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Since the 1980s inequality has been rising in Europe, North America and parts of
Asia. How does our understanding of global inequality dynamics change if
coverage is extended to the rest of the developing world? To rebalance the
perspective on global inequality trends, this paper surveys data and literature on
recent inequality trends in Latin America, Asia, Africa and the Middle East. It
finds that in these regions there are more countries with falling than rising
inequality over the past 20 years, as measured by ginis of income or consumption
inequality. At the global level, therefore, there are signs of inequality
convergence, as inequality has been falling in countries with high inequality in
the 1990s (particularly Latin America), and rising in historically low-inequality
countries. We discuss the political and economic drivers of inequality decline in
countries with a steady fall in the gini. This suggests some common trends across
the globe, including the role of democratization, the rise of new social
movements, the expansion of education and social safety nets and favourable
commaodity prices, in reducing income disparities. This paper calls for more
country-level comparisons of inequality trends, to highlight the multiplicity of

paths in this latest phase of globalization.
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Introduction

During the middle half of the 20" century, countries around the world underwent
dramatic social transformations as incomes grew, inequality declined and living
standards improved. Since roughly 1980, however, this downward trend in income
inequality has reversed or stagnated in many countries. Leading researchers have
warned that we are entering a troubling new era of high and persistent inequality
coupled with low economic growth. Social scientists have shown that high levels of
income inequality pose major social challenges, including declining social mobility, and
declining levels of well-being, trust and social cohesion.? The rise of racist, populist and
nationalist politics in several parts of the world can also be attributed to these
intensifying inequalities, as a backlash against increasingly wealthy elites drives
political agendas.

Such perspectives have drawn on theoretical framings which reverse the claims
of modernisation theory, which predicted a process of convergence as incomes rose, and
instead hold that inequality can normally be expected to persist or increase. Thomas
Piketty’s now-famous argument that the rate of returns on capital is likely to continue
exceeding the rate of growth (r>g), and inequality is therefore likely to continue rising,
is a case in point. Such theories, however, are based on a paradigm driven by the
experiences of nations in the global north, especially the United States. By extrapolating
from escalating inequalities in many developed nations, this work can thus unwittingly
enhance perspectives which prioritise the experiences of the 20% of the population
living in OECD nations, thus marginalising the experiences of the majority of the
world’s population living elsewhere. As illustration, consider the experience of ‘Occupy
Wall St’, which for a brief period in 2011 put the extreme high incomes of the ‘1%’ in
the financial sector under the spotlight. Protests which began in New York spread
across the developed world, driven by the fury of those who proclaimed that they were
‘the 99%’ who had not enjoyed the mushrooming fortunes of bankers and financiers.
Without impugning their integrity, we might nonetheless note that given that anyone
earning over $51,000 is in the global top 1%, large numbers of protesters were in fact
not part of the *99%’ if this is construed in global terms.?

Indeed, the inequality debate looks different from a global perspective. Scholars
of global inequality such as Branko Milanovic, Sudhir Anand and Paul Segal have

shown that global inequality trends do not straightforwardly conform to the ‘escalating



inequality’ model, drawing out how rising ‘within nation’ inequality has gone alongside
falling global inequality since roughly 2000, largely on account of rapid income growth
in populous and comparatively poor counties such as China and India.* However, there
is a danger that this sets intra-national trends against global trends in too stark a way.
Some nations may also be experiencing declining inequality within their own borders,
as numerous studies have already shown. For instance, between roughly 2000 and 2012,
most countries in Latin America saw a sizable decline in the gini index.> Many
countries in Africa and the Middle East also appear to have experienced an inequality
drop in the 1990s-2000s.° Even in Asia, where aggregate inequality has been on the rise,
there are nonetheless outliers where inequality is defying the regional trend. Relative to
past periods, governments in some of these regions appear to becoming more, not less,
responsive to median voter interests and are under more pressure to redistribute. Some
of the more compelling theories that explain inequality dynamics fully acknowledge,
indeed even predict, different inequality trajectories across countries or regions facing
different economic paths or political shocks.

The aim of our paper is therefore to show how a global analysis of inequality
might change if more attention is given to those regions and countries in the world
where inequality is declining. Our interest is in inequality changes since 1980, the time
when inequality began to rise in the western world after a half-century of falling income
inequality. We will elaborate how both globalization and local forces may impact
different regions or countries of the world asymmetrically, and hence bring more
national variability to our analytical table. We will consider how inequality is evolving
in Africa, Latin America and parts of Asia, in countries that did not undergo the war-
induced levelling of inequalities that so profoundly reorganised societies in Europe,
North America and parts of Asia between the 1920s and 1970s. Countries unaffected by
war and other inequality-reducing crises during the 20" century may thus also offer a
glimpse of likely future dynamics in regions, such as Europe and North America, where
the redistributive forces of the mid-century are wearing off.

Before we commence, we need to clarify the coverage of our paper. Firstly, this
study focuses on countries in Asia, Sub-Saharan Africa, Latin America, and the Middle
East and North Africa. Other than for broad comparative purposes it will not consider
Eastern Europe and Central Asia. It also does not directly discuss the Caribbean, South
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sparse, nor high income countries in Asia such as Japan, Singapore and Korea. It
focuses on within-country inequality rather than aggregate regional or global inequality,
given an interest in national-level policymaking and the ability of domestic actors to
influence inequality outcomes. Furthermore, it focuses on income inequality decline
under conditions of rising per capita income, rather than crisis-induced inequality
decline that left everyone worse off.

We find that the available, if imperfect, evidence on country-level inequality
trends suggests that across the developing world, inequality has been falling in more
countries than it has been rising. Improved income equity in Latin America account for
many of these cases, driven by favourable external economic conditions, improved
educational attainment and more progressive social policy. But several countries in
north and west Africa and Asia similarly experienced falling ginis of income inequality.
Rising food crop prices helped to raise the incomes of poor rural farmers in parts of
Africa and Asia, as well as the rise of new social movements and popular demands for
redistribution. We argue that these examples do provide evidence of various peaceful
means of reducing inequality, and hold that these findings are broadly compatible with
Milanovic’s concepts of Kuznets waves; undulating levels of inequality driven by an
interplay between economic change and political reactions to it. We conclude with a
call for more research on the extent to which peaceful economic and political

correctives tend, with time, to moderate extreme inequality escalations.

The global inequality debate

We situate our contribution in terms of the evolution of the inequality debate away from
the United States, which provided the initial stimulus for Thomas Piketty and
Emmanuel Saez’s famous 2003 article which anchored attention to growing income
inequality since the 1980s.” The United States therefore became the template for the
most dystopian aspects of the inequality debate, in which the pulling away of the ‘1%’
was seen as symptomatic of escalating inequalities which brought in their wake a host
of related problems including declining social mobility, poor social cohesion, and the
loss of health and wellbeing.®

In parallel with this bleak view of a world of rising inequality, a related literature
shifted the lens from the national to the global level, thus considering between-country

as well as within-country dynamics. Using national household survey data, these



scholars analysed shifts in income inequality by pooling data from different national
surveys into a composite form that allows global inequality to be analysed as if it were
one country.® This showed that inequality trends at the global level have differed
substantially from national-level trends. Long-run studies found that global inequality
had been rising for most of the 20" century even as inequality fell within many
countries, owing to growing between-country divergence.!® These findings dovetailed
with a research strand building on world-systems theory, which explains development
and income convergence in the western world as a consequence of unequal economic
exchange and rising between-country inequality.

However, more recent data efforts on global inequality have provided a less
bleak picture. Milanovic argues that because of rapid economic growth in the
developing world, especially the very large ‘BRICs’ nations (Brazil, Russia, China and
India), inequality at the global level has fallen since roughly 2000. Consequently, there
has been a marked shrinkage of ‘citizenship rent’ in recent decades as some of the
world’s most populous poorer nations began to converge with richer ones.*? The
salience of national boundaries in differentiating between the fortunes of people in
different nations has declined as poverty has been significantly reduced in poorer
nations, whilst incomes at the bottom remained stagnant in richer ones. However, at the
very top of the global distribution, the top 2 or 3% had done very well, along the lines
that are familiar from American based research which focuses on the fortunes of the
‘1%’. This rising income share at the very top has been shown to be particularly marked
when household survey data is complemented with tax data,® which better captures top
incomes, or the Forbes billionaires list for dynamics at the very peak of the
distribution.*

A third and major research effort on inequality trends has gone to extending the
range of national case studies to other OECD and especially European nations, to shed
more light on long run within-country inequality and the drivers of change. This work
has been led by Atkinson, Piketty and the team associated with the World Inequality
Lab. The focus here shifted to emphasising differing inequality trajectories at the
national level, to highlight similarities and differences across space. Against the
American experience, some European nations (such as Denmark, France or Norway)
showed milder increases in income inequality. Although this comparative perspective

highlights that inequality increase is not an inexorable trend and that national policies



make some difference, most of these countries nonetheless chartered a common path.
Inequality rose during the early stages of industrialisation in the 19" and early
20" century, and fell in conjunction with the World Wars, the Great Depression and the
postwar development of the welfare state. With growing global integration, rapid
technological change and changing policy paradigms, inequality has been flat or rising
since roughly 1980.%°

This growing body of evidence has in turn revitalized debates about the causes
of inequality rise or decline, in particular the longstanding debates about the interplay
between economic and political drivers of inequality. Simon Kuznets, who famously
proposed what became known as the ‘Kuznets curve’ in the 1950s, saw economic forces
as the main drivers of change (although he also acknowledged the role of politics),
arguing that inequality took an inverted U-shape, with a rise during the early stages of
industrialisation and a fall as countries reach industrial maturity and the supply of low-
skilled labour diminished.'® Another influential economic theory saw wage inequality as
the outcome of ‘a race between education and technology’.!” Jan Tinbergen argued that
new technologies that require skilled operators of said technology will raise the returns
to education and thus wage dispersion. With time this encourages more people to invest
in education, thus increasing the supply of skills and decreasing the skills premium.

These ideas have been contrasted with political theory, such as those by
Atkinson who emphasised the political choices countries make about redistribution.*® In
contrast Piketty, and more recently Walter Scheidel, have stressed the role of political
crises, be it wars, revolution or state collapse, as the main check on rising inequality,
thereby highlighting that there is nothing inevitable, or automatic about inequality
corrections.*® Scheidel suggests that in the absence of such crises, inequality is likely to
continue rising. In his view history provides few examples of peaceful or non-

destructive means of redistributing wealth and income.

In an effort to provide a synthesis, Branko Milanovic has brought together this
long list of drivers into what he calls ‘Kuznets waves’: undulations of rising and falling
inequality resulting from an interaction between economic forces (such as new
technology and demographic change), and political and social pressures.?’ These can
take benign form (technological developments, democratisation, social pressures), or
malign form (war, state collapse and revolution). In contrast to the preceding political

theories, in his framework political responses to inequality are endogenous to inequality



rise, triggered by changing economic incentives. Rising inequality eventually sows the
seeds to its own destruction, either by incentivising investments in education, spawning
popular pressures for greater redistribution, or precipitating conflict and crisis. To the
extent that countries face similar initial economic conditions and incentives, national-

level inequality trends will therefore tend to take similar paths.

Against these theories of inequality change, others have emphasised the stability
of inequality levels, pointing to long-term historical factors that shape institutions that in
turn condition inequality, such as resource endowments, slavery, colonialism and
resource extraction.?! Changes in inequality observed in the last few decades have not
radically altered this division between comparatively egalitarian countries in Europe
and parts of Asia, relative to the historically high inequality contexts of Latin America
and southern Africa.

With the possible exception of this last position, what follows from most of
these theories is that we should expect to see differences in inequality cycles across
countries, and differently timed peaks and troughs, where economic and political paths
have differed. Given this, how far can these frameworks explain trends across the non-
Western world? Can ‘atypical’ examples of countries that did not have the same
economic and conflict trajectories as the industrialised west help to illustrate forces at
play? Do we have examples of inequality decline absent of severe political crises that
point to ‘benevolent’ levellers? To what extent might a broader range of case studies
highlight the extent to which polities can act independently of global or regional
paradigms, to chart their own inequality path (a la Atkinson)? Or are the political
outcomes largely a consequence of economic conditions (a la Milanovic)? The next
sections will review some of the trends and findings about inequality decline across
Latin America, the Middle East, Asia and Africa, before considering how these

examples speak to the theory.

Charting inequality trends beyond the global north

To examine country-level inequality trends across the global south we turn to the
rapidly growing databases of gini indices of income or consumption inequality, but first
some discussion of the data is in order, since measurements of inequality are sensitive to
both the choice of measure and source of data. Despite its critics, the most widely used

inequality measure remains the gini index, a synthetic measure of income or



consumption inequality across the entire distribution. A range of alternatives to the gini
exist, which give different weight to dynamics across different parts of the income
distribution. The more intuitive ‘top income shares’ popularized by Piketty for instance,
mainly measures top income concentration, which he sees as driving inequality trends
more widely.

Inequality measures are most often derived from household surveys and as a
result tend to underestimate top incomes, as wealthier households are more likely to opt
out of surveys or under-report their earnings. Recent work has therefore increasingly
relied on tax data instead of household surveys, on the grounds that it suffers from less
underreporting.?? But although collection of tax-based income share data is rapidly
increasing, it is only available for a small set of developing countries and we therefore
need to continue drawing from household survey-based measures if we are to do justice
to the experience of many developing nations.

With growing popular and academic interest in income inequality, the coverage
of inequality datasets containing data from household budget or income surveys has
increased in recent years. But although the sheer amount of available data has increased,
the different estimates presented in these databases are not always comparable across
time and space and most datasets place onus on the user to assess the underlying data
quality and usability. Of particular concern is the basis for measuring inequality, as the
recorded level of inequality will differ if measured on an income or consumption basis,
household or individual basis, or gross or net basis. And even where these survey
differences are held constant, there are idiosyncratic variations in data collection
method and questionnaire design that can bias the measure. The devil lies in these
details.

We reviewed the available inequality datasets and provide a full assessment of
their strengths in Online Appendix 2. This led us to concur with the guidance of
Atkinson and Brandolini, and reiterated by Jenkins, that it remains safest to use sources
with as little manipulation of the data as possible, and where surveys themselves rest on
as similar a basis as possible.?® We therefore choose to rely primarily on the Socio-
Economic Database for Latin America and the Caribbean (SEDLAC) to inform the
Latin American inequality analysis and the World Bank’s PovcalNet for the rest of the
developing world. In a few select cases we use national statistical sources as well,

where these are richer than the World Bank collection. To examine average regional



inequality, however, we turn to the more comprehensive dataset from the Global
Consumption and Income Project (GCIP).

What do these data sources tell us about inequality trends across the globe?
Figure 1 provides the average gini index by region (from the GCIP database). At the
regional level, the data suggests that a stylized story of uninterrupted inequality growth
since 1980 is far from generalizable. In many developing regions inequality rose in the
1980s or 1990s and has fallen thereafter, with a break in trend around 2000 or slightly
earlier. 2* As the decline was more pronounced in historically high-inequality regions,
such as Latin America, Africa and the Middle East, there has been a mild convergence

in within-country inequality levels.?®

Figure 1. Average gini by region, 1980-2014 (unweighted)

50%

45% i \\é

40%

Africa

- e = Asia

Pt Yot b Y Eastern Europe and Central

-y X
IS A i ¥ 2V Asia

35% = Latin America

MENA
30%
"West"

25%

QD OV X P N I XL DO O
DD D D DD DO QS
SESMGHCIRCICHSISRIEESE

Source: Based on data from: Lahoti et al. 2016 [GCIP dataset]

The upswing in inequality in the developing world in the 1990s has been
explained by the rise of inequality in Central Asia and Eastern Europe during the
transition from communism, which shifted labour from a low-inequality public sector
into a higher inequality private sector and privatized previously public-held assets.?
This was coupled with the economic take-off and liberalisation in some of Asia’s largest
economies which raised the level of income inequality in China and India in particular.
Concurrently, inequality spiked in Latin America in the 1990s during the period of

economic liberalization and structural reform.



Since the 2000s in contrast, inequality growth has slowed in much of Asia and
Eastern Europe and reversed in Latin America and parts of Africa. There may be a
further break in the trend in 2008 following the global economic crisis. Inequality levels
appear to have plateaued or fallen slightly in China and Eastern Europe since, resulting
in a more rapid average rate of decline in the past decade.

The late 2000s also mark an important break in growth performance in Africa,
Latin America and the Middle East. In large parts of the developing world, GDP per
capita grew little, or even declined, during the 1980s and 1990s, while growth
rebounded in the late 1990s or early 2000s. These regions have gone from a situation
where the bottom segments of the income distribution were seeing real and relative falls
in consumption per capita, to one of strong growth, disproportionately benefitting the
bottom deciles relative to the upper half of the distribution.?’

These regional patterns raise questions about the reasons for divergent paths
across the world. What countries account for this inequality moderation? How reliable
is the available data and literature and how far can it take us in identifying and

explaining the drivers of country-level trends?

Within-country inequality in developing countries

Returning to the country-by-country data, we examined trends in inequality to identify

those countries that showed a sizable decline in inequality in recent decades. Countries
were classified into four groups (A-D) based on the gini trend and data quality. Criteria
for inclusion in these four groups are set out below. The classification rests in part on a
qualitative judgement of the reliability of the data. Where inequality has both risen and

fallen in different decades, we gave precedence to the period of inequality decline.

(A) Strong and robust evidence of declining inequality: countries included in this
group are those with a recorded gini fall of >3 percentage points, sustained over
a period of 5+ years (i.e. no immediate inequality reversal), and based on
trustworthy and consistent data.

(B) Plausible evidence of declining inequality: data is less consistent and reliable
than for Group A, but these countries also shows a sustained gini decline of >3
percentage points. For inclusion, the inequality decline needs to be captured by
at least two successive surveys, and the pace of decline needs to be plausible

(i.e., it excluding unrealistically large year to year gini swings).
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(C) Plausible evidence of increasing inequality: countries with a rise in the gini of
>3 percentage points, sustained over at least two surveys.
(D) Inconclusive data. No clear evidence of either a fall or rise in inequality, whether

due to a steady level of inequality or insufficient data.

This identified 28 developing countries that have seen a sustained decline in the
gini of more than 3 percentage points in the past two decades (the full results of the
analysis are presented in Online Appendix 1). Group A consists of 17 Latin American
countries in addition to Thailand. In a further 10 countries we find a plausible decline in
the gini measured over successive surveys (Group B). This second group comprises
seven countries in north or west Africa, including Algeria, Tunisia, Burkina Faso,
Guinea, Mali, Mauritania and Niger, in addition to Iran, Malaysia and Cambodia. In 48
countries there are either no signs of a change in the gini or the data is too limited or
inconsistent to draw any tentative conclusions (Group D); these are primarily countries
in Africa and the Middle East. In 11 countries, primarily in Asia and Africa, we see
evidence of increases in income inequality (Group C). How does the existing literature
explain these trends? In those countries or regions where inequality has fallen, what

economic and political developments can account for these changes?

Latin America

Latin America saw a marked increase in inequality in the 1980s and 1990s followed by
a fall in inequality across the region in the 2000s which has generated considerable
academic interest, in part because it provides an example of a substantial inequality
decline during a period of high growth, growing global economic integration and trade
liberalization.?®

The magnitude of the recorded decline in income inequality is sensitive to the
years under review, but in aggregate there was a clear downturn starting in 2002 or
shortly before, which began to taper off in 2011. As illustrated in Figure 2, 14 out of 18
Latin American countries saw a meaningful decline in the gini (of >3pts) between 2002
and 2012. Expanding the years under review suggests a decline of more than 3 pts in all
countries other than Honduras and Costa Rica.
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Figure 2. Absolute change in gini pts, 2002 — 20122
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Some analyses of this trend, however, temper excessive optimism. This decline
came after a prolonged rise in inequality and in many cases simply brought inequality
back to the level of the early 1980s.2° Since roughly 2011 this inequality decline has
slowed or reversed, roughly coinciding with a decline in commaodity prices, and many
fear that this episode of inequality moderation has already run its course.

A second note of caution relates to the measurement error inherent in survey-
based gini estimates. Research from Brazil, drawing on top income shares derived from
tax data, shows no clear inequality decline.®® This analysis suggests that there was a
small decline in the income share of the ‘traditional middle class’ (the 50'"- 90
percentiles), while the top 10% share increased marginally, raising questions about the
appropriate measures and data.

However, while dynamics at the very top of the distribution may be contested,
there is strong evidence of above-average income growth in the bottom income deciles
in most countries in Latin America, a pattern that contrasts with trends in North
America. Several academic studies have used econometric techniques to decompose this
distributional change and distinguish the economic drivers of change from policy-driven
factors. These studies have attributed Latin America’s inequality declines to factors

such as a rising educational attainment and falling skills premiums; rising minimum

2 Or closest year available.
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wages and increased job formality; devalued exchange rates and better prices for
agricultural produce (which helped to reduce the urban-rural gap); better tax collection;
an increase in social transfers, including the introduction of non-contributory pension
systems in some countries; demographic change resulting in a falling dependency ratio
in poor households; and the out-migration of low skilled workers.3!

Lustig and Lopez-Calva, based on evidence from Argentina, Brazil, Mexico and
Peru, argue that a decrease in the skills premium (gap between high and low skilled
earnings), and an increase in social transfers, explain most of the decline.®* The
declining skills premium was a consequence of rising educational supply combined with
strong demand for low-skilled workers. A similar exercise by Azevedo et al.
corroborated these results, concluding that strong labour income growth among low-
income earners accounted for most of the inequality decline, although an increase in
transfers and pensions were also an important driver in many countries.® These shifts
were underpinned by a favourable macroeconomic climate. Latin America’s terms of
trade improved over the 2000s, the export to GDP ratio rose on average, owing to strong
demand from Asia.®* This helped to boost GDP growth, which increased demand for
labour and improved government finances.

But politics also mattered. The decline in inequality coincided with a swing to
the left in many parts of the continent. In total, Latin American countries elected 15
different leftist governments between 1998 and 2011. These social democratic leftist
governments in Argentina, Brazil, Chile, the Dominican Republic, Ecuador, El
Salvador, Panama, Paraguay, Uruguay, and more radical or populist leftist parties in
Bolivia, Venezuela and Nicaragua, registered, on average, higher inequality declines
than those of centrist or centre-right governments. But inequality decline was not
limited to countries and periods with leftist governments and inequality also declined
under some centre-right governments (for instance Mexico and Paraguay).

Roberts has argued that this political shift must be seen in light of sharply rising
inequality in the 1980s and 1990s.¢ Because of the structural adjustment reforms of the
1980s-90s era, which dismantled the existing safety nets for formal sector workers and
reduced state employment, in combination with sluggish economic growth and
macroeconomic instability, inequality in an already highly unequal Latin America rose
to new heights. This crisis era led to greater calls for redistribution, not only among

traditional working class, but also among many voters who hadn’t historically identified
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with the left. VVoters elected new left-leaning governments because of the poor
economic record of previous right-wing governments. Furthermore, the political party
in power during the structural adjustment phase coloured this process. Where leftist
parties formed the opposition during the neoliberal era, they were able to use their
networks and support bases to launch a successful political challenge in the 2000s (e.g.
Brazil). Where, in contrast, leftist parties had been in power during the 1980s-90s and
were complicit in the introduction of neoliberal reforms, they lost credibility. Many of
these countries saw the rise of new populist parties that drew their support from outside
the traditional party structures (e.g. Bolivia, Venezuela). In these countries, the
unemployed, indigenous organisations and other social movements gained ground, in
contrast to traditional union-based social movements.

Democratization in the 1980s and 1990s also forms part of the backdrop to this
inequality decline. Huber and Stephens attribute Latin America’s more redistributive
social policies in the 2000s to a democratic coming of age, which enabled this election
of left-leaning governments and forced conservative parties to take the concerns of the
left seriously.®” Robinson has argued that it was those parties with support among the
rural poor (for instance in Bolivia, Mexico, Brazil), that introduced the most progressive
transfer systems.3® Balcazar has used econometric methods to show that cohorts that
grew up under democratic regimes in Latin America exhibit lower inequality than
others.3® He speculates that this effect is driven by a higher supply of public education
under democratic conditions.

However, there are already concerns that this inequality moderation has run its
course and petered out, as commodity prices fell and economic conditions worsened for
many countries after 2011. An emerging literature explores why these inequality
declines have slowed or reversed. Morgan argues that in the case of Brazil the increased
income share at the bottom of the distribution came at the expense of the middle classes,
who gained less from the pro-poor policies of the 2000s. He suggests that this squeezed
middle may explain the eventual reduction in support for Brazil’s workers party, Partido
dos Trabalhadores (PT). Loureiro and Saad-Filho similarly argue that Brazil’s
inequality declines were achieved through pragmatic and non-confrontational reforms,
which made few structural changes to the Brazilian economy and left income shares at
the top intact.*® When growth slowed and public finances came under pressure, the PT’s

support base therefore weakened.
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Nonetheless, Latin America’s redistributory reforms of the 2000s suggest that
even in some of the most unequal countries in the world, popular grievances can, under
some conditions, find expression and be constructively met through the ballot box.
There may be political limits to inequality escalation, which when breached, tend to
trigger a sufficiently strong political backlash to force some political change.*! Despite
important country differences, the broader commonalities across Latin America during
this period also points to the importance of drivers beyond the nation-state, albeit

conditioned by the local context.

Asia

Asian inequality trends in the past three decades have varied across the region, although
the largest of the Asian countries (China, India and Indonesia) have seen a decisive rise
in inequality since the 1980s, starting from a low base. Many have invoked Kuznets-
style explanations to account for this rapid rise in inequality coinciding with economic
growth and industrialization.*? Sharma et al. identify the transition from agriculture to
industry and services as an important driver, in combination from the rapid growth in
demand for skilled workers which drove up the skills premium.*

China and India have perhaps received the greatest attention in the Asian
inequality literature. Lakner argues that the Chinese case follows a similar trend to that
of Eastern Europe, where the transition to a market economy and structural
transformation led to rapidly rising inequality. The rapid growth of the private sector
and increase in privately-owned housing and other assets, drove up wage and wealth
inequalities.** India deregulated its economy in the 1980s and 1990s and privatized
previously state-owned enterprises, which contributed to extreme income growth at the
very top of the distribution.*® However, possibly signalling that China’s inequality has
already peaked, the data suggests a downturn in inequality around 2006-08, possibly
due to the diminishing availability of unskilled rural labour.*®

But the Chinese and Indian trends may not be generalisable for the continent at
large. For many Asian countries the inequality data is sparse and of mixed quality, and
for two countries there is reasonably robust evidence of declining inequality over the
same period: Thailand and Malaysia.

Thailand and Malaysia are outliers in inequality terms, as in the early postwar

era both had unusually high inequality, relative to their neighbours. Thailand’s gini rose
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from roughly 0.41 in 1962 to 0.54 in 1992, a level of inequality rivalling that of Latin
America, and exceptionally high by Asian standards.*’ Inequality fell after 1992,
particularly after the 1997 Asian crisis, bringing the gini down to 0.46 by 2013,
although, as in Brazil, the more fragmentary evidence on top income shares suggests
that this decline in the gini may not be mirrored by a corresponding decline in the top
percentile share.*°

Economic forces explain much of this fall. The 1997 Asian crisis hit the urban
areas disproportionately, and the devaluation of the Baht helped rural exporters, while
constraints to labour began to push up unskilled wages.>® But this inequality reversal
also coincided with stronger public calls for democratization, and a new 1997
constitution facilitated a return to democracy. Thaksin Shinawatra’s rule (2001-06) saw
the introduction of some pro-poor measures, including universal healthcare,
microfinance schemes, a moratorium on farmer debt and subsidies for rural producers.
His rule was cut short by a 2006 coup, and Thailand has continued to oscillate between
democratic and military rule since. Many have interpreted this political struggle,
between populist politicians and an old, monarchical guard supported by the military, in
class terms.> Thaksin drew support from the working classes, galvanized through a
series of street protests (by the so-called red shirts), who used a rhetoric of class and
inequality to mobilize supporters.5?

Malaysia’s inequality decline is confined to the late 1970s and early 1980s,
when, in response to race riots, the government introduced an affirmative action
programme designed to benefit ethnic Malays. The 1971 New Economic Policy (NEP),
which introduced affirmative action and poverty reduction policies, in an effort to
narrow the gaps between the Bumiputera (ethnic Malay) majority and Chinese and
Indian minorities.> It provides an interesting case where political imperatives to tackle
horizontal inequalities (between social groups) may also have helped to reduce vertical
ones (between individuals).

The NEP combined more traditional developmental programmes such as rural
development and education, with active affirmative action aiming to reduce foreign-
and minority ownership of capital. It used quota systems and preferential access to
credit and pricing to increase the economic empowerment of ethnic Malays. It also
increased Malay representation in higher education and gave the group preference in

public employment.>* Several studies have concluded that inequality declined sharply
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during the second phase of the NEP, falling from 0.53 in 1976 to 0.45 in 1990,>
although the decline in the top percentile income share was more modest.*® These two
country cases highlight the variation in the inequality trajectories across the Asian
continent, and as in the Latin American case, point to the role of popular pressures in

forcing policy change and redistribution.

Middle East and North Africa

While the data is scarce and patchy, income inequality in the MENA region is thought
to be relatively low in relation to the regions income per capita. A recent study by
Hassine harmonized microdata from household surveys for 12 countries in the Arab
region.>” She finds no generalizable trend across the region, with increases in Syria,
Yemen, Djibouti and Palestine, and decreases in Egypt, Jordan and Tunisia.

Recent literature on inequality in the MENA region has sought to relate it to the
Arab Spring. Many papers revolve around the ‘Arab inequality puzzle’: despite
moderate inequality by global standards and no obvious rise in inequality, the region
saw considerable social upheaval in 2010-11 in what was widely perceived to be
inequality-related grievances.>®

Some have argued the squeezed middle class, rather than inequality per se,
explains growing dissatisfaction in the region. Perception surveys reveal considerably
lower self-reported life satisfaction than in other countries at roughly the same level of
income per capita.®® These surveys also suggest that dissatisfaction was more
pronounced among the top 60% than the bottom 40%. Hassine suggests that the
breakdown of the social protection system as well as reduced state employment
opportunities for the middle and upper middle classes during the structural reforms of
the 1990s may explain this dissatisfaction.®® In the pre-adjustment era, inequality was
managed both through migration and state employment, which was used to balance
incomes geographically and ensure continued returns to skills. Counter-intuitively, a
squeezed middle class may result in falling inequality, if income growth is
comparatively faster at the bottom of the distribution than the upper middle.

This dynamic may explain the trends in Tunisia and Algeria. Although estimates
differ somewhat across studies, several find a flat or modestly declining gini from the
late 1990s until ¢.2010, despite being at the epicentre at the Arab Spring. Both countries

succeeded in retaining comparatively high levels of social spending during a period of
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liberalisation from the late 1980s and onward, in contrast to other countries in the
region.®! An important change during this era of structural reform however, was the
reduction of job opportunities in the government and parastatal sectors.®? But as these
public sector jobs disproportionately benefitted the upper half of the income
distribution, this reform was not necessarily inequality increasing — it may in fact have
lowered the distance between the poorer segments of society and the middle and upper
middle.

Another, somewhat anomalous country case is Iran, where the 1979 revolution
brought to power a left-leaning theocracy led by the Ayatollah Khomeini. Through an
analysis of a broad set of inequality and poverty data, Salehi-Isfahani has posed the
question of whether the Iranian revolution, which defined itself as a movement of the
“disinherited” and “barefooted”, did in fact reduce poverty and inequality.®® He
concludes that inequality and poverty dropped sharply in the immediate aftermath of the
revolution, owing to confiscation of wealth, nationalisation of industry and emigration
of Iran’s elites. Inequality fell further towards the end of the Iran-Irag War (1980-88), as
oil rents dwindled, but poverty rose. From the late 1980s, inequality remained steady for
almost 30 years and policies included substantial income redistribution.

In 2010 inequality dropped further, in tandem with the introduction of the
Targeted Subsidies Program.® This programme sought to phase out Iran’s substantial,
and regressive, fuel subsidies (estimated at 20% of GDP), and replace them with an
unconditional transfer. Using the 2011/12 household expenditure and income survey,
researchers have found that this transfer reduced final, net inequality by 4 gini pts
relative to market income inequality,® although the longevity of this improvement in
income distribution remains in question, as inflation increased and the real value of the
transfer decreased.

These three cases point to a different type of country trajectory, where
leadership by repressive, authoritarian regimes, characterized by considerable state
intervention in the economy and active government-led redistribution, may have
allowed greater autonomy from global policy norms — although political upheavals
throughout the region may signal that these states’ abilities to balance popular interests

has waned.
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Sub-Saharan Africa

With the exception of South Africa, the literature on inequality dynamics on in sub-
Saharan Africa is thin. Few papers have exploited the data in the global databases due to
data quality concerns. Even level differences between countries show large variations,
which point to possible data quality and comparability issues. Most studies of inequality
trends therefore limit their analysis to counting the number of countries with inequality
falls versus declines. The World Bank’s data suggests that the average gini has declined
in the past two decades, with inequality falling in more countries than it was increasing
between 1993 and 2013.%6 A study using an asset-based gini instead, derived from
Demographic and Health Surveys (DHS), finds no clear trend in asset inequality
between 1995 and 2013.°%"

The stylized political and economic trajectory since the 1990s gives mixed
inequality predictions. Many countries re-introduced multiparty elections in the 1990s,
while the intensity of conflict has declined and growth has rebounded, which suggests
greater policy space and political incentive to tackle distributive issues. But in many
countries this growth rebound owed much to the extractive industries, which many
predict would lead to increased income inequality.®®

Urban-rural inequalities have long been a source of debate in the Africanist
literature, with scholars in the 1970s and 1980s concluding that the urban-bias was a
key social cleavage in Africa. Many studies therefore used urban-rural income
differentials as their main measure of social inequality. Consequently, some expected
the structural reforms of the 1990s to be inequality reducing, as they sought to raise the
rural-urban terms of trade and offered small-holders higher prices for their cash crops.®
Evidence of recent changes in urban-rural inequality is limited. A study using asset
indices and health and education measures from the DHS, found no strong signs of
either convergence or divergence, with a mixed track record across the 24 countries in
their sample.”

Shifting urban-rural terms of trade may, however, explain the more recent
downward trend in inequality in a cluster of countries in West Africa - Burkina Faso,
Guinea, Mali, Mauritania and Niger - according to the available data from PovcalNet
(Figure 3). In most cases the inequality decline started in the mid-late 1990s, but the

strongest gini drops are in the second half of the 2000s, starting around 2005. These
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inequality declines coincide with a recovery in growth and an improvement in the terms
of trade.

While the literature on inequality in this region is relatively limited, it suggests
that crop prices explain most of this fall. The increase in food prices and some cash
crops during the 2000s benefitted poor, rural food producers and hurt comparatively
wealthier urban dwellers. There is also some suggestion that the higher food prices
increased rural agricultural wages. Consequently, the rural-urban income gap narrowed
and the income distribution compressed. Figure 4 plots the FAO food price index.
Prices began to rise in the early 2000s, spiked in 2008 and 2011, but have remained
considerably higher than in the 1990s. These drivers of change were thus largely
exogenous to domestic policymaking, although the fact that governments did not
intervene forcefully to hold down producer prices is noteworthy,”* and may reflect
growing rural bargaining power. Bates and Block, for instance, argue that increased
electoral competition in Africa since the late 1990s has led to greater government
responsiveness to rural interests, including through more favourable pricing of

agricultural produce.’

Figure 3. Gini indices for five countries in West Africa
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Figure 4. FAO food price index (deflated) 1990-2017
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Conclusion

In this paper we have brought the experience of nations which have seen inequality
decline in recent decades to the fore, in an effort to rebalance attention towards
inequality trends across developing countries, rather than examining the globe as a
single unit. This paper has reviewed the existing sources of inequality data and used the
best current estimates to identify recent inequality trends. While it is possible that this
picture will change if and when more data on top income shares becomes available, the
current state of knowledge suggests that there are significant parts of the world where
inequality has declined over the past two decades. We argue that these nations offer
important lessons for reflecting on theoretical debates about inequality and illustrate that
we should not assume that there are global secular and generic trends towards escalating
inequalities.

A first point to note is that most of our case study countries had comparatively
high levels of income inequality prior to the inequality decline. Latin America is
frequently deemed to have the highest levels of inequality in the world, while Thailand,
Malaysia and pre-revolution Iran had high inequality relative to their regional peers.
Many of these countries also had limited involvement in the First and Second World
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Wars, which may help to explain their high inequality in the post-war era.® These cases
indicate that there might be political limits to inequality escalation. When inequality in
Latin America rose to new heights in the 1990s, it appears to have triggered a
sufficiently strong political backlash to reverse some of the most egregious social costs
of neoliberal reforms. The same might be said for Thailand and Malaysia, and possibly
pre-revolution Iran. It is therefore possible to read these cases as examples of the
‘Kuznets waves’ proposed by Milanovic; the eventual restraining forces that are
unleashed once countries reach a particularly high inequality frontier.” In accordance
with Milanovic, these ‘benign’ restraints on inequality appear to be a consequence of
economic change and political pressures, i.e. endogenous to rising inequality.

Furthermore, the patterns we observe in this study suggests that external
economic forces have played a considerable role in inequality decline. Although there is
clearly important country variation, the regional commonalities in Latin America and
West Africa for instance, suggests that cross-national drivers are having similar effects
across countries with similar initial conditions. For instance, existing decomposition
studies point to the importance of factors such as rising agricultural prices, which
increased rural labour demand, as particularly relevant in the African cases. Changing
skills premia, driven by educational expansion and changing sectors of growth, are
thought to have been particularly important in Latin America and Asia, in line with
Tinbergen’s theory. Furthermore, improved terms of trade, macroeconomic stability and
healthier state finances allowed the expansion of social safety nets in Latin America.

Possibly because inequality had reached new heights in the 1990s, there was
also an active and successful political discourse around redistribution and policy
reforms that explicitly sought to ameliorate or reverse some of the inequality gains in
the preceding decades. In Latin America, Tunisia, Iran, Thailand and Malaysia for
instance, new political movements used a discourse of inequality to galvanize support
for reform and politicians justified their actions on inequality reduction grounds. While
the African dynamics remain understudied, recent scholarship has pointed to the

importance of democratisation in limiting the extent to which governments could

3 If we subscribe to the arguments by Piketty, Scheidel and others, that the world wars were the catalysts
for inequality decline.

22



suppress rural producer prices for commodities — arguably one of the main drivers of
rural-urban inequality in the early independence era.”

Yet we also need to recognise that among most of the countries highlighted in
this study, policy reforms were largely within the confines of an internationally-
sanctioned economic framework. Most countries continued to pursue macroeconomic
stability, few sought to increase state involvement in productive sectors, and most of the
reforms and investments in education and basic social safety nets had the blessing of the
World Bank and other international organisations.” An important question is therefore
whether these modest reforms have already run their course and whether we will now
see a swing back towards stable or higher levels of inequality. Furthermore, without
recourse to other inequality data sources, it is difficult to tell if declining gini indices are
mirrored by corresponding falls in top income shares, or whether the compression was
largely between bottom and middle.

It may also be too soon to reject the idea that institutional path dependence has
set countries at different inequality levels, in ways that make structural inequalities hard
to break.’® Despite a noteworthy convergence in inequality levels across regions of the
world, regional and country rankings have remained largely intact.

Yet these varied inequality trajectories offer some hope that inequality can be
moderated, if not radically altered, through comparatively peaceful means, without the
need for revolution, war or natural catastrophes. They point to some of the ways in
which popular demands have at times been met through democratic channels, such as
through increased education provision, income and pricing policies and social transfers.
Furthering such efforts to counter inequality are crucial for the sustainability of 21st
century societies across the world, and thus deserve sustained research and policy

attention.
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