarty, 2001; Chakravarty and Tyagarupananda,

2009). The absolute Gini Index (GA)+ and the variance (V) can be written as follows:
GA=p-373) (2i-D)3, (3)

(A DNNUENE (4)

where is the welfare ranked permutation of y (i.e.y >y,> >y ).

Relative and absolute inequality measures can be applied in a wide array of circumstances. For
the purposes of this paper, we apply both in three circumstances: within-country, between-country
and global inequality. Within-country inequality refers to income differences between individuals
in a specific country (individual income data are typically retrieved from household surveys). These
income differences can be measured either without accounting for direct tax payments and transfer
receipts (market inequality) or by taking these income reducing/increasing changes into account (net
inequality). Typically, within-country market inequality estimates are higher than within-country
net inequality estimates, given that direct tax payments and transfer receipts tend to be progressive.

Between-country inequality, on the other hand, concerns differences in the average income of
countries (typically measured by GDP per capita data adjusted for purchasing power parity (PPP)).
Finally, population size-adjusted inequalities between and within countries are used to estimate the
degree of inequality between global citizens.5 To be more precise, the concept of global inequality
compares the incomes of poor people in rich countries with that of rich people in poor countries, the
incomes of rich people in poor countries with that of poor people in rich countries, etc. (See Figure
2 for an illustration of these three concepts).

4 The absolute Gini coefficient can also be calculated by multiplying the (relative) Gini coefficient by the mean income (Chakravarty, 2001).

5 As mentioned above, the Gini Index does not allow a precise decomposition of the global inequality into its within- and between-
country component; notwithstanding, it allows the inclusion of population weights and the estimation of total global inequality: Global
Gini coefficient =3" G p,m+ 1373] (y - y) p, p, * L, where G;is the Gini coefficient of the i-th country, p,is the population share of the

i-th country, 11 is the i-th country’s share in world income, 1is the mean income of the world, y, is the mean income of the i-th country,
y, is the mean income of the j-th country, p, is the population share of the j-th country, and L is a residual.
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Figure 2: Three concepts of income inequality
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the citizens of one country, between-country inequality refers to income differences between the mean incomes of different countries,
and global inequality estimates the income differences among the global population (the size of each person is related to her income).

Before presenting the respective inequality trends, a cautionary note is required. As things stand,
there exist important shortcomings in the availability and quality of inequality data (despite important
advances during recent years). These shortcomings are especially notable with respect to house-
hold surveys, which differ in their inequality concepts (consumption, expenditure, net-income, or
gross-income), in their reference units (family, household, individual), and in their sources (Francois
and Rojas-Romagosa, 2007). Moreover, household surveys often under-represent both very poor and

very rich households, and they suffer from non-responses and misreporting — deliberately or due to
missing information (Atkinson and Brandolini, 2001; Guénard and Mesplé-Somps, 2010). The latter
point applies especially for the upper tail of the distribution, so many household surveys oversample
high-income households. However, existing oversampling strategies are not one-hundred percent
successful.’ Consequently, tax data are often used to measure the highest incomes (Atkinson et al.,
2011) and to adjust the overall income distribution data accordingly (Lakner and Milanovic, 2013; Solt,

2014). However, recent evidence shows that the very rich often successfully evade taxes (Palan et al.,
2010; Henry, 2012; Zucman, 2015)7, which casts doubt on the reliability of these tax-adjusted data.
In sum, the inequality estimates presented below are not very precise and most likely underestimate
the true extent of inequality.

6 “In the US in 2006, for instance, tax data excluding capital gains imply a top percentile share of 18.0% while survey data imply a
share of 13.7%. Using data for 2006, the US Gini based on household survey data (the Current Population Survey) is 0.470, while
correcting the top percentile’s income using the tax data raises it by nearly 0.05 to 0.519. Moreover, the increase in the U.S. Gini from
1976 to 2006 using survey data alone (corrected for a change in definition) was 0.053, which more than doubles to an increase of
0.108 using the top income data (including capital gains)” (Anand and Segal, 2015, pg. 948).

7 Estimates for hidden offshore wealth range from US$ 7.6 trillion (Zucman, 2015) to US$ 27 trillion (Henry, 2012).

Ecos de Economia: A Latin American Journal of Applied Economics | Vol. 20 | No. 42| 2016
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3. Historic trends in between-country income inequality

The existing data show that in relative terms a Great Divergence in income between countries took
place during the 19th and 20th century. In 1820, the GDP per capita of most countries was relati-
vely equal but during the following 180 years, today’s developed countries had significantly higher
average growth rates than the rest of the world. As a result, the between-country Gini coefficient
nearly tripled during this period, from 0.20 in 1820 to 0.54 in 2000 (Figure 3a). Accordingly, the gap
between the richest and the poorest country in 2000 was much higher than in 1820: the mean GDP
per capita of the richest country was six times that of the poorest country in 1820, whereas in 2000
this multiple increased to 134.

Recent estimates from Milanovic (2012; 2013) suggest that the current level of relative between-coun-
try inequality is even higher than previously thought (Figure 3b). The reason for the higher inequality
levels being that the PPP estimates from the 2005 survey of the International Comparison Program
(ICP) led to a downward revision of PPP-adjusted GDP estimates in many developing countries (e.g.
by 40% in China and India).” Figure 3b also shows that, after a relatively steep inequality increase in
the 1990s, the ‘Great Divergence’ between countries not only stopped but that it was replaced by a
convergence process from 2000 onwards.

Figure 3: Historic trends in relative between-country inequality, 1820-2000 (Gini coefficient)

a) Historic trends, 1820-2000

0.6

0.5

0.4

03

0.2

01 | | | | | | | | | | | | J
1820 1870 1890 1900 1913 1929 1938 1952 1960 1978 1988 1993 2000

8 1n 1820 Korea had a GDP per capita of $335, whereas England had a GDP per capita of $2,074 (in 1990 SPPP). In 2000, the
respective figures were $214 for Congo and $28,702 for the USA (Maddison Project, 2016).

9 Please note that the 2005 PPP estimates have been heavily criticized (e.g., Deaton, 2010; Breton and Garcia, 2015) and that it seems
that the newest PPP estimates (from the 2011 round) are similar to the pre-2005 estimates (Deaton and Aten, 2015). However, 2011
PPP data are only available from 1990 onwards. In any case, PPP revisions have little effect on the overall trend of between-country
inequality on the grounds that national inflation and GDP growth rates are used to obtain the GDP per capita of previous years
(Milanovic, 2012).
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b) Recent trends, 1950-2011

55

45

| | | | | | |
1950 1960 1970 1980 1990 2000 2010

Note: Milanovic (2005, 2013); see Appendix for a description of the data used for the estimations.

The inequality increase in the 1990s took place due to the sluggish growth performance in Latin
America, the decline in Eastern European/former Soviet Union incomes, and the disastrous economic
developments within many African economies (Milanovic, 2005). In the 2000s, on the contrary, a
commodity price boom led to favourable economic conditions in commodity-producing developing
countries, with the result that average annual GDP per capita growth rate in these countries was
relatively high'® while at the same time developed countries experienced relatively slow growth.

Figure 4 shows that inequality between countries has increased much more in absolute than in
relative terms." This is especially true for the second half of the 20th century: between 1950 and
2000 the annual growth rate of absolute between-country inequality was 3.6%, while it was 2.7%
during 1850-1910 and 1.8% during 1910-1950. Having said that, after 2005 for the first time since the
beginning of the industrial revolution, absolute income convergence took place between developing
and developed countries (for the same reasons that are mentioned above). Accordingly, especially
after 1980, relative and absolute between-country inequality have exhibited similar trends.

10 Between 2000 and 2071, the average annual growth rate of developing countries was 3.3% in Latin America and the Caribbean,
4.7% in Sub-Saharan Africa, and 4.1% in the Middle East and North Africa (WDI, 2016).

11 The variance has been calculated as shown in (4), where iis the GDP per capita of the i-th country and . is the average GDP per
capita of all sample countries.
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Figure 4: Historic trends in absolute between-country inequality, 1850-2010
(Index; 1 = variance of 1990)
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Note: Own estimates; see Appendix for a description of the data used for the estimations.

4. Historic trends in within-country income inequality

Given the discussed data shortcomings (see Section 2), and considering that existing studies and
inequality databases use different methodologies (see Anand and Segal (2008)) and source data (see
Table A1 in the Appendix), it is not possible to state the exact degree of within-country inequality.
Having said that, there is a broad consensus on its overall trends. When measured at a global level,
relative within-country inequality shows no clear trend between 1820 and 1929 (i.e. the level of
inequality was the same in 1929 as it was in 1820) but, following a decrease during 1929-1960, it de-
monstrates a sharp upward trend after 1975 (Figure 5). The main driver for the recent rise of global
within-country inequality is the increasing inequality levels in populous countries (including China,
India, and the USA), which led to the situation that today “seven out of 10 people live in countries
in which the gap between rich and poor is greater than it was 30 years ago” (Oxfam, 2014, pg.8).

Ecos de Economia: A Latin American Journal of Applied Economics | Vol. 20 | No. 42| 2016
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Figure 5: Global changes in relative within-country market inequality, 1820-2008
(Theil coefficient)
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Note: See Appendix for a description of the data used for the estimations.

If one compares regional inequality averages for the year 2010 with that of the year 1985, it be-
comes apparent that both relative market and net income inequality increased significantly within
Northern American, European, Asian and Sub-Saharan African countries, whereas it declined mode-
rately within Latin American and Caribbean (LAC) and Middle Eastern and North African countries
(Figure 6)." The outcome of these diverging trends is that today the market income Gini averages
of all regions are relatively similar, with values between 42 and 50. This finding challenges Kuznets’
(1955, 1965) inverted-U hypothesis of income inequality that states that economic development first
leads to a rise and later to a decline of income inequality within countries.'

The net income inequality averages, on the other hand, reveal important regional differences (Fi-
gure 6b). While the net Gini averages of European countries are below 30, the net Gini values of LAC,

12 Please note that this regional comparison is hampered by the underrepresentation of Middle Eastern and African countries.
Moreover, it is important to note that the SWIID data we use have been heavily criticised recently (Jenkins, 2015). However, most of the
critique points that have been brought forward do not apply to the latest version of the dataset used in this paper (SWIID V5.0), and
currently there is no better dataset available that provides a homogenized dataset including developed and developing countries net
and market income Gini coefficients (Solt, 2015).

13 Ruznets argues that the increase happens due to the movement of labour from rural agricultural to urban industrial areas, whereas
the decline starts when the majority of people work in modern sectors.

Ecos de Economia: A Latin American Journal of Applied Economics | Vol. 20 | No. 42| 2016
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Sub-Saharan Africa and South Asia are nearly the same as their market Gini values. In other words,
these data reveal that some regions have relatively strong redistributive policies while others have not.

The most important reason for the recent rise of relative inequality in North America and Western
Europe is an over-proportional increase in top incomes (OECD, 2011). The increase in the top income

share is primarily due to (i) the failure of real wages to increase as much as productivity, which
means that between 1980 and 2010 the profit share rose by approximately 12 percentage points in
Japan, 10 percentage points in continental European countries, and 5 percentage points in the UK
and US (Stockhammer, 2015); (ii) the over-proportional increase of top management and superstar
wages (see e.g. ILO, 2008; Ellis and Smith, 2010; Atkinson et al., 2011); and (iii) the rising concentration
of capital-related income (see e.g. OECD, 2011).

Figure 6: Recent changes in relative within-country inequality, by region
(Gini coefficient)

a) Market income inequality

Latin America & the Caribbean

Sub-Saharan Africa

Middle East & North Africa

North America
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East Asia & Pacific

Eastern Europe & Central Asia
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b) Net income inequality
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Sub-Saharan Africa
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Note: Unweighted averages; see Appendix for a description of the data used.

The resulting increase in market income inequality was not offset by redistribution because this
inequality was growing twice as fast as redistributive transfers, partly because redistributive policies

in rich countries became weaker (Immervoll and Richardson, 2011). This meant that inequality “first
began to rise in the late 1970s and early 1980s in some Anglophone countries, notably in the United
Kingdom and the United States, followed by a more widespread increase from the late 1980s on”
(OECD 2011, p.6). Accordingly, total income shares of the top 1% income earners were increasing in
nearly all developed countries for which data is available after 1985 (Atkinson et al.'s, 2011).

It is more difficult to generalize about the causes of the changes in income inequality in developing
countries, and it is beyond the scope of this paper to undertake an in-depth discussion of this par-
ticular subject. One of the possible explanations as to why within-country inequality also increased
in many developing countries is that the profit share also increased in most of these countries (ILO,
2008). In the case of Asian and Eastern European countries, this increase went hand in hand with
profound market reforms that also led to an increase in the top income share (this was especially true
in the case of China and Russia, see Atkinson et dl., 2011).

Ecos de Economia: A Latin American Journal of Applied Economics | Vol. 20 | No. 42| 2016
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By contrast, Middle Eastern, North African, and LAC countries experienced only minor changes
in their inequality levels (Figure 6). It is important to note that in the LAC region the inequality trend
was u-shaped: inequality levels first increased due to the debt crisis in the 1980s and in the decade
following the ‘lost decade’, reaching their peak in the late 1990s, and then decreased again. The post-
2000 development was mainly related to the commodity price boom, to more employment in the formal
sector, to higher incomes in rural areas, to the decline in the skill premium, and to an increase in social
government spending (Cornia, 2010; Gasparini et al.,, 2011; Lustig and Gasparini, 2011).

Figure 7 shows that the increase of absolute within-country inequality was much more pronounced
than that of relative within-country inequality. This figure also shows that the increase was espe-
cially large after 1950: the post-1950 average annual growth rate of absolute global within-country
inequality was 4.8%, while it was 3.2% during 1850-1910 and 1.8% during 1910-1950. In line with the
absolute between-country inequality, absolute within-country inequality only declined in one period.
Important reasons for the decline during 1929-1950 were the bankruptcies and destruction caused
by the Great Depression and WW II and the increase in government involvement in the economy,
resulting in increasing taxation of top incomes, financial sector regulation, the nationalisation of major
industries, the strengthening of trade unions and labour rights, and the creation of social welfare

states (Goda and Torres Garcia, 2016).

Figure 7: Global changes in absolute within-country market inequality, 1850-2010
(Index; 1 = variance of 1990)

25
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Source: Goda and Torres Garcia (2016); see Appendix for a description of the data used for the estimations.
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In contrast to relative within-country inequality, the level of absolute market and net income in-
equality increased in all regions between 1985 and 2010 (Figure 8). The relatively modest increase
in Sub-Saharan Africa was mainly due to the low real absolute income growth within this region
(on average, +341/capita in 1990 $PPP); whereas the relatively strong mean income growth of LAC
(+3,180/capita) and the Middle East and North Africa (+3,440/capita) more than offset the relative
inequality decrease within these regions (see Figure 6). The stark increase of absolute inequality in
the other regions was due to the strong increase in real mean incomes and a large increase in relative
inequality levels.

Unsurprisingly, this comparison also shows that those regions that include the most developed
countries (North America, Europe, and East Asia and Pacific) are much more unequal in absolute
terms than regions that primarily include developing countries. Finally, it is important to note that
the differences between the regions are lower in net terms than in market income terms, suggesting

that in absolute terms the developed countries in general, and the Western European countries in
particular, are more redistributive than developing countries.

Figure 8: Recent changes in absolute within-country inequality, by region
(absolute Gini coefficient)
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b) Net income inequality
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Note: Unweighted averages; see Appendix for a description of the data used.

5. Historical trends in global income inequality

“It is not possible to reach a definite conclusion regarding the direction of the change in [relative]
global inequality over the last three decades of the twentieth century” (Anand and Segal, 2008, pg.
90), given the wide array of data sources and methodologies used to estimate the measures.’>s And
althoughrecent estimates from two distinguished inequality researchers, Sala-i-Martin and Milanovic,

suggest that it is likely that relative global inequality declined during the last two decades (Figure
9), “these changes are probably not robust to plausible standard errors (if one could formulate and
calculate them)” (Lakner and Milanovic, 2013, pg.48). Having said that, there exists a broad consensus

that relative global income inequality increased sharply between 1820 and 1950 (Bourguignon and
Morrisson, 2002; van Zanden et al., 2014), and that today’s relative global inequality levels are much

higher than they were in 1820. Moreover, they are also much higher than today’s inequality levels within
countries (with the notable exception of Angola, Namibia, and South Africa) and between countries.

15 Studies have to choose between (different) PPP exchange rates and market exchange rates, household or national account
means, expenditure or (gross or net) income, and grouped or individual-level data. Moreover, many studies estimate within-country
distributions and and extrapolate some data — see Anand and Segal (2008), Goda (2013), and Lakner and Milanovic (2013) for an
in-depth discussion.
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Figure 9: Historical trends in relative global inequality, 1820-2008
(Gini coefficient)
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Note: See Appendix for a description of the data used for the estimations.

Withregard to absolute global inequality, the three papers with these estimates unanimously report
a sharp increase in inequality. Atkinson and Brandolini (2010) find that the absolute Gini coefTicient
increased strongly throughout the period 1820-1992 (with an especially sharp increase after 1950),
while Anand and Segal (2015) report that this strong growth continued between 1992 and 2005. The
most recent data presented by Goda and Torres Garcia (2016) confirm these findings (Figure 10). More
precisely, their estimates show a continuous increase in absolute global inequality during 1850-2010
that accelerated after 1950: “in the first one hundred years of our sample, the average annual growth
rate of absolute global inequality was 3.0%, whereas it was 4.3% between 1950 and 2010” (pg. 8).
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Figure 10: Historical trends in absolute global inequality, 1850-2010
(Index; 1 = variance of 1990)
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Note: Goda and Torres Garcia (2016); see Appendix for a description of the data used for the estimations.

Finally, it is important to note that not only the trend changes of relative and global inequality
differ considerably but also their composition. As explained in Section 2, global inequality can be de-
composed into a within-country inequality component and a between-country inequality component
(adjusted by the population size of the countries). Depending on which of these two components is
more important, global inequality can be driven either by growing income differences within coun-
tries or by growing mean income differences between these countries. Figure 11 shows that in 1850
both relative and absolute global inequality were mainly explained by income inequality within coun-
tries (i.e. 69% and 76% of global inequality were due to differences between income groups within
countries). In 2000, on the contrary, relative global inequality was mainly due to income differences
between countries, whereas within-country inequality was still the main driver behind the growth

in absolute global inequality.
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Figure 11: The composition of relative and absolute global income inequality
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Note: The graphs show how much of relative (absolute) global inequality can be attributed to relative (absolute) income differences
within and between countries; the data are taken from van Zanden et al. (2074), Lakner and Milanovic (2013), and Goda and Torres

Garcia (2076).
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6. Conclusions

The estimates presented in this paper demonstrate that today’s global income inequality levels are
much higher than they were in 1820, irrespective if measured in absolute or in relative terms. Howe-
ver, the historical trends of within-country and global inequality differ considerably, depending on
the preferred measure. Absolute within-country inequality increased continuously on a global scale
(with the exception of the period 1929-1950), with an especially large increase after 1950. The relative
measures, on the contrary, report no clear trend prior to 1950, a strong decrease between 1950 and
1970,and a sharp increase from 1975 onwards. With regard to global inequality, the main discrepancy
between the measures can be found after 1970. While relative inequality most probably decreased,
absolute inequality grew much faster than in the pre-1970 period. Finally, it is important to note that
regional differences are much more pronounced in absolute than in relative terms.

These findings show that one should abstain from general statements about inequality trends
without clarifying whether the trends refer to relative or absolute inequality, and they also explain
why there are conflicting assessments about the distributional outcomes of globalization. Moreover,
these findings indicate that it is essential to choose the right inequality measure for a specific ques-
tion at hand. For example, the usage of relative inequality data might lead to misleading results when
investigating the potential effects of inequality on property crime, given that the expected utility of
this illegal activity depends on the degree of absolute inequality.

Finally, it is important to note that the results of our study also suggest that different policies would
be appropriate to reduce either absolute or relative global inequality. Given that today three-fourths
of relative global inequality is explained by income differences between countries, migration would
likely be the best option to reduce relative global inequality. On the contrary, redistributional policies
within countries (instead of migration) would be the most efficient policy option to reduce absolute
inequality levels, since currently within-country inequality explains more than two-thirds of absolute
global inequality.
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APPENDIX

Table A1: Data used to calculate of the presented estimates

Sample size

Mean income data

Distributional data

PPP exchange rate

approximation of

source source distributional data
yes
WIID 4.
Goda & Torres GDP per capita R ve ‘ (calculation of
29 countries van Zanden et al. 1990 SPPP
(2016) (Maddison) ‘ ventile shares with
(2015)
Gini coefficients)
yes
“Lakner & household survey | micro data from ladjustrment of
1 SPPP t
Milanovic (2013)” Up to'133 countries mean income household surveys 20055P survey data with
national account
data)
Milanovic (2005) | up to 122 countries household survey | micro data from 1990 SPPP no
mean income household surveys ‘
DP .
Milanovic (2013) | up to 150 countries CDP per capita 2005 SPPP
(Maddison) ‘
"o: . yes
Pinkovskiy &
. . GDP per capita WIID and ‘ (linear trend or
-i- p
Sala-i T’Aartln 9l countres (PWT 6.2) POVCAL 20005PP same distribution in
(2009)
all years)
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. Meanincome data  Distributional data approximation of
Sample size PPPexchangerate """~
source source distributional data
yes
Sala-i-Martin GDP per capita . (linear trend or
(2006) 198 countres (PWT 62) D5 end Wi 1996 5PPP same distribution in
all years)
yes
(top income shares,
2 p .
Ve el 30 countries GDP per capita various 1990 SPPP unskilled wages,
(2015) (Maddison) ‘
population heights,
and interpolation)
"Own estimates GDP per capita ‘
Figure 4” 29 countries (Maddisor) 1990 SPPP
" . GDP per capita ‘
an estlme:tes 58 countries (Maddison) SWID 5.0 1990 5PPP no
Figure 6 & 8 (Figure 8)
(Figure 8)

Ecos de Economia: A Latin American Journal of Applied Economics | Vol. 20 | No. 42| 2016



