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Lecture topics

Measuring inequality and measuring perceptions of inequality

2. Inequality and mobility facts and trends with different shapes and
dependent on the choice of measures

3. Famous charts about inequality and mobility: Elephant Chart and
Great Gatsby Chart

4. Unit of measurement: inequality within territories (countries) and
between territories (countries) with global and historical
perspective

5. Summary



Actual inequality vs perceptions of inequality
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Source: Researchers’ calculations using data from Statistics Denmark and a proprietary survey

® Yes

@ No, my family was richer than | thought

https://twitter.com/erikbryn/status/1366466199077281795

@ No, my family was poarer than | thought


https://twitter.com/erikbryn/status/1366466199077281795

Rich people think they are middle class
Actual and estimated position in the net wealth distribution in Austria
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https://twitter.com/JohnHolbein1/status/1497650152001183747



https://twitter.com/JohnHolbein1/status/1497650152001183747

Simple measures of perceived inequality

Student survey
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Q15. These five diagrams show different types of society. Please read the descriptions and
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Discussion of the measures: (Mis-)perception of Inequality: measures,

determinants and consequences



https://publications.jrc.ec.europa.eu/repository/bitstream/JRC125781/jrc125781_technicalreport.pdf
https://publications.jrc.ec.europa.eu/repository/bitstream/JRC125781/jrc125781_technicalreport.pdf

Asking about subjective importance of types of inequuality

Across the 28 countries,
Six in ten on average say
inequalities in income and
wealth are seen as the
most serious. Area based
inequalities between more
and less deprived areas
seen as the second most

serious.

Which three or four of the following types of inequality,
if any, do you think are most serious in [country]?

Between older and
younger generations

Between racial or
ethnic groups

In health and
life expectancies

Between men
and women

In educational
outcomes for children

Between more and
less deprived areas

In Income and wealth

24%

29%

31%

31%

32%

m Global Country

60%


https://www.ipsos.com/en/income-and-wealth-disparities-perceived-most-serious-form-inequality

Student survey

Which three or four of the following types of inequality, if any, do you think are most serious in your

country?
18 odpowiedzi

In income and wealth 11 (61,1%)
Between more and less depriv... 12 (66,7%)
In educational outcomes for chi... 9 (50%)
In health and life expectancies 2 (11,1%)
Between men and women 11 (61,1%)
Between racial or ethnic groups 8 (44,4%)
Between older and younger ge... 7 (38,9%)

Between people without disabili... 5 (27,8%)

0,0 2,9 9,0 7,9 10,0 12,5



Question about 1% share of wealth

% point difference

too low | too high

Avg. guess Actual
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https://www.slideshare.net/slideshow/embed_code/key/7vUNq0o7DUYKbQ

How perception is different from reality and desirability of inequality in Europe?

[ Perceived M Desired [ Actual

SE DE UK AT DK ES FR BE SI NL IE LU SK FI LV EL EE RO CZ IT HU BG PL LT

Figure 1: Perceived, desired and actual income inequality (S80/520 ratio), by country
Note: perceived and desired quintile ratios are obtained for the year 2017, actual quintile
ratios refer to the year 2013, except France (2010) and the UK (2011). Sowrce: authors’
calculations based on the Eurobarometer, the OECD and Eurostat data.


https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4024985
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ORIGINAL ARTICLE

Income inequality is unrelated to perceived inequality and
support for redistribution

Kris-Stella Trump 22«

,The analysis proceeds in three steps, asking whether

(1) inequality is related to perceived inequality, »~However, because actual inequality is unrelated
(2) perceived inequality is related to preferences for to perceived inequality, there is no link between

inequality, and actual inequality and either preferred inequality or
(3) perceived inequality is related to support for support for redistribution”

redistribution?”



,How do young people growing up in a country defined by inequality & segregation learn
about their society?”

:> Experiences _ Political attitudes &
g -~ policy preferences

Institutional context o, Moral evaluations of
(homogeneity / heterogeneity) " ‘winners’ and ‘losers’

Q ~ "I political and

> Information citizenship behavior

[ Inequality beliefs

1. Institutional context sets 2. Individuals develop 3. Inequality beliefs

social bounds to available beliefs about inequality by inform political attitudes,

experiences and information  inference from information  citizenship behavior, and
and experiences moral evaluations of others

,With little exposure to diversity, adolescents grow up to develop a naive understanding of American
meritocracy in a country that is increasingly divided along racial & economic lines”


https://twitter.com/JonathanMijs/status/1658175737747103796/photo/1

nequality facts: wealth vs income, fair vs
unfair




Wealth and income inequality:
wealth inequality is higher, and
they are not correlated

" Wealth is more unequally distributed than income in OECD countries
Richest 10% share of total net wealth and total income, 2014 or latest available year
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Source: OECD (2018), Inequalities in houschold wealth across OECD countries: Evidence from the OECD Wealth Distribution Database. 0» OECD



https://www.oecd-ilibrary.org/economics/inequalities-in-household-wealth-across-oecd-countries_7e1bf673-en

FRA - Credit Suisse Global Wealth Report | FRA - Garbinti et al. (2021) | FRA - World Inequality Database
USA - Batty et al. (2019) USA - Batty et al. (2020) USA - Credit Suisse Global Wealth Report
USA - Luxembourg Wealth Study Database (own estimates) USA - World Inequality Database
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https://wealthproject.gc.cuny.edu/wealth-inequality-
trends/inequality-trends/#countryview



https://wealthproject.gc.cuny.edu/wealth-inequality-trends/inequality-trends/#countryview
https://wealthproject.gc.cuny.edu/wealth-inequality-trends/inequality-trends/#countryview

Not all inequality is unfair, but
how much inequality is unfair?

,The other approach, “IOp” [Inequality of
Opportunity], is to decompose inequality of
outcomes (e.g. income inequality) into:

* inequality that is driven by exogenous factors
(such as parental background, gender, race,
ethnicity, place of birth, etc.) and

* the remaining inequality due to effort and luck.

Following this approach, researchers analyze income

distribution in a country and measure the

contribution of factors outside of an individual’s
control to income inequality; this part of inequality
captures inequality of opportunity”

Figure 5. Unfair Inequality in Relation to Total Inequality
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Source: EU-SILC (2011) cross-sectional (rev. 5. June 2015).

Fair inequality could arise due to factors that are considered to be under an individual's control, such as their effort, choices, and talents. For example:

* |If two people have similar backgrounds and opportunities but one person chooses to work longer hours or invest in education to improve their
skills, the resulting income difference between them could be considered fair.

* If income differences exist but everyone has enough income to meet their basic needs (i.e., no poverty) and no one has extremely high incomes
that give them undue influence (i.e., no affluence), then this inequality might be considered fair.

* If people's incomes are not determined by factors beyond their control (such as their race, sex, or family background), but rather by their own
efforts and choices, then the resulting income differences could be seen as fair.

In essence, fair inequality in this perspective would be income differences that are a result of people's free choices and actions, as long as these
differences do not lead to poverty, affluence, or unequal opportunities.


https://www.lisdatacenter.org/newsletter/nl-2018-8-im-1/

Inequality trends



Some countries are more unequal
today than they were 200 years ago
Share of all income going to the top 10% in 1820 and 2020
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https://twitter.com/rubenbmathisen/status/1674047801599074304

Comparison of selected countries within-country inequalities: evolution of inequality measured as

top 1% share of total income

Share of Total Income going to the Top 1%, 1900-2010

The evolution of inequality in English The evolution of inequality in continental Europe
speaking countries followed a U-shape and Japan followed an L-shape
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Data source: The World Top Incomes Database.
The interactive data visualisation is available at OurWorldinData.org. There you find the raw data and more visualisations on this topic Licensed under CC-BY-SA by the author Max Roser.
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Poverty and Shared Prosperity 2016: Taking on Inequality,
World Bank



https://ourworldindata.org/how-has-income-inequality-within-countries-evolved-over-the-past-century
http://www.worldbank.org/en/publication/poverty-and-shared-prosperity
http://www.worldbank.org/en/publication/poverty-and-shared-prosperity

Inequality of income or consumption: global view

Income inequality: Gini coefficient, 2019

benefits, or to consumption, per capita.

EA Table [ Chart @ Select countries and regions
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https://ourworldindata.org/grapher/economic-inequality-gini-index?time=2022

Methodology matters: inequality measured by WID is higher than World Bank estimates

WID methodology

* Combining diverse data
sources: WID uses tax records,
household surveys, and
national accounts data to
capture a more comprehensive
picture of income distribution,
particularly at the top.

* Distributional National
Accounts (DINA): WID scales
survey and tax data to match
national accounts aggregates,
allowing for consistent
international comparisons and

accounting for missing income.

* Focus on income distribution:
WID aims to describe the
distribution of earnings rather
than the welfare generated by
income, they do not adjust
income to household size or
composition.

Gini coeflicient: World Inequality Database vs. World Bank, 2021

Data from World Inequality Database (WID) refers to income measured after taxes and benefits. Depending on the country and year, World Bank data relates to income measured after taxes and

benefits or consumption.
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https://ourworldindata.org/grapher/economic-inequality-gini-index?time=2022
https://ourworldindata.org/owid-data-collection-inequality-and-poverty

Measuring inequality on income before taxes and after taxes

Income inequality: Gini coefficient before and after tax, 2019

Inequality is measured here in terms of the Gini coefficient of income before taxes on the x-axis, and after taxes on the y-axis.
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https://ourworldindata.org/income-inequality-before-and-after-taxes

All three charts
with Ginis show
that in some
countries
inequality
increasead but in
other decresaed

Inequality in 1990 vs 2015

A higher Gini index represents higher inequality.
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Mote: Estimates are based on household survey data of either incomes or consumption. All countries for which comparable surveys within five years of

each reference year were available are shown.



Relative Gini around 2015
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https://www.huzaifazoom.com/gini/

If you use different inequality measure you get different (opposite) results

INTERNATIONAL INCOME INEQUALITY, 1970-2000:
RELATIVE AND ABSOLUTE INDICES
(Indices: 1970=100)
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https://twitter.com/stone_lis/status/1003998576018640896
https://twitter.com/stone_lis/status/1003998576018640896
https://twitter.com/stone_lis/status/1003998576018640896

SOCial d ﬂd economic mObI | Ity Measuring absolute mobility: fraction of

children who have a higher standard of living

than their parents
Fraction of Children Earning More than Their Parents, by Year of Birth
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https://www.nytimes.com/2016/12/08/opinion/the-american-dream-quantified-at-last.html
http://www.equality-of-opportunity.org/assets/documents/abs_mobility_summary.pdf
http://www.equality-of-opportunity.org/assets/documents/abs_mobility_summary.pdf
https://twitter.com/bermanjoe/status/971051862412746752

Forget boomers vs millennials, the
next conflict is millennials vs each
other

Growing wealth inequality between thirtysomethings could soon
displace tensions between young and old

JOHN BURN-MURDOCH ( + Addto myFT

© FT montage/Getty Images

Millennials may trail boomers on average, but this masks growing wealth
inequality between millennials, with the richest pulling far ahead of the rest

Real net housing wealth (£) by age, median vs top 10% for each generation

500,000 . ' | ® Top 10% of 500,000
The average millennial today has less ! Boorers
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did at the same age, but the richest !
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Source: FT analysis of UK Household Longitudinal Study and British Household Panel Survey
FT graphic: John Burn-Murdoch / @jburnmurdoch
©FT


https://www.ft.com/content/46d8bd13-1be1-4c59-8be7-d30f9d756d92?shareType=nongift&s=09

Two famous charts about inequality in income
growth and the inequality-mobility relationship



The Elephant chart

Figure 4. Change in real income between 1985 and 2008 at vanous percentiles of global
ncome distribution (calculated in 2005 international dollars)

Real increase

Percentile of global income distribution
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Winners and losers of globalization:

original Elephant Chart

Winners and losers

Change in real income, at purchasing power parity,
between 1988 and 2008 (%)
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Some qualifications: ,both those saying globalisation automatically benefits everyone and those

saying that developed world middle classes have seen no income growth are wrong. Perhaps most
crucially, where individual countries lie in between those extreme positions is to a significant degree

down to policy choices.”

Income Growth
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Global Quantile
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The Trunk: The global elite, in particular the top 1
percent, have enjoyed massive income growth over
the past decades. Their high income growth, coupled
with a high initial share of income, implies that they
continue to capture a large share of global income
growth.

The Trough: The global upper middle class,
interpreted as the rich world’s middle classes in
1988, has seen its income stagnate. This appears to
corroborate other data showing stagnant real wage
growth and other frustrations fueling populist politics
in advanced economies.

The Torso: The global middle class has risen rapidly
as select developing countries converge toward rich
countries. Countries like China have lifted large
impoverished populations into the middle class. This
can be seen in the graph’s peak at the elephant’s
torso.

The Tail: The global extreme poor have largely been
left behind, with several countries stuck in a cycle of
poverty and violence. This can be seen in the
elephant’s slumped tail.

Source


https://www.brookings.edu/blog/future-development/2018/04/09/new-insights-into-the-distribution-of-world-income/

20 &l  The elephant curve of global inequality, 1980-2020
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Interpretation: The bottom 50% incomes of the world saw substantial growth between 1980 and 2020 (between +50% and +200%).
The top 1% incomes also benefited from high growth (between +100% and +200%). Intermediate categories grew less. In sum,
inequality decreased between the bottom and the middle of the global income distribution, and increased between the middle and
the top. In effect, the top 1% captured 23% of total world growth between 1980 and 2020, vs. 9% for the bottom 50%. Income is
measured per capita after pension and unemployement insurance transfers and before income and wealth taxes. Sources and series:
wir2022.wid.world/methodology and Chancel and Piketty (2021). World Inequality Report 2022



https://wir2022.wid.world/

Elephant Chart for 1988-2008 vs 2008-2018: The Elephant is gone

Real per capita growth rate
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Milanovic conclusion:
,Thus while in the next stage of

C globalisation we may expect
further strengthening of the global
‘median’ or middle class, what
happens to global inequality will
crucially depend on the growth of
India and of the populous African
countries: Nigeria, Egypt, Ethiopia,
Tanzania, Congo. Our attention
should be directed towards Africa’

)

Percentile of global income distribution

w—1988-2008 2008-18

Branko Milanovic, Global income inequality: time to revise the elephant, 2022



https://www.socialeurope.eu/global-income-inequality-time-to-revise-the-elephant

The size of the middle class and other income tiers varies The shares of adults living in middie-income

across the U.S. and countries in Western Europe households fell in many countries in Western Europe
% of adult population in each income tier, 2010 % of adults Hving in middle-income households in 1991 and 2010
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Figure 2. Annual change in household labor income and household disposable income, in %
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Source: Luxembourg Income Study (LIS) Database.


https://www.lisdatacenter.org/wp-content/uploads/files/nl-2023-26.pdf

The Great Gatsby chart

Major themes of the Fitzgerald’s book

6.1 Major themes
6.1.1 The American dream
6.1.2 Class permanence
6.1.3 Gender relations
6.1.4 Race and displacement
6.1.5 Sexuality and identity

6.1.6 Technology and environment

This Gilded Age (“Roaring 20s” in the US) is found in the Great
Gatsby (1925, F. Scott Fitzgerald) in 5 major themes throughout
the book: wealth, corruption, lies, separation between rich and
poor, and the gender inequality



https://en.wikipedia.org/wiki/The_Great_Gatsby_(2013_film)
https://thegreatgatsbygildedage.weebly.com/gilded-age.html
https://thegreatgatsbygildedage.weebly.com/gilded-age.html
https://thegreatgatsbygildedage.weebly.com/gilded-age.html
https://thegreatgatsbygildedage.weebly.com/gilded-age.html
https://en.wikipedia.org/wiki/The_Great_Gatsby#Major_themes

The Great Gatsby chart: , relatively unequal countries tend to have less economic mobility

than relatively equal countries”
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Figure 1: The Great Gatsby curve. The intergenerational earnings elasticity measured as the elasticity
between paternal earnings and a son’s adult earnings, using data on a cohort of children bom during the
early to mid 1960s and measuring their adult outcomes in the mid to late 1990s in various countries. The
income inequality is measured as the Gini coefficient taking values between 0 and 1. The dashed black curve
is the linear least-squares best-fit for these data (R® = 0.6). This figure and its description are reproduced
from the original curve appeared in (Corak, 2012) and based on the data in (Corak, 2006) and (Corak,
2013).

The higher inequality
the lower earnings
intergenerational
mobility (IEE is an
inverse measure of
mobility, measuring
persistence of income
across generations)

,The Great Gatsby Curve has had
political traction in the US, because it
has been interpreted as suggesting that
high inequality of outcomes is not, in
the American experience, offset by
higher equality of opportunity or...
upward mobility. The curve suggests
that beliefs in the evitability of this
tradeoff are illusory”

http://www.nber.org/chapters/c13915.pdf

About the name of the chart see: Miles Corak, How

The Great Gatsby Curve got its name

What is intergenerational earnings elasticity? ,Take, for example, a

Yonatan Berman, Understanding the Mechanical Relationship between Inequality and Intergenerational

Mobility, 2016

country with an intergenerational earnings elasticity of 0.20. This
means that if an individual in that country earns 510,000 less income
than the average, 20 per cent of that difference (or, $2,000) will be
passed on to the individual’s children. In other words, the children will
earn 52,000 less than the average”



http://www.nber.org/chapters/c13915.pdf
https://milescorak.com/2016/12/04/how-the-great-gatsby-curve-got-its-name/
https://milescorak.com/2016/12/04/how-the-great-gatsby-curve-got-its-name/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2796563
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2796563
http://www.conferenceboard.ca/hcp/details/society/intergenerational-income-mobility.aspx?AspxAutoDetectCookieSupport=1
http://www.conferenceboard.ca/hcp/details/society/intergenerational-income-mobility.aspx?AspxAutoDetectCookieSupport=1
http://www.conferenceboard.ca/hcp/details/society/intergenerational-income-mobility.aspx?AspxAutoDetectCookieSupport=1
http://www.conferenceboard.ca/hcp/details/society/intergenerational-income-mobility.aspx?AspxAutoDetectCookieSupport=1
http://www.conferenceboard.ca/hcp/details/society/intergenerational-income-mobility.aspx?AspxAutoDetectCookieSupport=1
http://www.conferenceboard.ca/hcp/details/society/intergenerational-income-mobility.aspx?AspxAutoDetectCookieSupport=1

Great Gatsby curve for the world

FIGURE 0.11 Higher relative IGM in income is associated with lower income inequality
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Fair Progress? Economic Mobility across Generations around the World, World Bank 2018



https://openknowledge.worldbank.org/handle/10986/28428

But some research suggest that there is little suport for Great Gatsby pattern within
the US (comparisons between states, counties)

JOURNAL ARTICLE

Income Inequality and Intergenerational Income
Mobility in the United States

Deirdre Bloome X

,Results provide very little support for
the hypothesis that inequality shapes
mobility in the United States. The
inequality children experienced during
youth had no robust association with
their economic mobility as adults”


https://academic.oup.com/sf/article-abstract/93/3/1047/2332128

Unit of measurement: inequality within countries
(territories) and between countries (territories)



Empirical focus on inequality and poverty: several territorial

categories of micro and macro units

, e.g. Gini
for Portugal, Poland etc. in year t, or in years t1, t2, t3...
etc. We can averaging indicators to see multi-country
trends e.g. averaging within-country Gini for European
countries

a) One country non-comparative focus
b) Multi-country comparative focus

’

i.e. putting together all households for multi-countries
region (all-countries region means global) and measuring
inequality and poverty for defined multi-country region
e.g. poverty in the EU (all households in EU ordered from
the poorest to the richest and poverty line as 60% of the
median income vs separate procedure for every country,
poverty rate in PL, DE, FR etc.)

i.e. country/region is treated the same
as one micro unit e.g. Poland’s income,
Portugal’s income, Italy’s income, Germany’s
income etc. and measuring Gini and poverty
rate for these countries’ incomes. Between-
country poverty requires between-country
poverty line



Examples of regional approach in Europe i.e. if the EU
were seen as a single state

Table 1

The poorest (red) and richest (grey) quintiles in the EU, 2014 (in euros and PPS)
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Income Distribution in the European Union
— percentage of the residents of each EU member state that would have belonged to this

income group in 2014, if the EU were seen as a single state,
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median income (adjusted for purchasing power); ,Upper middle class”: 150-250%; .Middle class":
80-150%; ,Lower middle class”: 60-80%; ,Relatively poor”: < 60%



https://library.fes.de/pdf-files/id/ipa/12668.pdf

Comparison changes in EU-wide distribution of income in time

2016 2007

Figure 2: The country-composition of the EU-wide income distribution by income deciles, 2007 and 2016 Figure 2: The country-composition of the EU-wide income distribution by income deciles, 2007 and 2016
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https://www.bruegel.org/blog-post/eu-income-inequality-decline-views-income-shares-perspective
https://www.bruegel.org/blog-post/eu-income-inequality-decline-views-income-shares-perspective

Global picture with CO2 emissions

10% of the world’s
population own 75%
of all wealth, get
50% of all income
and account for
nearly half of all CO2
emissions

Top 1% Next 9% Middle 40% Bottom 50%
Populatlonf =T I ufuafingiufis bl sl
EaEmEmnaEs
The top 1%...
\
Wealth = | il-_iii
{o EEEERE SR
i | Bnni
vovva o Y EEmREEEREn
g n--.“
GEREEEEE m
|
|
Income | L EE LB
. 19 T A
/ 5
’ & | EREASRNEE R ‘
takes in 19% . u ..=
of income ll=====
lr BRI SR B
Carbon == " FEL
ENENEDNEE
llllllllll 2
emits 17% of SR B
global CO; II'.’II
BREHNEENE .
N
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https://twitter.com/heimbergecon/status/1753671018172780576

Broader picture of global inequality from 19th century with between and within-
countries component and the historical and contemporary context

The age of the Three Worlds and
diminished class conflict
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Branko Milanovic, The Three Eras of Global Inequality, 1820-2020, with the Focus on the Past Thirty Years, 2022



https://twitter.com/BrankoMilan/status/1545058639450218496
https://osf.io/preprints/socarxiv/yg2h9/

THE AGES OF GLOBAL INEQUALITY

Estimated global income inequality, 1820-2018
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Branko Milanovic, The Great Convergence Global
Equality and Its Discontents, 2023

How segments of various populations shifted positions on the global
income distribution between 1988 and 2018
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https://www.foreignaffairs.com/world/great-convergence-equality-branko-milanovic
https://www.foreignaffairs.com/world/great-convergence-equality-branko-milanovic

What we have learnt? Summary

After measurement we have a lot of inequality indicators related to single countries. This
creates possibility to make comparisons in space and time between countries

One result of these comparisons in long periods are different shapes of inequality trends, e.g.
U-shaped in Anglosaxon countries, L-shape in Continental Europe countries, /-shape in
developing countries

Another result is that according relative measures of inequality decreasing and increasing
trends in world countries are balanced, but according to absolute measures there is an
increase in inequality in majority of countries in the world

The Elephant Chart is about real income growth breaking down by percentiles of world
income distribution in the age of globalization (1988-2008). It shows stagnation of incomes of
the very poor in Sub-Saharan Africa, rise of the middle class in China and India, stagnation of
income growth in Western Europe and faster rise for the top incomes. Ineguality decreased
between the bottom and the middle of the global income distribution, and increased
bet_wegn the middle and the top. In the period 2008-2018 the Elephant Chart should be
revise

The Great Gatsby Chart is about the positive correlation between social immobility and
inequality across countries

There are different sorts of units in measurement of inequality and poverty: 1) individuals and
households in a given territory, 2) territories like countries, sub-national regions, multi-
country regions or whole planets (global)
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