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II.B  ECONOMIC INEQUALITY 
 

Summary 

In this section we review ways in which economic inequality, the rate of economic 

growth, the level of output and efforts to reduce inequality  might affect one another.  We 

evaluate proposals to reduce economic inequality and we discuss public opinion concerning 

inequality.  We conclude by re-assessing the income distribution goals of our ideal scenario.  

Section B.1 summarizes current data.  For most of the last 40 years the distribution of 

incomes in most countries has been largely stable.  Over the past 20 years inequality of incomes 

has increased, at varying rates, in most, although not all, of the mature industrial countries.   

Section B.2 reviews theories of income distribution.  Economic growth should reduce 

inequality in developing countries.  A major part of the increase in income inequality in the 

industrial countries appears to be due to skills-biased technological change.  A critical unresolved 

question is whether the continuing growth of economic output necessarily requires an 

increasingly skilled labor force. Expanded trade is expected to worsen the distribution of incomes 

in high income countries and improve it in low income countries, but these impacts may not be 

large and should lessen over time.  Although the aggregate growth of inequality in developed 

countries has arguably been moderate, the growth of incomes realized by the very highest 

percentiles has been much greater, possibly as a result of “winner-take-all” dynamics. There is 

little evidence of any strictly economic mechanism that would necessarily cause higher levels of 

inequality in an industrial economy to have a seriously retarding effect on economic growth. 

However, if growing inequality generates political instability, then investment, and consequently 

growth, could suffer.  

In Section B.3 nineteen sets of proposals for reducing the inequality of income and 

wealth in the mature industrial nations are evaluated. These proposals are broadly grouped into 
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one of four categories: Conservative, Liberal, Progressive and Green.  Proposals to address 

inequality that are currently endorsed by important political constituencies are not likely to have a 

large impact. 

In Section B.4 nearly 200 opinion survey results concerning economic inequality are 

reviewed.   Although concern about economic inequality is shared by a large majority of 

Americans, concerted policy initiatives to reduce inequality are supported by much smaller 

minorities. Americans show far more support for measures to ensure equality of opportunity than 

for equality of outcomes.  Europeans show higher levels of support for public policies that 

address economic inequality than do Americans.  

Section B.5 evaluates the above findings with respect to our long run scenarios of global 

development.  We conclude that it is difficult to make a credible case for reducing economic 

inequality to the level suggested in our ideal scenario, Scenario 5, which calls for an 80/20 ratio 

of 2.5.  Provisionally, we adopt an alternative goal:  inequality should not be allowed to be worse 

than the mean level currently found in the industrial social democracies, i.e., an 80/20 ratio of 

about 6.5.  Achieving even this more modest goal will require major social and political 

commitment.  
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Section  II.B.  ECONOMIC  INEQUALITY  
 

Introduction 

An important stated goal of this exercise is to fully and credibly incorporate values 

concerning the distribution of income into long run scenarios of global development, and to do so 

in a way that is consistent with concern for economic well-being in the aggregate, and with 

ecological integrity.   

Over the past two decades economic inequality in the mature industrial countries has 

been growing.   Is it possible that the distribution of income could become so unequal that it 

destroys the prospects for further economic growth?  Conversely, could it be that attempts to 

reduce inequality of income could destroy prospects for further growth?  If either or both of these 

are true, what might be the maximum and minimum sustainable levels of inequality and output?  

If continued growth tends to generate greater inequality then our goals of protecting the 

environment and ensuring distributional equity might reinforce one another.  If continued growth 

tends to generate greater equality then these goals may be in conflict.  Which is it?  After we’ve 

exhausted the possibilities for analysis, we still need to decide: What is to be done? In the 

sections that follow we consider these and related questions.  

We begin in Section II.B.1 by summarizing current data on the distribution of income and 

how these have changed over time.  In Section II.B.2 we review theoretical and empirical studies 

that have sought to explain these levels and changes.  In II.B.3 we review and assess nineteen 

proposals propounded from within four general ideological perspectives for addressing concerns 

about income inequality.  In II.B.4 we review the results of nearly 200 public opinion survey 

questions concerning income inequality.  In II.B.5 we bring the results of the four preceding 

sections to bear in helping decide on values concerning the distribution of income to provisionally 

include in our advocated scenario.  
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II.B.1.  WHAT THE DATA SHOW 

II.B.1.a.   Income Distribution Within Countries  

Box IIB-1 shows Gini coefficients and 80/20 ratios for 108 countries. 1   The mean of the 

Ginis is 39.9, with a standard deviation of 9.9.  The median is 38.0.  Latin American and Sub-

Saharan African countries are the most unequal, with mean Ginis in the upper 40’s.  The Middle 

East/North African and East Asia/Pacific countries have mean Ginis in the upper 30’s, while 

those of South Asia and the Industrialized Countries are in the low 30’s. The countries of Eastern 

Europe are the most equal in the world, with Ginis in the upper 20’s.  

II.B.1.b.  Changes in Economic Inequality Within Countries 

1. Aggregate estimates  

Box IIB-2 shows changes in the distribution of income by decile among persons living in 

the non-socialist nations over the period 1950-1985.  The amount of change has been small, 

although a slight increase in inequality since about 1970 can be seen.  When the socialist world is 

included this increase vanishes.  

Box IIB-3 shows changes since 1960 in the unweighted averages of the Gini coefficients 

of countries within seven regions.   In general these changes have been small.  Sub-Saharan 

Africa improved during the 60’s and 70’s but lost ground during the 80’s and 90’s. Inequality in 

Eastern Europe has increased noticeably since the fall of the Soviet Union.  

A careful analysis of 49 countries (Li, 1996) found that the distribution of income in 29 

of these (59%) showed no statistically significant time trend.  Of the 20 countries that did show a  

 

                                                      
1 The Gini coefficient is a full-population measure of the inequality of an income distribution.  It is usually 

shown as a number between 0.0, representing perfect equality, and 1.0, representing perfect inequality. 

Some authors show the Gini coefficient multiplied by 100 to make comparisons easier, in which case 0 still 

represents perfect equality but perfect inequality is represented by 100.  Since there is effectively no 

overlap between the two scales there is little cause for confusion. The 80/20 ratio refers to the ratio of the 

total income received by those in the top and the bottom income quintiles of a population; that is, of the 

incomes of all those above 80% of the population and those equal to or below 20% of the population. 

Appendix 4 describes these and related statistical measures used in these notes in more detail.  
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significant trend, in 16 the changes were very small (less than 1% of the average Gini coefficient 

per year).   In 11 of the 20 countries the trend was towards greater inequality and in 9 towards 

greater equality.  Of the 4 countries in which inequality changed at a higher rate, China became 

less equal (its Gini increased at 2.9%/yr), while France, Italy and New Zealand became more 

equal.   

On a global average basis the percentage of the world’s people living in poverty is 

declining, but regionally the record is mixed.  IIB-4 shows decreasing poverty in East Asia, South 

Asia, the Middle East and North Africa, but increasing poverty in Latin America, Sub-Saharan 

Africa, and Eastern Europe/Central Asia.   Whether these rates of change are small or large is a 

matter of judgment, except perhaps in the case of Eastern Europe/Central Asia, where the growth 

of poverty has been dramatic. 

2.  Increasing inequality in the industrial market economies 

Box IIB-5 compares changes in the distribution of income and male earnings in 19 major 

industrial countries.  Changes in male earnings are used to track changes in compensation to labor 

before the direct impacts of taxes and transfers, property income, and demographic and household 

adjustments are felt.  In general, inequality of male earnings has been increasing at a greater rate 

than has inequality of income.   

Box IIB-6 and IIB-7 show changes in the Gini coefficients for income in 12 major 

industrial countries.  Perhaps half of these show an increase in inequality since the early 70’s. The 

rest show mixed records.  

Box IIB-8 shows the relative contribution to overall inequality caused by changes in the 

upper and lower quintiles. The rich became richer and the poor became poorer in the United 

States, United Kingdom and Australia.  In Germany, Taiwan and the Netherlands the rich held 

their own while the poor became poorer.  In Sweden the rich became richer while the poor held 

their own. 
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BOX IIB-5.  CHANGES IN MARKET INCOME AND MALE   

             EARNINGS INEQUALITY 
 

   

Table 1:   CHANGES IN MARKET INCOME INEQUALITY, ~1980-92 

         (source: Smeeding & Gottschalk, 1996) 

 

small   no  small         medium              large 

decrease         change  increase        increase              increase 
 

-5% or <           -4 to + 4%               5 to 10%                    10 to 15%                   16 to 29% 
 

Italy  France  New Zealand        Australia  Sweden 

  Portugal Japan         Denmark  USA 

  Taiwan  Netherlands    UK 

    Norway 

    Belgium 

    Canada 

    Israel 

    Ireland 

    West Germany 

 

 

 

 

 

 

  Table 2:   CHANGES IN MALE EARNINGS INEQUALITY, ~1980-90 

         (source:  Gottschalk & Smeeding, 1996) 

 

  no           large              very large 

decrease         change  increase        increase              increase 
 

-10% or <     -10 to + 10% US      10 to 50%  US              50 to 80%  US          at least 80% US 
 

  Germany Sweden   Israel              

  Italy  Japan    France  USA 

    Netherlands  Canada  UK 

    Finland   Australia 

 

 

 

 

 

 

 

Note: Table 2 shows the change in male earnings inequality as a percentage of the  

change that occurred in the United States.  
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BOX IIB-7. Changes in Income Inequality, 1947-1994  

 

 

 
 

 

 

Figure 1.  Changes in Income Inequality, United States and Sweden, 1947-1994

(source: Box IIB-6)
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Figure 2.  Changes in Income Inequality, Netherlands and Japan, 1947-1994

(source: Box IIB-6)
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Box IIB-7.   Changes in Income Inequality, 1947-1994 (cont.) 
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Figure 3.  Changes in Income Inequality, Italy and Spain, 1947-1994
(source: Box IIB-6)

Italy Spain

Figure 4.  Changes in Income Inequality, United Kingdom and France, 1947-1994

(source: Box IIB-6)
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Box IIB-7.   Changes in Income Inequality, 1947-1994 (cont.) 

 

 
 

 

 
 

 

 

Figure 5.  Changes in Income Inequality, Taiwan and Canada, 1947-1994

(source: Box IIB-6)
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Figure 6.  Changes in Income Inequality, Australia and Germany, 1947-1994

(source: Box IIB-6)
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3.  Increasing Inequality in the United States 

The United States is the world’s leading economy and shows the greatest increase in the 

inequality of earnings among the industrial nations. Between the mid-1970’s and the late 1990’s,  

a)  Median family real income changed little; 

b)  Incomes of families in the higher income brackets increased, and incomes of 

      families in the lower brackets decreased; 

c)  Incomes of families in the very highest brackets increased dramatically; 

d)  The percent of Americans living below the poverty level increased.   

  

Box IIB-9 shows the distribution of income in the United States in the early 1990’s by 

income range. IIB-10 shows the distribution of income by quintiles; the graph displays the 

corresponding Lorenz curve.  IIB-11 and IIB-12 show the distribution of wealth by income range 

and wealth quintile.  Wealth is far more unequally distributed than income.  

Figure 1 in IIB-13 shows the general stagnation of median family income that began 

around 1973.  Median family income in the late 1990’s was about $31,000.  

Figure 2 and Figure 3 show the growth in inequality of family incomes.  Figure 2 uses the 

Gini coefficient and Figure 3 uses the 80-20 ratio.  Both show that economic inequality in the US 

began to increase in the late 1970’s, and has continued to grow since then.  

Figure 4 shows that the percentage of families whose incomes are less than the poverty 

level increased from a low of about 11% in the early 1970’s to about 15% in the early 1990’s.   

This represents some 40 million Americans.  The increase in poverty during 1980-83 was the 

result of the recession of that time.  The poverty level for a family of four in 1994 was $14,763. 

Figure 5 and Figure 6 use quintile displays to show that the increase in the inequality of 

family income has occurred because the upper middle classes and the rich have gotten richer and 

the lower middle classes and poor people have gotten poorer.   Note the especially wide gap that 

separates the top 1% from even the rest of the top 5%.  

Box IIB-14 gives some indication of how “upper” the upper income brackets really are. 

Table 1 in IIB-14 shows the 25 highest paid chief executive officers of American corporations in  
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BOX IIB-13.  Income and Inequality Trends  

 

  

   [more…]  

 

Figure 1. Median 

family income,  

1946-92 

[Reprinted from 

Krugman, 1994]  

Figure 2. Family  

Income 

Inequality,  

1947-86 (Gini 

Index). [Reprinted 

from Harrison & 

Bluestone, 1988]  

Figure 3. Ratio of 

family income at 

80th percentile to 

20th percentile,  

1947-91. 
[Reprinted from 

Danziger and 

Gottschalk, 1995] 
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BOX IIB-13.  Income and Inequality Trends (cont’d.) 

 
 

 
 

 
 

Figure 4. Poverty 

Rate, 1965-91 
[Reprinted from 

Danzinger and 

Gottschalk, 1995] 

Fig. 5. Average 

family income by 

quintile ($ 000’s) 
[Reprinted from 

Economic Report of 

the President, 1995] 

Fig. 6. Change in 

real income (%). 
[Reprinted from 

Krugman, 1994]  
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1994.   Table 2 suggests that the median income of the 800 top CEO’s exceeds $1,000,000 per 

year.  Compare this with the fact that 50% of all American families have incomes of less than 

$32,000 year.  In 1993 the average incomes of the upper 20% and 5% of American families were 

about $115,000 and $175,000 respectively.  

Box IIB-15 shows changes in the income shares of quintiles since 1947.  When depicted 

in this manner the growth of inequality may not appear to be as dramatic as it does in previous 

figures.  The share of the top quintile has clearly increased since the 1970’s, and the shares of the 

bottom two quintiles have decreased, but observers may differ as to whether these changes should 

be considered large or small.  

Box IIB-16 shows the notable decline in the share of income received by the top 5% of 

families since the early years of this century.  Some observers might conclude that the recent 

increase in inequality is by comparison small potatoes, and thus perhaps not deserving of great 

concern.  The decrease in inequality prior to 1950 was likely in large part the result of a singular 

structural change from a rural agricultural economy to an urban industrial one.  The recent 

increase in inequality is a departure from the experience of the post-WWII decades, and was not 

anticipated by analysts.  Until we determine the causes of the current growth in inequality we 

can’t say whether, and by how much, it is likely to grow, and what sort of challenges it might 

present.  

To gain perspective on income distribution trend data it is important to appreciate the 

relation between life-time incomes and current incomes.  A society with perfect equality of life-

time incomes would still show considerable dispersion of annual incomes, simply because 

earnings differ with age.   One economy might show a higher degree of annual income inequality 

than another but could have the same life-time distribution if mobility rates are greater.   Some 

authors have claimed that the apparent increase in wage dispersion in the industrial countries has 

been balanced by an increase in mobility (Hinderaker and Johnson 1996).  Danziger and  
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BOX IIB.16.   Share of Total Family Income Received by the Top 5%, 1913-1992  
[Reprinted from Hinderaker and Johnson, 1996]  
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Gottschalk (1995) studied this issue with respect to the United States and concluded that there is 

little evidence of an increase in mobility between income sectors over the period in question.  

Box IIB-17 shows how the distribution of income in the United States would change if 

the average growth rates of income and inequality of the 15-year period 1977-1992 continued 

unabated over the next century.  Per capita income grows annually at 1%.  The mean income of 

the highest quintile grows annually at 1.1%, while that of the bottom quintile declines by .58%.  

At these rates the US Gini grows from 37.6 in 1992 to 48.7 in 2075, which is approximately equal 

to the Ginis of the Philippines, Malaysia or Mexico today.  The US 80/20 ratio would grow from 

10.2 to 25, which is roughly that of Brazil today.2  

 

 

                                                      
2 Absolute incomes for all quintiles would of course be higher than they are today in these developing 

countries. 
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