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Abstract

Income inequality is one of the most significant impediments to the development and welfare of countries. Increased
income inequality can cause to social conflict and affects social coherence negatively. Such economies become unstable
and unsustainable in the long run. An inequitable distribution of income adversely affects the economic development in
developing countries and inhibits the emergence of economic and political institutions that could support growth and
investment. Events, which have a profound effect on societies, such as wars, revolutions, technological development and
great economic crisis, might result with the elimination of income inequality in a region or country in a relatively short
time. However, without such profound events, the tradition of income inequality could take centuries of efforts to achieve
certain change. The present study, therefore, discusses the history of income inequality in the world, the current situation
and future forecasts and presents relevant findings and suggestions.
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INTRODUCTION

Equality and justice are of the most discussed
and most challenging concepts to define throughout the
history. The concept of justice was considered as a
subject of philosophy for years. In nineteenth century,
justice became a focus of interest in different
disciplines, such as law, sociology and economics [1].

Justice refers to an equal distribution of
income in an economy, between individuals, regions,
sectors or production elements, in terms of income
distribution. The concept of income distribution is
closely associated with social justice and equality
concepts. Knowing how income is distributed is
significant for the improvement of the capital and social
structure, when making social and economic decisions
[2]. Income distribution explains the relationships
between social and economic institutions, changes in
income gap between the enfranchised and
disenfranchised in time, the effects of income
inequalities on improvements in capital and growth, and
the distribution of resources [3].

It is possible to analyze income distribution
through four different types, personal, functional,
sectoral and geographical. Such types of income

distribution complement each other. However,
international comparisons most commonly use personal
income distribution. An extensive range of instruments
are used in measuring income inequalities. Currently,
the two most commonly used tools are the Gini
Coefficient and Percentage Share. The main objective
in choosing these instruments is their suitability for
international comparisons. The development level and
prosperity of a country is related with the fair
distribution of its national income. Income distribution
is a concept referred to with prosperity, social justice
and social peace. Increased income inequality between
individuals or social segments lead to social conflicts,
disruption of social coherence and economic instability.
Such results constitute one of the most significant
impediments to economic development and growth [4].
Given that high income inequality is linked with
discrimination and protection of privileges, it might
lead individuals to detach themselves from productive
economic activities [5]. Such economies suffer
instability and unsustainability in the long run. Latin
American countries, which are among the countries that
experience world’s highest income inequalities,
encountered internal turmoil, high crime rates and
economic and social instability for several years [6]. An
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unfair distribution of income adversely affects growth
in developing countries and inhibits the emergence of
economic and political institutions that could support
investment. Income inequality hampers equality in
opportunities and causes insufficient support for social
public investments for the disenfranchised and middle
classes. Such impact does not affect only the poorest
10% in the society, yet, could extent up to the poorest
40% in income distribution [7].

Although income inequality existed for the last
two centuries, it increased dramatically due to the
accelerating globalization since the 1980s. Aligned with
the opportunities offered via globalization, the involved
risks also cause income inequalities. Currently, the
difference between the rich and poor continues to
increase, despite the increasing wealth throughout the
world. While the wealthiest 10% receives 40% of the
global income, the share of the poorest 10% in the
global income is between 2 and 7%. Increased income
inequality threatens social cohesion, slows down
economic growth and invalidates the policies that target
to eliminate poverty [8]. Recent studies indicated that
income inequality was not only a problem for the poor
countries. Several developed countries currently have
an income distribution that is further unfair when
compared to the past. The aim of the present study is to
examine the dimensions of income inequality in the
world through the history and interpret the findings.

INCOME DISTRIBUTION IN THE WORLD
It is not possible to state that there exists a
consistent trend of the imbalances in income

distribution in the world. The history of inequality is
shaped through strong social changes as well as
economic  events.  Socio-economic  inequalities,
differences in the income and wealth between different
groups in the society continue to be the cause or effect
of the experienced changes. Global inequality continued
to escalate during the period that was marked with
industrial revolution, which provided a rapid growth in
European countries, America and Canada, to the mid-
twentieth century [9]. Currently, the difference between
the living standards of individuals in wealthy and poor
countries is unpredictable, when compared to the period
before the 1800s. While the income gap between the
societies with the best and the worst economic
conditions in the pre-industrial period was 3 to 4 times,
this difference increased up to 40 times in the present
day [10]. The analysis of the causes of global income
inequality yields various factors such as technological
changes, increased importance of financing, structural
changes in labor markets, globalization, and increased
domestic inequalities [11]. Particularly, factors such as
globalization, neo-liberal policies and technological
development, which gained momentum since the 1980s,
changed the social and economic balances [12].
Currently, fair income distribution is no longer only the
problem of poor countries. The income distribution of
the developed countries in the world substantially
changed when compared to the pre-1980 period.

Table 1 presents the Gini Coefficients of the
selected countries from various geographies of the
world throughout the history.

Table-1: Gini Coefficients of the Selected Countries (1820-2000)

Information

Year | England | France | Italy | Russia | USA | Brazil | Turkey | Chine | Japan
1820 | 0,59 0,59 0,54 | 0,58 0,57 | 0,47 0,58 0,45 0,53
1850 | 0,43 0,54 0,51 | 0,54 0,44 | 0,37 0,37 0,33 0,46
1870 | 0,49 0,58 0,51 | 0,50 0,51 | 0,39 0,56 0,41 0,46
1890 | 0,37 0,48 0,46 | 0,38 0,46 | 0,36 . 0,31 0,47
1910 | 0,42 0,55 0,49 | 0,40 0,51 | 0,38 . 0,39 0,52
1930 | 0,43 0,62 0,51 | 0,43 0,54 | 0,60 0,54 0,44 0,52
1950 | 0,30 0,58 0,43 | 0,36 0,39 | 0,49 0,49 0,32 0,36
1960 | 0,29 0,52 0,44 | 0,28 0,38 | 0,55 0,55 0,31 0,38
1970 | 0,29 0,45 0,39 | 0,23 0,36 | 0,58 0,52 0,28 0,35
1980 | 0,34 0,35 0,39 | 0,25 0,37 | 0,57 0,50 0,30 0,37
1990 | 0,39 0,37 0,33 | 0,26 0,40 | 0,59 0,44 0,34 0,36
2000 | 0,40 0,37 0,37 | 0,40 0,44 | 0,61 0,46 0,34 0,33
Resource: OECD, “How was life? Global Well-Being Since 18207, p. 206

The Gini Coefficient measures the inequality level with a single value between 0 and 1. The coefficient close to 1
indicates that the inequality increases and close to 0 indicates that the inequality decreases.
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In general, the Gini coefficients presented in
Table 1 for the 19™ century are estimations obtained
from the information from indirect sources[13].
However, it is possible to consider these values as an
important data set in order to evaluate income
inequality through a global and historical perspective.
In 1820s, income inequality is high in most countries.
Europe, America, Turkey, Russia, Japan had a
coefficient value larger than 0.50. Only Brazil,
Argentina and China achieved coefficient values lower
than 0.50. The inequality in income distribution began
to improve at a global level after 1820s, escalated once
more between the two world wars of the 20" century
and decreased relatively during the period marked
between the World War 11 and 1980s. Such decrease in
income inequality during this period was possibly due
to the chaos caused by wars and economic and political
shocks triggered by the wars. Bankruptcy due to Great
Depression in the 1930s and the public policies put in
action caused a significant decrease in the
capital/income ratio during the period between 1914
and 1945 and in the share of capital revenues from the
national income. The shocks that capital was exposed to
during the period between 1914 and 1945 led to a
decrease in the share of the upper tenth percentile, thus
to a decrease in income inequality [14]. In most
developed countries, a declining course was prevalent
between 1950 and 1980 in income inequality. It would
not be inaccurate to state that the predominance of
welfare state and development policies, especially in
developed countries, and the ending of the world wars
had a significant effect on the regression of income

inequalities during this period. However, such trend
was reversed due to the neoliberal policies that emerged
at 1980s, the decrease in state interventions and the
acceleration of globalization. The Gini coefficient in the
UK was 0.34 in 1980, yet, increased to 0.40 in 2000s.
The comparison between the Gini Coefficients of Japan
and the United States yields a remarkable difference.
Studies associated such difference between these two
countries with the distinctions in education, changes in
labor markets and with the presence of a large middle
class in Japan [15]. The Gini Coefficient in Russia,
during the period between 1980 and 1990 was between
0.25 and 0.26 and increased to 0.40 in 2000. Income
distribution was dramatically disrupted due to the
disintegration of the Soviet Union in 1990. A new
oligarchy was created in Russia due to the rapid
transition from planned to free market economy,
implemented reforms and the effect of privatization
programs. Majority of the society’s savings depreciated
due to excessive inflation between 1990 and 1999. Late
or unpaid salaries devastatingly affected the living
standards and created a widening gap between the rich
and the poor [16]. On the other hand, there existed a
significant increase in income inequality in China, the
United States and Latin America. The countries that
exhibited a decline in income inequality from 1980 to
the present day were Turkey and Japan. Turkey's Gini
Coefficient by 2015 was calculated as 0.40. However,
such value is a clear indication that fair distribution of
national income could not be achieved. Table 2 presents
the regional averages of income inequality between
1820 and 2000.

Table-2: Regional Averages of Income Inequality (1820-2000)

Latin South and Middle Sub
Western Eastern Western America East East and
Year Europe Europe Offshoots Asia South North Saharan
Caribbean East Asia . Africa
Africa
1820 0,54 0,51 0,51 0,45 0,45 0,35 - 0,53
1850 0,45 0,49 0,42 0,37 0,34 0,38 0,46 0,46
1870 0,50 0,48 0,51 0,48 0,41 0,42 0,52 0,50
1890 0,41 0,36 0,45 0,41 0,32 0,34 0,35 0,36
1910 0,46 0,39 0,50 0,45 0,40 0,35 0,40 0,42
1929 0,48 0,40 0,52 0,55 0,44 0,36 0,48 0,48
1950 0,42 0,35 0,39 0,47 0,33 0,39 0,43 0,43
1960 0,40 0,30 0,37 0,54 0,32 0,39 0,49 0,53
1970 0,38 0,26 0,36 0,53 0,29 0,40 0,47 0,49
1980 0,36 0,27 0,37 0,52 0,31 0,35 0,47 0,46
1990 0,38 0,27 0,39 0,52 0,34 0,41 0,46 0,47
2000 0,40 0,36 0,44 0,54 0,43 0,48 0,46 0,49

Resource: OECD, “How was life? Global Well-Being Since 18207, p. 210
Information: Western Offshoots includes the US, Canada and Australia
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Table 2 indicates that Latin America and the
Caribbean were the regions with the highest inequality
rates in the 20" century. Although this particular region
had the lowest level of inequality along with the Asian
countries in the 19" century, this trend was reversed in
the following periods. It is estimated that rapid
economic growth caused domestic inequalities in both
geographies [13]. It is possible to notice that
inequalities in the Eastern Europe were quite low
compared to other regions, during the period between
1950 and 1990. However, it is evident that the
disintegration of the Soviet Union in 1990 resulted with
a rapid expansion of the inequalities. On the other hand,
inequalities in income distribution rapidly declined in
the Western Europe, from 1820s to 1980s. A slight
increase was observed after 1980s. Although a similar
trend with Western Europe was observed in the US,
Canada and Australia, which are called western
offshoots, until the 1980s, there was a rapid increase in
income inequalities after 1990. Especially in the US,
inequality has been rapidly increasing since 1980.
While the share of the upper tenth percentile in the
national income was 30 to 35% in the 1970s, this share

increased to 40 to 45% during the period between 2000
and 2010. Given the continued increase of this rate, the
share of the upper tenth percentile might reach to 60%
in 2030. The reasons for this increase were explained
through the record increases in wage inequality and the
emergence of extremely high premiums, especially
among the executive staffs of the large companies.
Furthermore, the high inequality in capital incomes
accounts for one third of the increase in income
inequalities in the US. A further clarification to the
increasing inequality resides in the capital revenues that
are declared lower than other revenues due to tax
avoidance or evasion. Additionally, the share of the
upper tenth percentile in the national income reached to
a record level for two times, the first was in 1928 and
the second in 2007. There is no doubt that the increase
in inequalities rendered the US financial system fragile
[14]. Although there exists a time-dependent decline in
income inequalities in the Middle East, North Africa
and Sub-Saharan Africa, it is possible to state that high
income inequalities were commonly dominant
throughout the history.

of national income

Share

Chart-1: Top 1% income shares across the world (1980-2016)
Resource: World Inequality Report 2018

Chart 1 indicates that the share of the upper
first percentile in Russia, India and North America in
the national income rapidly increased since 1980. While
the share of the upper first percentile in national income
in Russia was below 5%, it increased to over 20% by
the year 2015. The highest level in shares was observed
during the period between 2005 and 2010, which
corresponds to the Global Crisis. Although the share of
the upper first percentile in North America and Europe
were similar in 1980, the share in North America
became much more unequal compared to that of Europe
by 2015. The share of the wealthiest 1% in both regions
in the national income were approximately 10% in

1980, and the share did not change drastically in Europe
by 2015, yet the share of the upper first percentile in
North America increased almost twice. The regions
with the highest share of the upper first percentile in
national income are the Middle East and Brazil.
Although the share of the wealthiest 1% in national
income was around 30% in the 1990s, these regions
currently exhibit a relative decline. However, Middle
East and Latin America continue to be the regions with
the highest income inequalities in the world. Chart 2
indicates the trend for the fiftieth percentile that
received the lowest share of the national income
worldwide between 1980 and 2016.
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Share of national income (%)
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Chart-2: Bottom 50% income share across the world (1980-2016)
Resource: World Inequality Report 2018

Chart 2 represents that the poorest 50% in
Russia received the highest share of the national income
by 30% in 1980. The process initiated due to the
disintegration of the Soviet Union, the share of the
poorest 50% declined rapidly and currently reached to
15%. The share of the poorest 50% in India and China
exhibited a rapid decline, similar to Russia, in the last
thirty years. Such trend also applies to North America.
On the contrary, the share of the poorest 50% from
national income tends to increase in the Middle East
and Brazil. Yet, these regions include countries where
the poorest 50% receive the lowest share of the national

income. The share of the poorest 50% decreased also in
Europe, similar to other regions, in the last 30 years.
However, the poorest 50% in the European countries
still have the highest share in national income. The
effect of the social welfare state practices employed in
the European countries for a fair in income distribution
can clearly be observed based on these results.

Chart 3 presents the trends for the global
wealthiest 1% and global poorest 50% between 1980
and 2016.

Global Top 1%

Global Bottom 50

Share of global income (%)

e

Chart-3: The global top 1% and the global bottom 50%b (1980-2016)

Resource: World Inequality Report 2018

The share of the wealthiest 1% in the global
income was increasing rapidly since 1980. The share
which was 16% in 1980 increased almost to 20% in
2015. The share of the poorest 50% in the global
income was stagnant and did not exceed the 9 to 10%
range in the last 30 years. Such developments at the
global level could stem from various reasons. It could
be argued that the recent increases in domestic
inequalities triggered global inequalities. Differences
between developed and developing countries, negative

effects of globalization, wars and economic crises are
among the most important factors that affect income
inequalities.

The report prepared by the British aid agency
OXFAM indicated that the wealth of the richest 388
people was equal to the wealth of 3.6 billion people in
2010, yet the figures in 2015 showed that the wealth of
the richest 62 people equaled to the wealth of same
number of people. The average annual income of the

© 2019 | Published by Scholars Middle East Publishers, Dubai, United Arab Emirates 463



Betiil inam., Saudi J Econ Fin, Oct 2019; 3(10): 459-465

world's poorest 10% increased by less than $ 3 on
average per year, in the last 25 years [17]. The future of
global income inequality is expected to be shaped
through the rapid growth in developing countries and
the inequality rates within these countries. However, it
is challenging to predict which of these influences
might be more dominant or whether high income
inequalities are sustainable. Nevertheless, global
inequalities are expected to increase due to the
continued increase in domestic inequalities [18].
Income inequalities are largely the result of state
policies that shape technology, market and social
dynamics. Yet, inequality is not inevitable. Policy shifts
could lead to a more efficient and fair income
distribution. However, it is challenging to create a shift
in the political processes that shape policies. Any
misconduct at the macro level might become a major
factor for inequality [6]. If all countries in the world
experience a rapid rise in income inequality like the US
since 1980, the global wealthiest 1% is expected to
receive a 28% share of the global income in 2050 and
the global poorest 50% will receive a 6% share. In the
event of an income inequality with a slowly increasing
trend as in the European countries, the estimations for
2050 indicate that the share of the global richest 1%
will receive will decrease to 19% of the global income
and the share of the global poorest 50% will increase to
13%[18].

CONCLUSION

Income inequality, in other words, the
inequality in the distribution of the income, is not an
economic event that has the potential to change over a
short time. The change in income inequality in a region
or country in a relatively short time is only probable due
to significant social events such as war, revolution,
technological development and major economic crisis.
Otherwise, changing the tradition of income inequality
in a state could require extensive efforts that last for
centuries. The findings of conducted studies confirm
this hypothesis. However, income inequalities are not
inevitable. Policy change could lead to a more
productive and more egalitarian society. Indeed, it is
probable to reorganize income distribution through
using fiscal policy instruments. Significant examples
for such practices are prevalent in European countries.
Effective and efficient use of public expenditures with
an accent on social quality, the weight of direct taxes in
the tax system, the development of democratic
institutions, and the emphasis on social policy practices
are vital in eliminating income inequalities. It is also
considered that the future of global income inequality

will be influenced by the rapid growth and domestic
inequalities in developing countries. However, there is
still certain controversy as to which of these would be
more effective and whether growth and income
inequalities are sustainable. Despite the optimistic
assumptions on the growth in developing countries, the
inadequacy in democratic institutions and in social
policy practices indicates that income inequalities
would continue to increase in the future.
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