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Dissecting inequality: conceptual problems, trends and drivers

Alberto Tidu
University of Cagliari & CRENoS

Abstract:

Every social scientist knows that understanding inequality is pivotal for understanding the dynamics that rule
human society. Inequality is at least as old as society, and some authors even argue that economics itself
originate from the inequalities in skills and needs that inevitably lead to specialization, trade and surpluses.
Despite its relevance, it is nevertheless very hard to define inequality and — somehow paradoxically - it might
get even harder when one tries to restrict the focus to subcomponents such as ncome ot wealth inequality. And
even when the income or the wealth part of the equation is agreed upon, inequality still remains conceptually
problematic: what shall be perceived as egual’ Do a few really well-off (or extremely poor) outliers make a
distribution more inequal than a larger number of people quite above (and quite below) the mean? Conceptual
problems aside, a large amount of literature focuses on inequality trends and drivers and falsifies commonly-
held beliefs such as the widespread myth that inequality is trending upwards. Some potential drivers are highly
controversial: notably globalization is seen by some authors as stimulating a race to the bottom that ends up
exacerbating existing inequality, whereas others argue that it is beneficial for the more disadvantaged.

The goal of this review is to show how the conceptual vagueness behind the word znequality calls for as much
rigor as possible in the study of its possible forms and notions and in the identification of the best tools for
its measurement. However, one should not be fooled by associating such a vagueness with a lack of relevance
of the concept and of its implications: ax contraire, we should feel compelled to investigate the multitude of
possible facets that the concept might assume and the fittest options and instruments that statistics and
mathematics provide for their measurement: desirable policies could be radically different from each other
depending on the theory that one espouses, and they range from the pursuit of resource redistribution to a
mere acceptance of inequality as either inevitable or desirable. Also, different metrics could suggest different
approaches, so one should carefully select the measures that will help him understand and describe the type
of inequality that he is investigating.
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1 Introduction

Inequality is one of the most debated issues of our time, although it is hardly a fresh topic for
discussion: back in 1753, a competition in Dijon for the best essay responding to the question
“What is the origin of inequality among men, and is it authorized by natural law?” was won by
Jean-Jacques Rousseau, who hypothesized an original state of moral equality among men up
to the invention of agriculture and the creation of laws and property (Rousseau, 1754). Far
more recently and with a drastically different tone!, Welch (1999, p. 2), in his — interestingly
well-titled — Iz defense of inequality, argues that <<all of economics results from inequality. Without
inequality of priorities and capabilities, there wonld be no trade, no specialization and no surpluses produced by
cooperation. Incidentally, there would be no economics>>. Testart (1982, p. 528) goes so far as to
suggest that the first type of economic activity - <<food production above basic needs>> —
originated out of <<the will to increase inequality>>.

Despite the enduring debate and although unanimously acknowledged as a central topic not
only in economics but in every field of social sciences, everything about inequality is arguably
controversial and disputable, including its very definition?.

Indeed, what is inequality? What shall be measured when trying to assess how much inequality
one is looking at? These questions do not get any easier if the focus is restricted, as often the
case, to either income inequality or wealth inequality: in a certain sense, the issue might get even
trickier, because now one also needs to define what is to be considered “income”’ or “wealth”
and what are the specific features that make two individuals’ income or wealth levels similar
to or different from each other. Let us consider income, for instance, and let us define it as
the increase in a person’s command over resources during a given time period (Anand & Sen,
2000; Atkinson & Bourguignon, 2001; Dworkin, 1981): we are being oblivious to everything
that happened before (not to mention what will happen later) in the life of said person. A very
low income would signal a minimum increase in the command of resources by that person but
would not reveal anything about his actual standing, which depends on many other parameters,
tirst and foremost his initial position (that is, wealth). Moreover, we defined income as the
increase in a person’s command over resources, but we should probably talk about “command
over some resources”: for instance, one’s income could very well represent his increase in
command over healthcare-related resources in an out-of-pocket health system, but much less
so in a single-payer system where healthcare is largely covered by the government’. And even
within the same country, an area might suggest — or even require - attending expensive private
schools in order to pursue a decent education that somewhere else is attainable at a public
institution and comes free of charge; some places will allow for moving around through public
transit (for largely different fares, even in the same country) whereas others will require owning

I Not that the two positions ate irreconcilable: indeed, both seem to acknowledge that society as we
know it (and as we have known it for millennia) is founded on inequality. What Rousseau and Welch
might diverge on is the ethical value of that bond.

2 Cowell (2011, p. 1) acknowledges that <<Inequality” is in itself an awkward word, as well as one used in
connection with a number of awkward social and economic problems. The difficulty is that the word can trigger quite a
number of different ideas in the mind of a reader or listener, depending on bis training and prejudice™>>.

3 Indians use their after-tax income to cover almost % of their health expenses, whereas
Luxembourgians and Norwegians only need 14% of their income, since the rest is covered by public
funding, either through government transfers or social insurance contributions (OECD, 2021).



a car; some places will require private security for the population to feel safe, whereas other
areas will do just fine through ordinary publicly-funded policing. To complicate the issue
turther, “social wage” elements - such as the benefits received from communally enjoyed items
like municipal parks or public libraries - are available in some places, whereas somewhere else
individuals will have to look for alternative (and possibly costly) solutions to fulfill the same
needs. Also, whereas information about income is certainly more available than other
information, such an availability drastically differs from one country to another, both for the
time being and for historical records. These drawbacks are highly relevant, since <<economic
trends are not acts of God, and |[...] country-specific institutions and historical circumstances can lead to very
different inequality outcomes>> (Piketty & Saez, 2014, p. 838) and inequality needs to be analyzed
and compared over time and across countries.

These are only some of the issues that one faces when dealing with the concept of inequality
and show how such a theme is incredibly more complex than we may think when only
skimming through its surface. Indeed, every defining aspect of inequality should not be taken
for granted and should instead be thoroughly analyzed and put under scrutiny. Our review
tries to do this: we do not expect to settle any debate, but rather we aim to signal some themes
that should actually be debated whereas they are oftentimes blindly accepted. As a matter of
fact, we might argue that these debates do not need to be settled at all because different
positions represent different meanings assigned to the word inequality: all such meanings may
be equally valid and useful but their foundations should be understood and specified.
Accordingly, our contribution aims to show the positions of different authors in some of the
most characterizing issues and metrics of inequality and how such positions might lead to quite
different meanings for the same word. Specifically, in the next section we will discuss whether
inequality should really be our focus, or alternatively it is poverty that we should instead be
concerned with; in the third section, we will review the different ways that have been proposed
to measure inequality, both as concerns what to measure and how to measure it; in the fourth
section we will explore historical and current trends in inequality within and between countries
and analyze some of the proposed and most discussed drivers of inequality; finally, in the fifth
and final section, we will draw our conclusions and we will summarize the implications of
inequality.

2 Inequality or poverty?

The first issue that shall be explored is whether inequality is really the root of all evil
as it is oftentimes depicted, or instead what we should actually be concerned with is poverty.
Indeed, is there anything about inequality itself that is problematic regardless of the actual
standard of living of those at the bottom of the economic distribution? In a hypothetical
society in which poverty had been erased, would it still be important to keep inequality under
control? If we accept Simmel’s (1907) view of money as a claim on society, then - by
construction - modest “shares” are modest because some other shares are more conspicuous:
this would be consistent with Thompson & Leight’s (2011) findings for the United States,
indicating that increases in the top share of income lead to declines in the incomes of low- and
middle-income households. Although in most developed countries, such levels of poverty do
not necessarily imply a state of physical deprivation that might put one’s life in jeopardy, they



are still consistent with Sen’s (1999) definition of poverty as having insufficient resources to
be able to function at a socially acceptable level.

Scrolling through the relevant literature, it is easy to observe that most scholars believe that
economic inequality is a problem itself, either because it mechanically produces and defines
poverty or because of ethical reasons. On the other hand, some argue that increases in
economic inequality are unimportant when one considers how virtually everyone —
notwithstanding his position in the social ladder - is better off nowadays than they would have
been in the past. Consequently, Conard (2016) defends high salaries as incentives for the most
talented to cultivate their skills and to take risks that will reward not only themselves but society
as a whole. Similarly, Mayor (2015, p. 115) states that <<the creators of that wealth receive only a
small fraction of the benefits they convey to the general public>> and even that <<a greater degree of wealth
inequality in a liberal market economy free of coercion or frand is in fact a sign that greater benefits are being
produced for the general public by those creators>>. Peterson (2017, p. 6) acknowledges that <<many
of the worries about inequality carry with them implicit criticisms of capitalist economic systems>> and this
might indeed be a reason why a sizeable number of arguments in defense of the harmlessness
of inequality originate from conservative writers and think tanks, such as the Heritage
Foundation or the Cato Institute. Indeed, critics of such counterarguments highlight how such
distribution of wealth does not actually seem to occur - or at least it has not occurred during
the last 40 years, since most of the economic growth has been flowing towards the highest
income earners (Milanovic, 2016a). Indeed, one reason of concern about inequality — according
to Atkinson (2015) — is the highly unequal distribution of outcomes among the winners, whose
entity he identifies as a social construct*. Concerning the pursuit of economic growth, Stiglitz
(2013) argues not only that the slices of the pie are usually appropriated disproportionately by
those who are already better off, but also that the pie itself becomes smaller — not larger —
because of inequality, since the wealthy are less likely to spend the additional income on
consumption. Briickner & Lederman (2018) argue that greater inequality might indeed enhance
economic growth in low-income countries, where the potential impact of investment growth
(more likely to be originated when the additional income is attributed to those already better
off and whose needs are already covered) is larger than consumption. All in all, causal
relationships between growth and inequality are unclear and often hide behind many
confounding factors (Peterson, 2017).

The other battleground is ethics, with some authors arguing that economic inequality is
inherently unjust because it violates widely perceived moral norms of distributive justice.
Others, on the other hand, argue that the focus should be on procedural justice based on just
initial acquisition and just exchange, regardless of the inequality of outcomes that might
subsequently originate (Nozick, 1974). Following this line of thought, some authors such as
Watson (2015) argue that equal opportunities shall be pursued, since outcomes themselves are
neither fair nor unfair. However, a catch-22 is often pointed to by those who note that
countries with high economic inequality also have very low social mobility and thus inequal
opportunities to start with: this might be true not only for countries such as Brazil and
Guatemala (Peragine & Ferreira, 2015), but also for the United States, whose equality of

4 He argues that cutrently the top prize in the U.S. Open Tennis tournament in 2014 amounted to $3
million, but the merit of the winner could as well have been acknowledged by means of a simple garland
instead, and there would not be anything inconsistent or inherently wrong about that.



opportunity is declared by Stiglitz (2013) a <<wuational myth>>. Atkinson (2015) as well argues
that inequality of outcome affects equality of opportunity for the following generation.

3 How to measure inequality (and also wkat to measure)

A fundamental issue when discussing inequality — even before assessing the most
appropriate way to measure it — is what should be measured. Indeed, even when a certain
parameter — such as income or wealth - is agreed upon, it is still not self-explanatory what
constitutes the income or wealth that shall be measured and what is to be excluded from the
definition. In order to understand what kind of problems one might encounter when
measuring inequality in terms of income, one might think about rights that originate with a
person’s occupation, such as pension rights: two countries that had an identical distribution of
current incomes (and, therefore, identical results for inequality if this were to be used as a proxy)
might very well warrant radically different standards of living to their citizens when they retire.
Another example of the inability of conventional definitions of current income to include
factors that are necessary to approximate the commonly perceived notion of inequality is their
incapacity to account for future earning potential guaranteed by education (a sort of
unrecognized income-yielding asset, whose pursuit is registered as a period of reduced current
income). Consequently, some authors argue for less conventional income measures, such as
lifetime income: the limits, though, are obvious since either summation of income is performed
after the death of an individual or it must be estimated rather than assessed. A similar notion
is permanent income (Friedman, 1957): since income varies during the life of an individual, a
younger person usually borrows money in order to maintain his desired level of consumption,
knowing that he will be able to pay off his debts later when he earns a higher income; such
higher income will also be used to save for retirement, in order to maintain a stable level of
consumption even when the person will not be able or willing to work any longer. Again, there
is no possible way to measure permanent income, which can therefore only be estimated and
not precisely assessed. Because of the aforementioned income fluctuations, consumption
expenditures are sometimes identified as a better proxy for life-time income than conventional
income itself5. Consistently with these expectations, Hassett & Mathur (2012) find less
inequality in the consumption of both durable and non-durable goods than conventional
income would suggest, whereas Fisher, Johnson & Smeeding (2013) found that a divergence
originated only during the Great Recession with the two indicators moving closely before such
period. Finally, after adjusting for different spending habits at different levels of income,
Aguiar & Bils (2015) found that inequality measured by consumption expenditures is very
similar to income inequality.

> Poterba (1989, p. 325) states that <<If households base their spending plans on their expected lifetime income, then
consuniption provides a more accurate measure of lifetime resources than does annual income>>; Cutler & Katz (1992,
p. 540) argues that <<Economic theory suggests that [...] consumption is a more accurate measure of the distribution
of resonrces than is current income>>>. Also, Slesnick (1993, p. 1) believes that <<z is more appropriate to evaluate
poverty using a consumption-based measure>>. Also on a macroeconomic level, consumption expenditure is
a far more reliable indicator of a country’s material wellbeing than GDP is — and it often constitutes a
tiny fraction of the latter (e.g. Ireland’s 30.4%, Qatar’s 24.5%, Luxemburg’s 29.5% compared to US’s
67.9%), as highlighted by Deaton (2021).



What about wealth, then? Well, it seems to have its own issues too. For starters, similar assets
with similar values could come with much different guarantees for the future: a similar house
with a similar market value could cost only its initial price in the Gulf States (where there is no
property tax), whereas it could come with a hefty yearly “fee” in Belgium¢. But there are other
ways in which taxes could influence the real value of a house”: a Cyprus homeowner will keep
the entire rent he collects, whereas a Swiss one would have to pay more than half in rental
income tax; some governments tax the purchase of a house, some tax the sale, some tax both,
and some tax none; and, finally, could we really argue that the real value of a house that can
be left to whomever we please after our trespass is the same of that house if the government
had a say in that decision? As we hinted in some of the examples above, these differences do
not only make wealth value hardly comparable across countries but also within them because
tax rates tend to change quite often, and sometimes drastically so. But there are many other
factors, beside taxation, that makes assets’ face values incomparable across space and time and
any judgement about the equality of their distribution at least partially biased: from property
rights’ guarantees down to more procedural issues, such as the very cost of maintenance of an
asset. Moreover, income and wealth might be more intertwined than one thinks: unveiling the
capital income’s ever increasing role in the income growth of the 12.000 American households
that constitute the top 0.01%8, Guvenen & Kaplan (2017) attribute such a growth to the
income shift from the corporate sectors to pass-through entities in the wake of the Tax Reform
Act of 1986. The Tax Reform Act reduced personal income tax and created an incentive for
such a shift, leading to huge gains for the richest households in the US and to an accumulation
of wealth that had been unseen since the roaring 20’s and the following Great Depression
(Saez, 2018). However, in layman’s terms, the money didn’t really change hands: the income
that went to increase the personal wealth of the very well-off was still the same income that —
up to that moment — increased the wealth of the companies they owned: given the extremely
low propensity of the top 0.01% to consume further increases in income, did anything really
change? Would the country really be more unequal®?

The issues discussed above revolve around the “income” or “wealth” component of the
syntagms “income inequality” and “wealth inequality” - but what about inequality itself then?
Cowell (2011, p. 1) acknowledges that the word <<can trigger quite a number of different ideas>>
and lists several separate standards of equality, ranging from complete horizontal equity to a
minimum threshold, from equalization of future income prospects to the share of national

<

¢ Even within the same country, differences might be huge: some Alaskan boroughs do not levy any
property tax, whereas the median house in some counties around New York City costs over $10.000
every year (United States Census Bureau, 2018).

7 We refer to houses as they ate perhaps the more widely-known assets, but the same issues manifest
with any other type of asset: think about dividend tax and capital gains tax, which reduce the value of
your share in a company and which — even within the European Union — broadly range, respectively,
from 0% in Estonia and Latvia to over 50% in Ireland and from 0% in Belgium, Slovenia and
Luxembourg to over 40% in Denmark.

8 The impact is so large that it’s evident even when the entire top 1% is observed, despite the share of
income of the in-group “lower 0.99%” having barely changed meanwhile.

% This question is voluntarily left open, but we should acknowledge the very different implications of
the answer: inequality has not increased at all in the United States if such entrepreneurial income is left
out of the picture and one only focuses on wage- and salary-generated income.



income enjoyed by a certain disadvantaged group (or, conversely, the share enjoyed by a certain
advantaged group), such as the lower (or upper) 10%. Moreover, not every income difference
should probably be accounted for when measuring inequality: large families (when the unit of
measure for inequality is the household and not the individual) or sick people usually need
more resources than average in order to enjoy an average welfare; on the other hand — although
this point is a subject of harsh debate in accordance to one’s own account and definition of
justice — more resources could justly be assigned on the basis of merit, and this might not
necessarily be perceived as an increase in inequality.

Let us now briefly explore some the most used measures of inequality.

Measures of range, which measure the gap between a minimum and a maximum
threshold, as in:

R = Ymax = Ymin
where Ymax and Ymin could represent respectively the richest and the poorest
member of the sample, or alternatively the top and bottom 10% or any other
share of the population. Clearly, even when — as in the latter case - thresholds
identify groups and not individuals and therefore outliers do not skew the result,
measures of range are still insensitive to everything that happens in-between (and
that is, by construction, the majority of cases): if two societies had similar incomes
at the top and the bottom of the distribution, such measures would provide the
same result for both even if one had a homogeneous middle-class and the other
one had none and its inhabitants were all either almost as rich as the top 10% or
almost as poor as the bottom 10%.
Variance, as in ordinary statistics, relies simply on averaging the square difference
between each individual’s income and the population mean income, as per:

i=1

However, since variance itself is not ideal for measuring and comparing inequality
(if we were to double the initial incomes, the same distribution would result in a
fourfold increase in variance), it is usually standardized (a coefficient of variation
where the root of the variance is divided by the population average income) or
logarithms are used, deriving either the logarithmic variance of incomes or,
alternatively, the variance of the logarithms of incomes. These measures have
their drawbacks too: transfers have the same impact on the coefficient of
variation, regardless of the initial positions of the donor and the receiver (a
transfer from somebody with €100 to somebody with €90 appears to reduce
inequality just as much as a transfer from somebody with €100.000 to somebody
with €99.990), whereas logarithmic measures have the opposite problem, with
inequality paradoxically appearing as increasing when the receiver is a high-
income individual, even when the donor is somebody with an even higher income.
The Gini coefficient is derived from the Lotenz curve, which ranks the
observations from the lowest to the highest and then plots the cumulative
proportions of — respectively - the population (on the horizontal axis) and the



4

variable of interest (on the vertical axis). The Gini coefficient compares such
cumulative frequency and size curve to the uniform distribution representing
perfect equality: the greater the deviation of the Lorenz curve from the diagonal
line that represents equality, the greater the inequality. The Gini coefficient is
perhaps the most well-known and broadly used measure of inequality, at least as
concerns economic literature, and it allows comparisons between populations of
even largely different sizes (Hale, 2003).

e Theil’s T is useful when access to individual level data is unavailable and
aggregated data must be used: in such case, the Gini coefficient or the coefficient
of variation could be estimated only if each individual were assumed to receive
his category’s average salary; however, such a computation would correctly
estimate only the upper or lower boundary of real inequality, losing the variances
within each category that contribute to total inequality (Hale, 2003).

Theil’s T is defined as
n
— 12 Yilo (&)
ni y y

It measures the difference between the theoretlcal maximum entropy (when every
individual’s income is equal) minus the observed entropy.

e The McLoone index reveals the variable’s proportion that is concentrated in the lower
half of a distribution compared to the median amount: the sum of all the observations
at or below the median level is divided by the product of the number of observations
at or below the median level times the median level itself. If the lower half of the
distribution owns zero, that would also be the result of the McLoone index; on the
other hand, if there are no observations below the median (everyone receives the same
amount) the McLoone index is 1, describing the most equitable distribution that could
exist.

When using statistical tools to assess inequality, we should always bear in mind that
inequality is not itself a mathematical or statistical concept, but the term rather relates to
several different concepts (dispersion, variance, skewness). We should therefore
acknowledge that no single measure exists — and none could possibly be conceived — that
fits every notion and subjective perception of inequality: as an example, Theil’s T statistic
recognizes as the most unequal distribution a situation where one individual is entitled to
a soclety’s entire income and everybody else is in the exact same position of having
nothing; indeed, this might be perceived as an unbearably unequal scenario if everybody
is starving, but when absolute poverty and physical deprivation are excluded from the
picture — as it fortunately is ever more common in a large part of the world - one might
argue that a situation where one is on the same level as almost everybody else feels more
equal than one where half of the population is extremely poor in comparison to the other
really well-off half.

Trends and drivers of inequality
A careful investigation of inequality becomes necessary when one acknowledges how

common beliefs are easily falsified by data. A widespread misconception is that inequality is



skyrocketing: au contraire, inequality is not increasing at all, and it has in fact been decreasing
for quite a long time, perhaps for the first time in the last 200 years!® (Milanovic, 2012). Our
everyday perception is not misplaced, though: inequality has indeed increased within countries
during the last decades. However, since the greatest role in overall global inequality is not
played by internal inequality within individual countries — referred to by Milanovic (2012, p.
19) as <<the “Class” component to global inequality>> - but rather by inequality between conntries, which
has been steadily declining for some time now and is referred to by Milanovic as <<the
“location” component>>. Furthermore, said convergence is not even as recent — about two
decades ago — as we would have it if we counted each country as one!!: indeed, if we assigned
weights to each country according to its population, we would see that the beginning of such
a process dates back almost half a century. This also reveals the importance of what was
discussed in the previous section: when speaking about inequality, results are strongly
dependent on what is being measured and how. These two opposite phenomena - a growing
inequality within countries and an even more quickly decreasing znequality between countries - are a
consequence of the big winners of the so-called age of globalization (Milanovic, 2012) that
took place during the last half a century: the world’s very rich (those at the top of both national
and global income distributions'?) and the middle classes of developing countries, including
about a third of the global population. Specifically, during the last two decades, these two
groups saw an increase in their incomes of respectively 60% and 70%!3. The main losers — on
the other hand — have been those belonging to what might be referred to as the global upper-
middle class, which includes the middle-classes of areas ranging from Latin America and
Eastern Europe to the Western World and whose incomes have largely stagnated in the same
timeframe. Milanovic (2012) estimates that more than fifty percent of one’s income depends
on the average income of the country where the person lives. The relative weight of the class
and location components in explaining inequality has not been constant in time: indeed, the
proportions have flipped in the last 150 years, with class explaining more than 2/3 of global
inequality in 1870 and less than 1/3 now.

In his classic paper, Kuznets (1955) suggested that growing inequality was a typical feature of
economies that are undergoing industrialization, whereas mature economies show more
egalitarian trends. Following in this tradition, Berry, Harpham & Elliott (1994) argued that in

10 Milanovic (2012, p. 17) — after acknowledging that <<z is a question impossible to answer with any precision,
becanse we do not have household surveys or any other reliable sources of income data for these times>> - briefly
reconstructs the development of inequality during the last couple of centuties: <<iuce the Industrial
Revolution, which lannched a score of Enropean countries and their overseas off-shoots onto a path of faster growth, global
inequality kept on rising until the nmid-20" century. There was a period of more than a century of steady increase in global
inequality, followed by perhaps fifty years (between the end of the Second World War and the turn of the 217 century)
when global inequality remained on a high platean, changing very little [. . .]. 1t is only in the early 21 century that global
inequality might have commenced its downward conrse>>.

11 That is, putting India and Luxembourg on the same level.

12 Identified by Milanovic (2012) in <<the richest 12% of Americans>>, <<between 3 and 6 percent of the richest
Britons, Japanese, Germans, and French>>, <<The richest 1% of the entbattled Euro conntries of Italy, Spain, Portugal
and Greece>> and <<the richest 1% of Brazilians, Russians and South Africans>>.

13 With the exception of the poorest 5% — whose income have gone largely unchanged — also the bottom
third of the world’s population has seen a relevant increase, between 40% and 70%, with high numbers
escaping absolute poverty meanwhile.



the history of American macro-economic development, there have been four great surges'# in
inequality with major structural changes, high demand for new skills (Williamson & Lindert,
1980) and high profits in new industries'>. Each surge begins with pro-business governments
trying “to set the economy right” in response to the stagflation crisis, and it is then followed
in turn by an egalitarian backlash against said policies's. Unemployment — arguably one of the
best proxies for inequality within a society — is a typical occurrence during periods of structural
adjustment and is frequently seen as the consequence of a mismatch between skills and
institutions developed for older technologies and those necessary for the new ones (Freeman,
2002). Schumpeter argued that aggregate statistics of Gross National Product or industrial
production hide underlying trends in the economy and, indeed, unemployment is a common
occurrence even when the structural adjustment produces overall economic growth: different
factors might intertwine in rising inequality, and the unemployment for those who are laid off
by the advent of new technologies often combines with growing incomes for those whose
skills are more highly-valued by new market conditions!”. Indeed, each <<wave of technical change
brings with it many social benefits in the form of new, more skilled occupations and professions and higher
Standards of living for many people>> but also <<high social costs in the forms of erosion of old skills and
occupations and the decline of some older industries, services and industrial areas>> (Freeman, 2004, p.
250).

This is a hint of how economic cycles might influence inequality, but there is another side of
the coin that we should not forego: how social inequality impacts economic cycles and
<<wbhether less developed countries with higher income inequality are less sheltered from economic fluctuations
and suffer a wider macroeconomic volatility>> (Bosi, 2000). It is certainly well known <<that inequality
has a strong impact on economic growth, althoungh it is not clear if this impact is positive or negative>>
(Borissov et al., 2020, p. 400). Tylecote (1992) and Persson & Tabellini (1994) argue that
inequality harms long-term growth both in developed and less developed countries. Ghiglino
(2005) and Ghiglino & Venditti (2011) find that inequality increases macroeconomic volatility
when risk tolerance is a convex function, whereas in the opposite scenario it is equality that
favors macroeconomic volatility.

Identifying the specific drivers of inequality is not an easy task since - from a purely economic
perspective - increases in earnings inequality are a normal consequence of a functioning market
economy (Welch, 1999). Indeed, Iammarino et al. (2019) argue that innovation might be a
driver for regional divergence in income levels in Europe, whereas Pinheiro et al. (2022) find
that only the most economically advanced European regions have the opportunity to diversify
into highly complex activities, creating a spatial inequality feedback loop. However, many

14 In the 1830’s, 1880’s, 1920’s, and 1980’s.

15 Examples are Microsoft in the 1980’s, Ford in the 1920’s, the steel industry in the 1880’s and the
railway industry in the 1840’s.

16 The New Deal in the 1930’s; the Anti-Trust Legislation and the Homestead Act during the 19t
centuty surges.

17 Freeman (2004) mentions engine drivers and fitter in the 19% century, electricians around the turn of
the century, assembly line workers in the 1940’s, and software engineers and programmers in the 1980s.
However, it must be kept in mind that — as all social phenomena — these occutrences ate strongly
effected by the institutional context: firms in the electronics’ industry in Japan during the 1980’s
effectively used mutual agreements in order to avoid the wage-push effect that would have been
expected during a similar technological boom.
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authors — notably Atkinson (1997) and Austen (1999) — acknowledge that social norms are
fundamental as concerns the persistence and the tolerance of market-generated inequality, with
international differences in social norms relating to inequality potentially explaining the
differing patterns between countries. Indeed, institutional factors are seemingly important,
with some authors emphasizing in particular the role of trade unions: strong centralized unions
are better equipped to recognize negative externalities and account for them when negotiating
with their counterparts, even when such externalities are a consequence of the unions’ own
bargaining, as when wage premiums result in inflation and reduced employment (Dreher &
Gaston, 2007). Freeman (1998) shows indeed that there is some evidence backing increases in
wage inequality as unionization decreases, and Fortin & Lemieux (1997) estimate that de-
unionization explains about a third of the increase in inequality for U.S. male workers.
Similarly, DiNardo & Lemieux (1997) attribute the difference in earnings inequality between
the United States and Canada to the greater degree of de-unionization of the former compared
to the latter.

One of the drivers of inequality that receives the most attention is certainly globalization. There
are essentially two alternative perspectives on the relationship between globalization and
inequality. The first one argues that globalization worsens inequality by putting a burden on
the welfare state and stimulating what many authors refer to as a “race to the bottom™!s.
Several potential factors have been identified: Tanzi (1996) argues that increased mobility of
capital leads to a reduced tax base but also necessitates a higher taxation of labor, thus
negatively impacting inequality from two different directions; Blankman & Freeman (1994, p.
30) underline that the belief that social protection might harm economic outcomes <<y
creating incentives for market participants to bebave differently than they otherwise wonld>>1% could create
political pressure for the reduction of welfare programs. The alternative view is that social
policies tend to react to potentially negative consequences of globalization for vulnerable
workers, whose acquiescence is implicitly bought through cash transfers and favorable income
tax systems (Dreher & Gaston, 2008). The heterogenous impact of globalization on economic
growth triggered the development of a regional approach to the study of inequality, rejecting
the neoclassical model where — assuming perfect competition and factor mobility - congestion
and the high cost of production factors in more developed regions lead to convergence
between areas. Such a view is common to both New Economic Geography and Evolutionary
Economic Geography, albeit leading the two schools to radically different solutions, with the

18 Some authors have differentiated between subcomponents of what is commonly referred to as
“globalization”, for example exploring the consequences of political and social integration separately: in
this sense, Dreher & Gaston (2008, p. 517) find that both are important for income inequality and that
<<in the absence of restrictions on capital mobility, a conntry is more likely to competitively lower taxes or offer subsidies
to attract investment, the closer is a potential host conntry’s culture to that of a source country and the easier it is to exchange
information. Lower taxes may also lower social standards and this is one channel through which the social dimension of
globalisation may be important for income inequality. On the other hand, political integration may ameliorate a potential
“race to the bottom™, which may be induced by economic globalization>> and therefore conclude that <<while
economic globalisation may increase inequality, political globalisation conld actually serve to reduce it>>.
19 Welfare could lead a worker to choose leisure instead of work, lowering output; public housing could
limit workers’ mobility and negatively impact labor allocation; wage legislation could produce
inefficiently high labor cost; social assistance programs may divert capital from more rewarding
investments, etc.
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former arguing for space-neutral and the latter for space-based policies (Asadi & Samimi,
2023).

Another driver that has been thoroughly studied is the share of capital in net income, whose
relevance was strongly popularized by Piketty (2013), who argued for the unavoidable
concentration of wealth — and therefore the growth of inequality — whenever the rate of return
on capital is greater than the rate of economic growth over the long term?’. An increase in the
capital share (Piketty’s o) would not by itself increase inequality if the underlying distribution
of capital were egalitarian: indeed, it could very well lead to a decrease in inequality depending
on such distribution. However, the actual distribution of capital assets is in fact extremely
skewed?!, leading some authors <<to argue in favor of equalization of ownership of assets among
individuals>> in order to provide <<a realistic agenda for fighting inequality>> (Milanovic, 2016b,
p. 3).

An interesting strand of research focuses on the relationship between natural resources and
inequality. Alternatively, either resource abundance (Yesner, 1980) or resource stress (Cohen,
1981) has been considered the original factor in promoting social differentiation even in the
most remote phases of human civilization (Price & Feinman, 1995). The observation that
resource wealth might often turn out as a curse more than a blessing is certainly not new:
almost two centuries ago, Cairns (1859) described the peculiar effects of the ongoing
Australian gold rush, anticipating what would later be referred to as zhe Dutch Disease??.
Quantitative evidence showing a link between resource abundance and income inequality also
dates back at least to Adelman (1973), who also finds that the latter is less prevalent in those
resource-abundant countries where health and education are backed by governmental
programs. More recently, Ross (2007, p. 239) notes that <<resource rich countries appear to be neither
more or less unequal, on average>> but also acknowledges that such a link might be hidden by the
lack of reliable data for most of those countries (hinting at a <<strong negative relationship between
a country’s dependence on mineral rents and the amount of data we have about its inequality levels>>) and
by the difficulty in assessing inequality between groups (such as between rural and urban
workers or between men and women). Institutions clearly play a strong role, either through
direct distribution of dividends (the Alaska Permanent Fund is perhaps the best-known

20'The asserted inevitability of wealth concentration in our current mode of capitalism has been criticized
— among others - by Ray (2015) and Ng (2015) who noted that the growth of the capital share also
requites that savings of non-capital income are greater than consumption of capital income. In response,
Milanovic (2014) declared that — despite being formally correct — this critique is seldom relevant in the
real-word since capitalists are capitalists because they do not consume all their surplus, ending up
investing all or most of the income generated by capital.

21 Milanovic (2016b, 4) notes that in the United States <<Gini of income from capital |...] is aronnd 80, while
similarly calenlated Gini of labor income is around 40>> and acknowledges that <<the situation is identical in
other countries>>. He also argues that <<30 #0 40 percent of Americans have ero capital assets, and hence draw
10 income from ownership>>.

22 Concerning inequality, sectoral shifts generated by a resource boom should be neutral, but limits on
intersectoral labor mobility (e.g. workers in agriculture or manufacturing are unable to move into
services, or women and older workers find it harder to move from manufacturing to construction) might
—and usually do - impact income distribution (Ross, 2007).
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example?) or, indirectly, through a growth in government jobs, which usually leads to wage
compression and reduced inequality (Milanovic, 2000). The role of government is
acknowledged by Gylfason & Zoega (2003) too, when they suggest that a rise in income
inequality might be offset by heavy taxation of resource rents relative to wages in other
sectors?4. However, resource wealth itself often prevents such forms of redistributive taxation
since governments might feel like they no longer need to tax citizens’ income (Bornhorst,
Gupta & Thornton, 2009), depriving themselves of a generally progressive form of taxation;
moreover, a reduced taxation often leads to weakened institutions, which in turn perpetuate
inequality, sometimes even after resources have been entirely depleted (Ross, 2000).
Unsurprisingly, the recent pandemic event started a new line of research investigating the
impact of COVID-19 on inequality?. A widespread belief is that the pandemic has increased
global inequality, impacting the poor more than the wealthy. The event is still too recent to
draw definitive conclusions on its impact - also because of the lack of comparisons, since
pandemics of such a magnitude are extremely rare and quite different from one another as
concerns their development, the context and the reactions. However, the afore-mentioned
belief does not seem to be true, for both demographic and economic reasons: rich countries
had both a much older population, and much more to lose than poor countries (Deaton, 2021).
Sayed & Peng (2021) argue that previous pandemics contributed to a decline in income
inequality in the following years, but that the impact of the last one is still unclear because of
its peculiarity: fatalities are concentrated in older age groups, thus not impacting labor
availability or productivity in itself, but indirect effects - chiefly through public policies, such
as lockdowns — might push in different directions through reduced consumption, increase in
savings, high unemployment rates, and an increase in public debt. This is consistent with
Almeida et al. (2020) whose simulation separates the effect of the pandemic and the impact of
subsequent policy responses in Europe, arguing that an estimated increase of the Gini
coefficient of 3.6% absent any policy contrasts with an actual fall of 0.7% after said policies
were implemented. Consistently, Clark, d’Ambrosio & Lepinteur (2021) find an increase in
inequality in France, Germany, Italy and Spain during the first acute phase of the pandemic
(between January and May 2020) and a subsequent fall below pre-COVID levels in the
following months, and also confirm Grabka (2021)’s findings of income losses suffered by the
self-employed (leading to downward movements from the upper half of the income
distribution) in Germany, generalizing them to other EU countries.

23 Although Kozminski & Bacek (2017) ate skeptical about the Permanent Fund Dividend’s equalizing
effect on incomes.

24 A recent report claims that taxes and royalties paid by the largest international mining companies
amount to 43% of their profits ICMM, 2018). Lund (2018) highlights that about 80% of the value
generated by Norwegian offshore oil works is obtained by the government through non-cartied interest
and rent taxation.

25 Cleatly, a specular approach also developed, dealing with the impact of inequality on the spread of
the virus during the pandemic; however, it would be beyond the scope of this review to examine such
a line too.
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5 Conclusion

In this article, we have explored the evolution and the current state of inequality-
related literature. Despite having been a popular topic for quite some time now, we believe
that there are some major points that need to be clarified yet.
The most important one is probably what we mean — or, better yet, what we want to mean —
when we speak about inequality. As social scientists, we need to keep in mind that mathematics
should be the means to pursue our research goal scientifically, not the goal itself: indeed, our
interest in inequality derives not from the need to understand its statistical meaning, but from
the observation that society claims to have a problem with inequality2°. Consequently, we need
tirst to understand where the problem lies exactly and then approach the specific meaning that
comes with the — otherwise neutral - term zneguality: this shall be pursued with scientific — and
mathematical — rigor of course, but we should not be fooled by thinking that the inequality
problem is strictly a mathematical one. In practical terms, our first question should be “Do
people perceive as more inequal a society where one holds all the resources and everyone else
is equally poot, or a society where half the people is not necessarily ultra-rich but very well-off,
in spite of another half that is still very poor?” and select our measures of inequality
correspondingly, rather than choosing mathematical measures first-hand and try to impose
them on our readers.
This goes hand in hand with our brief exploration of the issue of inequality vs poverty: in the
presence of absolute poverty (meaning a state of physical deprivation), one could very well
argue that people would perceive as more unjust — and, thus, inequal — a society where almost
everybody is equally starving and a few ones live in luxury, rather than another one where half
of the population is at least able to survive; on the other hand, though, where starvation has
been fought off and is now virtually non-existent, poverty has become relative and actually
originates from inequality, with income and wealth distribution dictating prices, social mobility,
but also those social (i.e.: non-primary) needs, that Sen (1999) deems as necessary to function
at a socially acceptable level. The perception of injustice is made all the more relevant when
one acknowledges the weight that the birthplace of an individual has in determining his lifetime
income, especially since this one variable is not chosen by the individual himself: <<T)e
locational prenzinm is very large: compared to living in the poorest country in the world (DR Congo), a person
gains more than 350% if she lives in the United States, more than 160% if she lives in Brazil, but only 32%
if she lives in Yemen>> (Milanovic, 2015, p. 458). Interestingly, the weight that such a “/ocational
preminn?” — or “citizenship dividend’ - carries is reminiscent of Rawls (1999)’s veil of ignorance: a
metaphorical scenario where each individual is randomly handed at birth certain characteristics
that will determine his socio-economic destiny. Practical implications are relevant as well: those
countries that offer such a dividend tend to enforce their citizens’ privileged status by limiting
access to those born in less fortunate places. In the words of Milanovic (2012), <<there are 7
points in the world where rich and poor conntries are geographically closest to each other [...]. You wounld not
be surprised to find ont that all these 7 points have mines, boat patrols, walls and fences to prevent free movement

26 Welch (1999, p. 5) declares that <<ineguality is destructive whenever the low-wage citigenry views society as
unfair, when it views effort as not worthwhile, when npward mobility is viewed as impossible or as so unlikely that its
pursuit is not worthwhile>>.
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of people. The rich world is fencing itself in, or fencing others ont. But the pressures of migration are remaining
strong, despite the current crisis, simply becanse the differences in income levels are so huge>>.

We do not delude ourselves by thinking that such questions will grant a unanimous answer
and settle any debate on inequality, but the approach will certainly shed some light and allow
researchers to focus on those measures that actually describe what they should investigate,
rather than investigate areas where measures chosen a priori have led them. Indeed, policy
implications could be radically different depending on one’s adherence to the theories outlined
in the previous pages, and considerations need to extend well beyond the scope of economics
alone: even without venturing in the realm of ethics for its own sake, policy-makers need to
take into account popular perceptions of justice — and, therefore, resources distribution — in
order to preserve social peace and trust in institutions. However, such political considerations
might very well conflict with economic ones: if one believes that inequality is the foundation
of economics itself — or, less radically, a motor for growth — it will certainly be hard to reconcile
those two aspects. On the other side of the spectrum, as well, a policy-maker that
acknowledges a role in economic growth for redistributive policies will still need to walk on
eggshells and carefully select the way to assess inequality: as we have discussed, the conclusions
if one decides to measure inequality through a Gini coefficient might — and certainly will — be
drastically different than if he had chosen, say, a measure of range. To conclude, we have to
acknowledge that the obvious limitations of the theories and measures briefly outlined in this
review are not due to a lack of interest or research, but to the inextricable multidimensionality
of the topics that they relate to.
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