
Inequality and economic and political change:
a comparative perspective

James K. Galbraith

Lyndon B. Johnson School of Public Affairs, The University of Texas at Austin, Austin, TX 78712,
USA. galbraith@mail.utexas.edu

Received on December 1, 2009; accepted on April 1, 2010

This paper describes the evolution of inequality in the world economy since 1963 and
describes the relationship between inequality, development, political regimes and the func-
tional distribution of income. The movement of inequality within-countries since 1971 exhib-
its a strong common pattern across countries, suggesting that changes in the between-sector
terms of trade and world interest rates exerted a powerful influence; thus, commodity prices
and the global effects of monetary policy appear critical to changing inequality worldwide.
We also find that political regimes matter: egalitarian regime types exhibit lower measures
of inequality, after controlling for economic variables, region and changes over time.
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Introduction

This paper describes the broad evolution of inequal-

ity in the world economy over the past four decades

and provides a summary account of the relationship

between inequality, economic development, po-

litical regimes and the functional distribution of

income. For this purpose, widely used global data

sets on economic inequality are inadequate, for rea-

sons described in Atkinson and Brandolini (2001)

and Galbraith (2009). We take a different approach,

primarily by integrating the global, regional and na-

tional data sets on economic inequality of the Uni-

versity of Texas Inequality Project (UTIP) into the

enquiry. These data provide dense, consistent and

reliable measures of inequality in the structure of

pay and earnings, for a large number countries from

the early 1960s through to the early years of the new

century.

Sources of data and limitations of the
project

UTIP’s inequality measures are computed as the

between-groups component of a Theil T statistic1,

a very general procedure that can be applied to

many sources of data, including harmonized trans-

national industrial data sets (such as UNIDO’s In-

dustrial Statistics), regional data sources (such as

Eurostat’s REGIO) and national data sources sub-

divided by province, economic sector, industry or

any combination of these at practically any level of

disaggregation. The method does not require re-

course to micro data sets derived from sample sur-

veys, and the result is a plethora of new measures of

the evolution of economic inequality, comparable

both through time and across countries.

The method is summarized in Conceicxão et al.

(2001) and is based on the fundamental work of

� The Author 2010. Published by Oxford University Press on behalf of the Cambridge Political Economy Society. All rights reserved.
For permissions, please email: journals.permissions@oup.com

Cambridge Journal of Regions, Economy and Society 2011, 4, 13–27

doi:10.1093/cjres/rsq014

Advance Access publication 28 June 2010

D
ow

nloaded from
 https://academ

ic.oup.com
/cjres/article/4/1/13/425177 by guest on 18 M

ay 2023



Theil (1972). Conceicxão et al. (2001) demonstrated

that for a wide range of commonly available hier-

archical data sets (such as industrial classification

schemes), relatively coarse disaggregation is suffi-

cient to capture the major movements of inequality

in the whole distribution. The UTIP inequality

measures are broadly consistent with conventional

survey-based income inequality measures, or can

be made so statistically, by allowing for conceptual

differences between pay and income and for the

many different kinds of inequality that are reported

in the survey-based literature (e.g. income, expen-

diture, gross or net of tax, household or personal)

(Galbraith and Kum 2005).

The UTIP data are largely focused on pay, ag-

gregated by sector and region. Pay is associated

with jobs, not with households, and the data sets

lack information on the characteristics of the work-

ers or their families and on non-wage incomes. For

this reason, the UTIP studies are not well suited to

an analysis of the social welfare consequences of

political and economic change nor of the effects of

such change on gender or ethnicity, except where

these attributes are associated with the distribution

of jobs. Finally, the data are entirely pre-transfer;

they shed no direct light on the post-transfer distri-

bution of income.

Inequality, structural change and the
global inter-sectoral terms of trade

Kuznets (1955) identified the transition from agri-

culture to industry as the prime mover of a process

of increasing inequality in the early stages of

economic development, simply because towns

and cities are always richer on average than the

countryside around them. Later, as agricultural pop-

ulations declined, inequality would again fall. The

Kuznets curve—an inverted ‘U’ relationship

between inequality and income—thus describes

a process of inter-sectoral transition specific to

the history of economic development in the USA,

the UK, much of Europe and Japan. The process

has repeated elsewhere—but not everywhere. In

countries with different sectoral compositions of

output, such as those dominated by plantation agri-

culture or mining, different patterns should be

expected. Kuznets’ enduring message is not that

the same curve will always apply but that the

essence of inequality lies in the inter-sectoral

transitions or ‘structural changes’ that constitute

the process of economic growth.

Galbraith (2009) offers a schematic of an ‘aug-

mented Kuznets curve’, reproduced here as Figure 1.

For large agrarian societies in the process of indus-

trialization, of which China is the leading example

today, urbanization still drives the rise in inequality.

But most developing countries, especially outside

Africa, are over the hump of that inverted U and

on the downward-sloping portion of the curve.

Among the highest-income countries, notably the

USA, UK and Japan, a pro-cyclical relationship be-

tween inequality and growth takes over, and the

Kuznets relation become positive again (Galbraith,

1989, 1998). This is because the highest-income

sectors, in technology and in finance, enjoy their

greatest income growth in boom times, whether

driven by domestic investment or by exports, and

thus, income and inequality rise together.

Kuznets’ argument was rooted in a narrative of

national economic development, predating our

modern preoccupation with globalization and inter-

dependence. Yet, the importance of inter-sectoral

transitions to his story signals that we might also

Figure 1. Stylized augmented Kuznets curve, with selected
countries in illustrative positions.
Source: Galbraith (2009).
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expect the global terms-of-trade between sectors to

play an important role in determining movements of

inequality, even where internal structural change is

not a dominant factor. Thus, a commodities boom

will tend to reduce inequality in a country with an

important agricultural sector, simply because it raises

the relative income of farmers. A cartel action on the

oil price gives oil producers resources to redistribute

(notably into construction); meanwhile, it squeezes

the middle class in industrial countries. Inequality

falls among oil producers and rises among oil con-

sumers, in that case. A technology bubble raises

incomes at the top. High interest rates are, generally

speaking, bad for debtors and good for creditors;

thus, they increase inequality since the latter are

generally richer than the former, and so forth.

These effects are global. In a world of globalized

financial and commodity markets, they should

show up (almost) everywhere at once. As Galbraith

and Kum (2003) demonstrated, they do: there is

a common time pattern of the movement of inequal-

ity within-countries in the world economy from the

early 1970s onward. This moves in three phases, as

illustrated in Figure 2, which presents the sequence

of time dummies from a two-way fixed-effects

panel regression, where inequality is the dependent

variable, and the independent variables are country,

year and per capita income. The time dummies thus

measure (as an intercept) the common deviation of

inequality each year from a comparison year (in this

case, the final year of the sample), and the move-

ment of the time dummies over time captures the

common or global element in the movement of in-

equality within-countries.

From the first observed year (1963) until around

1971, there is no common trend. The period from

1972 through 1980 is one of moderately declining
inequality, in much of the world. This period

coincided with the collapse of the global financial

framework of the Bretton Woods era, and the sub-

sequent inflationary boom, abetted by large-scale

commercial bank lending at negative real interest

rates.

The second phase is of sharply rising inequality.

It began around 1982 and continued through to the

end of the century and is associated with the calam-

ity of the global debt crisis, initially most severe in

Latin America and Africa, followed by the collapse

of the communist governments of central and east-

ern Europe and finally by the wave of deregulation

and liberalization in Asia in the 1990s. The overall

pattern through the millennium resembles almost

exactly that found by Milanovic (2007) for a mea-

sure of inequality between-countries, unweighted

by population. This should not be surprising: events

which raise the gap between rich and poor people

within countries should also, in principle, raise the

gap between rich and poor countries since the latter

are just unbalanced collections of the former.

The pattern has exceptions. Notably, India and

China avoided the global rise in inequality in the

1980s, arguably because they had held themselves

aloof from the commercial lending going on every-

where else and were therefore unaffected by the

debt crisis. China’s rise of inequality dates from

the inflation crisis of 1989, while India’s starts with

Figure 2. Global time effect in two-way fixed-effects panel
regression on inequality in manufacturing pay, UTIP-UNIDO
data set, 1963–2003.
Note: the vertical axis represents the common element in the
movement of inequality, measured within-countries, across the
panel of country-year observations. Vertical scale is log(T) units.
Source: Kum (2008).
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the reforms of 1992 (Galbraith et al., 2004). The

exceptions help to confirm the hypothesis: a major

force driving the movement of inequality in the age

of globalization was not idiosyncratic national

policies nor even structural change within coun-

tries. It was global forces affecting the inter-sectoral

terms of trade.

The third common phase, beginning in 2001, is

again of declining inequality. It coincides with the

marked relaxation of credit conditions following

the attacks of 11 September 2001 in the USA and

the repudiation of Washington Consensus policies

that followed the Asian crisis of 1997, the Russian

crisis of 1998 and the Argentine crisis in 2002.

These changes appear to have permitted both higher

growth and some abatement of the extreme

increases in inequality that had afflicted the devel-

oping world for the previous 20 years.

Galbraith and Kum (2003) calculated that if the

global element in rising inequality in the 1980s and

1990s were removed, there would have been no

increase in economic inequality on average around

the world; indeed given the Kuznets forces affect-

ing inequality in the process of economic develop-

ment, inequality in most countries and on average

would have declined. Figure 3 illustrates this calcu-

lation, separating out Organization for Economic

Cooperation and Development (OECD) and non-

OECD countries to show that the global effect holds

separately for both groups.

Figure 3 also shows that the high-income indus-

trialized countries enjoy markedly less inequality

than low-income and developing countries. Again

this should not be surprising: the very essence of

development lies in the emergence of a stable mid-

dle-class working population, paid at rates which

vary only by the range of skills in the workforce

and the permissible extent of monopoly power in an

urbanized, and possibly democratic, society. And

the essence of underdevelopment is not poverty

per se, but the gap between an extractive or planta-

tion sector serving a small rentier elite, and a large

peasant farmer, or urban slum, or (in some cases)

menial immigrant population.

The high inequality of most low-income agrarian

societies raises a question: was Kuznets right about

agriculture? In the UK and 19th century North Amer-

ica—north of the Mason-Dixon line—small freeholds

predominated and farming was egalitarian. But most

agriculture (especially in the tropics) is highly un-

equal, being descended directly from feudal land ten-

ure and slavery. Low-income agrarian economies with

Figure 3. Pay inequality within countries, with and without the global effect, UTIP-UNIDO data set, 1963–1999.
Note: bands indicate two standard deviations of country observations within each year shown. OECD and non-OECD countries shown
separately. Vertical scale is log(T) units.
Source: Galbraith and Kum (2003).
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egalitarian pay structures tend to emerge only after

revolutions, as in China (1949) and Cuba (1959), as

well as Vietnam (1954, 1975). Whether apart from

them the inverted U-curve would have a low-income

upward-sloping component at all, in modern times, is

doubtful.

Figure 4 presents the relationship between the share

of agriculture in total employment and the UTIP-

UNIDO Theil for manufacturing pay, for a selection

of developed and developing countries. The positive

relationship is strong and consistent: the more farmers

you have, the more inequality. Only Poland (a com-

munist country in most years of this data) features as

an outlier, suggesting that political regime can affect

this relationship—but not very often.

Taken together, these considerations paint a com-

plex picture, yet one with regular features. For any

given country, the movement of inequality can be

said to depend on (i) the position of the country on

an augmented Kuznets curve, (ii) the direction of

income change and associated structural change

and (iii) the impinging external force of changes

in the global inter-sectoral terms of trade (which

may shift the position of the curve).

Overall, to summarize the argument above, struc-

tural change in the process of economic development

in most cases tends to reduce inequality. Exceptions

exist, and two among them are (i) low-income post-

revolutionary agrarian societies in the process of ur-

banization and industrialization and (ii) high-income

post-industrial societies as they move towards econ-

omies dominated by technological innovation and

high finance. In these cases, inequality is likely to

rise with income. Likewise, crises and shocks that

periodically disrupt the processes of economic de-

velopment tend to raise inequality.

Figure 4. UTIP-UNIDO inequality and the share of agriculture in employment in selected countries, 1979–2003.
Source: author’s calculations from data in Kum (2008).
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However, it is changes in the relative prices (the

terms of trade) between high- and low-income sec-

tors that tend to dominate the actual movement of

economic inequality in modern times. Since oil and

grain prices and interest rates are set in global mar-

kets, it should therefore be expected that the move-

ment of economic inequality should be largely

a common global phenomenon, operating in much

the same way (though not symmetrically) in most of

the world. This is what we observe in the data. The

oil boom of the 1970s sharply distinguished move-

ments of inequality between producers and consum-

ers at that time. But the effect of Organization of

Petroleum Exporting Countries is puny compared

with the world-altering financial bubbles, interest-

rate shocks and debt crises of the period after 1979.

Inequality and structural change:
selected cases

In this section, we review the experience of a num-

ber of specific countries in view of the general

framework outlined above.

China is a canonical case of the evolution of in-

equality dominated by internal structural change, at

least until very recently. The country was largely

insulated from external relative price changes in the

1980s and 1990s, and though as of today China is

well integrated into international food and fuel mar-

kets, it still enjoys an internal price level for most

labour-intensive wage goods that is far lower than

the external prices of those same goods. Rapid

growth from a post-revolutionary agrarian starting

point implied rising inequality and an accelerating

dynamic of urbanization as greater urban-rural dif-

ferentials generated greater migration from the

countryside to the cities. This dynamic constitutes

China’s greatest social challenge, and the authori-

ties are locked in a perpetual effort to balance con-

trol over internal migration with a construction

programme sufficiently vast to accommodate the

flow to the cities that is bound anyway to occur.

In very recent years, the Chinese picture has been

complicated by large inflows of speculative capital,

some of it moving through the current account in

the train of an enormous export boom, which has in

turn fuelled an epic real estate boom in Beijing,

Shanghai, and other locations, considerably in-

creasing the urban–rural inequality differentials.

Figure 5 illustrates the changing contribution to

Chinese inequality of the different provinces within

China, through 2005. The Figure 5 is constructed

by stacking the elements of Theil’s T: each segment

of each bar represents the contribution to overall

inequality of a particular province in a particular

year. Those with incomes above the national aver-

age show positive values; those with incomes be-

low national average show negative values. The

Figure 5 provides a succinct measure of the rise

and fall in relative terms of Chinese provinces in

relation to each other.

Of particular note is the fact that the relative

contribution of Beijing—which is not a coastal city

nor a primary centre for the production of goods for

export—continued to rise even after the diffusion of

economic growth caused the relative shares of

Guangdong and Shanghai to tail-off in the later

1990s and early 2000s. This is surely due in part

to the construction boom attendant on the 2008

Olympics, and it illustrates the extent to which fi-

nancial forces may be coming to dominate the inter-

regional pattern of relative incomes inside China.

In most of Latin America, large-scale urbaniza-

tion, globalization and specifically the internation-

alization of finance occurred decades back. In the

1980s and 1990s, countries found themselves

afflicted by the (closely related) twin scourges of

negative growth and adverse terms-of-trade shocks,

above all the debt crisis. Thus, they moved up

a downward-sloping relationship between inequal-

ity and income, even as the relationship itself

shifted out. In Mexico and Brazil, as Calmon

et al. (2000) showed, the debt crisis and resulting

industrial slumps were associated with large rises in

inequality, as the collapse of import-substituting in-

dustries diminished the unionized working class. It

is reasonable to infer that import-substituting indus-

trialization worked to reduce the (very high)

inequalities associated with traditional Latin Amer-

ican economic dualism and that later structural

change in favour of the export-oriented growth
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model would again be characterized by a more un-

equal income structure. However, the short-term

movement of inequality in the transition between

these two models is clearly governed by the same

forces that generated macroeconomic and industrial

crises in the first place.

Mexico and Brazil in this period thus also illus-

trate the simple relationship between pay inequality

in industry and the rate of economic growth. Where

economic growth was sufficiently rapid to absorb

the natural rise in the labour force (say, above 3 or

4% per annum), inequality in pay structures tended

to be stable or to decline. When growth fell short

of that threshold, inequality tended to increase.

Figure 6 illustrates this relationship with annual

data for the two countries. For countries in this

situation, coping with rising inequality is largely

a matter of restoring internal growth so that the

absorption of a growing labour force can resume.

But it must also be, partly, a matter of more stable

global financial governance, so long as the country

remains exposed to external shocks.

The case of the Russian Federation was closely

analysed via a data set for the years 1990–2000 de-

veloped by Krytynskaia from original sources in Gos-

komstat and reported on in Galbraith et al. (2004).

The dramatic increase came in 1992, with the imple-

mentation of shock therapy, led by price liberaliza-

tion. It resulted in a massive collapse of the relative

position both of farmers and manufacturing workers,

as well as of the non-commercial sectors, such as

health and education, previously supported by the

Figure 5. Contribution of provinces to inter-provincial inequality in China, 1987–2006.
Note: the bar segments represent elements of the Theil index, specifically the population weight times the ratio of average sector pay to
country average pay (times the log of the same ratio). Thus, above-average-pay sectors show positive values and those with below
average pay show negative values. The three large bars rising above the zero line are, in order, Beijing, Shanghai and Guangdong and
the figure illustrates their dominant role in the rise of inequality in China. Theil’s T is the sum of the bar values for that year. Data from
China State Statistical Yearbook.
Source: Galbraith et al. (2009a).
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state. In their place rise the leading sectors of the new

Russia: energy and finance, and the city of Moscow

as a world city in a country otherwise mired in post-

communist depression. This situation became so ex-

treme that by the end of the century, the lightly pop-

ulated West Siberian oil-and-gas regions of Tiumen

and Khanty-Mansy had become major sources of the

inequality of Russian incomes generally, while the

conflict regions of the southern Caucasus had fallen

far below the rest of the country in reported relative

income.

In the USA, pay inequality in manufacturing rose

under the demand shock of tight monetary policy and

a high dollar in the early 1980s—a classic backward

movement on a downward-sloping Kuznets curve.

This movement was repeated in the recession of the
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Figure 6. Changes in pay inequality and economic growth in Mexico and Brazil.
Note: the figures illustrate the strong negative relationship between growth and inequality in two important middle-income countries.
Vertical unit: percentage change in GDP. Inequality calculations from national data sets.
Source: Calmon et al. (2000).
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late 1980s. Inequality in pay, particularly within

manufacturing, then declined through much of the

following decade, as the economy recovered and

eventually reached full employment. Figure 7 illus-

trates the close relationship between inequality in the

structure of manufacturing pay, in the USA, and the

rate of open unemployment.

As Figure 7 shows, pay inequality in the USA

declined through the end of the millennium. Income

inequality did not; indeed income inequality rose

notoriously in the boom years. The two measures

can be reconciled by noting that income includes

a large component not derived from work, but

rather drawn directly or indirectly from the capital

markets: stock options, capital gains and also the

salaries paid to executives in firms financed in the

start-up phase from equity issuance rather than cash

flow. It would therefore not be surprising to find

a relationship between income inequality and asset

prices as measured on the capital markets.

In the last few years of the millennium, rapid

growth driven by the technology bubble produced

increasing income inequality in America. This was

a move up an upward-sloping segment of the Kuz-

nets curve, onto which the USA had stumbled in the

transition to an economy largely centred on tech-

nology and finance. Geographically, this increase

was exceptionally concentrated. Galbraith and Hale

(2008) demonstrate that if the effects of rising in-

come in just five counties—New York (Manhattan),

NY; Santa Clara, San Francisco and San Mateo,

CA; and King County, WA—are removed from

the data, about half of the rise in between-county

inequality in US household incomes in the late

1990s would not have occurred. Removing the in-

come growth of just 15 counties (of 3150) neutral-

izes the entire increase in inequality between

counties. Figure 8 illustrates the close relationship

between inequality of taxable incomes in the USA

and valuations on the stock market. The correlation

with the NASDAQ index of technology-related

stocks is especially strong through 2001, thereafter

the largest income gains show more clearly in other

indices. Other explanations for rising US income
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inequality—relating to technology, skill, trade and

so forth—seem largely redundant.

Inequality and political regimes

The political systems of the world in the final third

of the 20th century can be classed in groups ranging

from communist states to social democracies, to

capitalist democracies and to authoritarian regimes

and dictatorships of the right and the extreme right,

including military governments and states actively

torn by civil war. The 1960s and 1970s were a time

of polarization, with a spread of military govern-

ments in Latin America, Africa and Asia in strong

opposition to communism, then in power in the

Soviet Union, Eastern Europe, China, North Korea,

Vietnam and Cuba. In the final years of the century,

there has been a convergence towards capitalist de-

mocracy, often within a neoliberal policy frame-

work. Thus, world history in these decades

provides a rich field in which to search for system-

atic relationships between political regime and the

level and change of inequality over time.

Political scientists in recent years have worked to

develop a number of classification schemes of regime

type, surveyed in Hsu (2008). These differ in method,

but they tend to share a methodological quirk: they

treat political regimes as existing on a contin-

uum from ‘authoritarian’ to ‘democratic’. Democ-

racy is therefore conceptualized as an extreme

outcome—the opposite of dictatorship—rather than

as an ideological middle ground, while commu-

nist, fascist and military dictatorships are grouped

together as authoritarian. Underlying this are im-

plicit preoccupations with human rights and the

rule of law and perhaps the notion that repre-

sentative democracy represents a high point of

political achievement. Yet, given the extreme

differences of ideology between communist and

anti-communist authoritarians on matters related

Figure 8. Between-county measure of income inequality and the log of the NASDAQ stock index, USA, 1969–2006.
Note: left scale, thick line: the between-county component of income inequality, annual data, calculations from Local Area Personal
Income Statistics. Right scale, thin line: log of the NASDAQ stock index; monthly closings.
Source: Galbraith and Hale (2008).
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specifically to economic inequality, scales con-

structed in this way are ill-suited to discriminating

between the effects of regime type on inequality. It

is therefore not surprising that the empirical results

obtained so far in this area are weak. The com-

monly heard question ‘does democracy reduce in-

equality?’ is ill-posed, for it does not clearly define

the alternative ‘in comparison to what?’

An alternative approach would allow the data to

determine whether mean inequality measures for

different regime types differ significantly from the

general mean, after controlling for ostensibly inde-

pendent characteristics such as the level of national

income and population growth. This requires a cat-

egorical or qualitative data set, rather than a cardinal

(or ordinal) scale. Hsu (2008) has developed a com-

prehensive qualitative data set of regime type and

regime change for the countries in the UTIP in-

equality data universe. These data permit us to clas-

sify practically all countries according to their place

in the group structure discussed above and to eval-

uate movements of inequality associated with

changes of regime type.

Galbraith et al. (2009b) provide an analysis of this

data in relationship to the UTIP-United Nations In-

ternational Development Organization (UNIDO) in-

equality measures, within a panel framework and

using controls for region, for a battery of economic

variables and time dummies. Of the eight regime

types introduced, six prove to have significant effects

on inequality as measured in the UTIP-UNIDO data

set. Communist regimes, social democracies and Is-

lamic republics enjoy(ed) significantly lower inequal-

ity than would be predicted by their income level,

region and other controls. Current European colonies

(in this data, mostly Caribbean) enjoy less inequality

than other developing regions with similar economic

and social characteristics. Dictatorships and conserva-

tive democracies showed higher inequality than one

would otherwise expect. The results were generally

robust across various specifications, though it is im-

portant to recognize that the inclusion of controls for

geographic region substantially reduces the amount of

variance that the political variables explain.

It would be surprising if the ordinary back-

and-forth of partisan competition within one or

two regime types—multiparty democracy whether

conservative or social democratic—made a large

difference to national inequality measures. Since

political parties are often numerous and their names

idiosyncratic (Japan’s Liberal Democratic Party, for

instance), the task of making a systematic appraisal

of the effect of ordinary changes in government

within a generally democratic regime is exception-

ally arduous, even where, as with UTIP, annual

inequality data are available.

Nevertheless, some work has been done in this

area. Galbraith and Garza-Cantu (2001) categorized

Latin American governments from the 1960s

through the 1990s by the extent of their commit-

ment to a populist agenda and were able to show

that populist governments throughout the region

were frequently able to bring measures of inequality

down during those years. Given their support for

unionization, for food subsidies and for higher min-

imum wages, this effect should not be surprising.

Nor should the flouting of the external constraint

that populism usually entailed make it a surprise

that populist policy regimes never lasted very long.

Calmon et al. (2000) examined the movement of

pay inequality in Mexico, based on monthly data,

for the long period from 1968 through 1999. They

found that the populist moments in modern

Mexican history—the government of Echeverria

and that of Lopes Portillo after the discovery of

oil in 1979—were associated with strong growth

and declining inequality, for which the price was

paid in International Monetary Fund programmes

and the debt crisis only a little bit later on.

Worldwide many populist episodes ended vio-

lently. Galbraith and Purcell (2001) analysed the

consequences for inequality of 27 coups d’état

throughout the developing world (including in

Greece in 1967) and were able to show two impor-

tant if unsurprising facts. First, coups tended to fol-

low periods of ‘abnormal’ decline in inequality—

the signature of the preceding populist regimes,

and second, coups tended to be followed by long

periods of rising inequality, as the social forces

unleashed by populism were repressed. Thus, the

cycle of inequality, reform, violence and repression

that characterized those years.
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Since the return of multiparty democracy in all of

Latin America and much of the rest of the world

in the modern period, two general observations

may be made. First, the new democracies lack the

redistributionist commitments of their democratic

predecessors; either the left has mellowed or the

neoliberal policy order constrains choices in ways

that the previous system did not. The initial

conditions of much higher inequality than were

observed before the dark years of repression have

not been fully reversed nor is it likely that they will

be. Nevertheless, some progress has been made,

particularly since the high-water mark of the

neoliberal ascendancy passed in the mid-1990s.

Galbraith et al. (2007) document the decline in

inequality in post-crisis Argentina and Brazil,

showing a close relationship between the decline

of economic inequality and the falling share of

resources captured by the financial sector.

Inequality and the functional
distribution of income

Giovannoni (2010) provides a treatment of the rela-

tionship between structural change, personal income

distribution and the functional distribution of income,

which is defined as the labour (and conversely, cap-

ital) share of income in total gross domestic product

(GDP). Unfortunately, despite the central importance

of this theme to the history of political economy,

usable data for cross-country and time-series compar-

ison remain rare and for practical purposes restricted

to member states of the OECD. Nevertheless, several

interesting points emerge.

Giovannoni finds that the wage share in the Euro-

zone has been declining slowly since a peak in the

early 1980s and has fallen approximately 10%

points in the intervening quarter-century, with no-

ticeably sharp declines in some countries in the

wake of the Maastricht Treaty. The wage share in

the USA, though initially lower, has remained ap-

proximately constant during the same period and is

now higher than in the Eurozone. While coverage

of developing countries is not a strength of the

OECD data, the information for Mexico and Turkey

indicates that for these countries, labour shares in

total GDP are much lower and much more volatile

than in the richer countries and prone to decline

sharply in times of economic crisis, as in Mexico

after 1982 or Turkey after 1991 and 1999.

These results suggest that in at least some cir-

cumstances, the functional shares and the structure

of earnings distributions are closely related and that

both are quite closely related to macroeconomic

conditions. Economic crises tend to raise unem-

ployment, shift the share of income towards capital

and worsen the distribution of pay. In a final anal-

ysis, this cannot be greatly surprising. A financial

shock, such as an international move to high in-

terest rates, is a tax on debtors for the benefit of

creditors. It will deplete effective demand, curtail

employment and also cut hours worked dispropor-

tionately for those at the bottom of the pay scale.

All these adverse phenomena should move to-

gether, and evidently they do. Conversely in boom

times employment, the wage share and distribution

of earnings all improve. In this context, it is worth

noting again that while US income inequality rose

sharply in the late 1990s, this is not true for inequal-

ities in the structure of American pay: pay inequal-

ities declined as the economy moved towards full

employment and as the low-wage workforce was

able to increase weekly hours and supplement earn-

ings with overtime. Most generally, Giovannoni’s

findings underscore the importance of economic

policy to the functional distribution, and they

illustrate the role of geographic proximity—

neighbourhood effects—whose presence in in-

equality data we take up next.

Neighbourhood effects in the
movement of inequality

A major virtue of the UTIP data—as shown in

Figure 2—lies in the ability to trace the movement

of inequality across and between countries to com-

mon sources in the international economic environ-

ment. In numerous recent papers, we have

established the existence of common global trends,

associated particularly with the change in global

financial regime: especially the collapse of Bretton

Woods in the early 1970s and the onset of the debt
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crisis and the era of high real interest rates in 1981.

Further, the data have permitted an analysis in

detail of the effect of external financial shocks—

especially exchange rate shocks—on inequality in

a range of developing countries in Latin America,

Asia and Africa.

There is, however, a level of interdependence

that lies between the common response to world-

wide changes (say in commodity prices or financial

conditions) and the idiosyncracies of national polit-

ical and policy change. This is the level of the

regional neighbourhood, the common influence of

a country’s condition on that of its neighbours and

also the tendency of the international financial com-

munity to treat developing countries as large groups

(Latin America, Asia and so forth) so that the rep-

utation of any member of a set is influenced by the

conduct of its neighbours.

The UTIP data are sufficiently rich and deep to

permit evaluation of regional patterns, especially from

the early 1970s onward, although presenting the results

effectively requires colour-coded maps that cannot be

reproduced here. The exercise strongly illustrates the

presence of common regional and time patterns in the

inequality data. Thus in the period from 1970 through

1976—the time of the first major oil shock and com-

modity boom, encompassing the breakdown of the

Bretton Woods system in 1971–1973—there is a strik-

ing regional pattern: the major oil-consuming coun-

tries, from North America to Europe to India, all

show the effects of the supply shock and subsequent

recession as generating increasing inequality; mean-

while inequality is falling in the booming oil producing

economies of North Africa and the Middle East. In

Latin America, the recycling of petro-dollars to (mili-

tary-governed) Brazil and Argentina produced a sec-

ondary boom environment and, again, declining

inequality for those countries at that time.

The picture changed with the onset of the global

debt crisis in the early 1980s. Inequality continued to

rise in the OECD countries, by and large, mired as

they were in industrial recession. But now, the most

rapid rises in inequality were in the southern cone of

Latin America and (to the extent the data permit us to

observe) sub-Saharan Africa—ground zero of the

debt calamity. Significant exceptions occur, on the

other hand, in Asia: in China, which was financially

autarkic at this time, in India, which largely restricted

its international lending to the long-term concessional

facilities of the International Development Associa-

tion, and in revolutionary Iran. As the pivot of world

inequality in the 1970s appears to have been the price

of oil; in the 1980s, it was the price of money.

Extending the analysis into the 1990s, we span

the collapse of the Soviet Union and of communism

in Eastern Europe. Although again in this period

inequality is rising throughout most of the world,

the region of greatest relative increase now shifts to

these formerly communist lands. Inequality also

rose very rapidly in China, where the government

embarked on policies of liberalization and decen-

tralization, leading to the large relative gains al-

ready illustrated for the exporting province of

Guangdong, for the financial centre at Shanghai

and for the national capital at Beijing. Again, the

world exhibits one area of significant exception:

Southeast Asia, where a boom driven by foreign

direct investment permitted inequalities to fall until

the Asian crisis of 1997 supervened.

The strong evidence of regional and neighbour-

hood effects underlines the power of global finan-

cial markets, of commodity price regimes and of

changing political systems to influence and indeed

to dominate the movement of economic inequality

as experienced by most of the world’s population. It

suggests that independent policy options are an ex-

tremely limited and weak source of countermeas-

ures to these phenomena, particularly for small

countries. Although large developing countries,

such as China and India, have continued to benefit

from control over capital flow and other policy

instruments, the age when most countries could in-

sulate themselves entirely from the forces of global

capitalism appears to be largely in the past.

All this suggests that the issue of economic

inequality, both within and between countries,

needs to be considered as an issue of international

governance, at least at the regional level, if not also

at the level of the globe as a whole. It is strongly

influenced by structures of regulation of financial

and commodity markets and by the conduct of

monetary and financial policy in the rich and
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powerful countries. Though the evidence is far from

complete, there are good reasons to suspect that

following 2001, the developing world experienced

a relatively benign financial climate, permitting

relatively strong growth and the resumption of

social progress in many places. That progress was

called into question, of course, by the financial and

economic crisis that began in 2007, which at pres-

ent writing remains unresolved.

Conclusions

This paper has attempted to provide a summary of

comparative evidence on the evolution of economic

inequality in the world, as developed over a decade

under the auspices of the University of Texas In-

equality Project. The results are broadly consistent

with the insights of Simon Kuznets, after taking

into account both the great complexity of economic

relationships in the modern world and the increas-

ing prominence of regional and global factors, and

particularly the critical role of relative price changes

in the global economy.

Broadly, the evidence supports the proposition

that economic inequality is primarily a matter of

inter-sectoral differentials, influenced in the long

run by structural change and in the short run by

changing inter-sectoral terms of trade. In China,

fairly plainly, structural change over a generation

has been the dominant factor. But in most of the

world, it is the abrupt movements of the inter-sec-

toral terms of trade—including oil prices, interest

rates and associated debt burdens—that have most

fundamentally reversed the fortunes of poor people

around the world. This suggests that governance of

world financial and commodity markets—at the na-

tional, regional and global levels—and the conduct

of global monetary and financial policy are critical,

and perhaps under-acknowledged, issues in the

struggle to control inequality—and to build a fair,

tolerable and sustainable world.

Endnotes

1 Theil’s T statistic is one of a family of generalized-

entropy measures of inequality, the only type that can

be exactly decomposed. According to Theil, the be-

tween-groups component of the T statistic can be thought

of as an indirect measure of the information required to

transform prior into posterior probabilities, where popu-

lation weights for each group are the priors and income

shares are the posteriors.
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