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1 Introduction

Public attention to the global distribution of income is probably greater today than at any prior
time in history.! Yet we hear two very different narratives about global inequality. Many economists
claim that inequality has been falling in the world since around 1990.> For example, a New York
Times article by Cowen (2014) carried the headline ‘Income Inequality Is Not Rising Globally. It’s
Falling’.” This trend has been seen to be driven by falling inequality between countries—the
disparities in their mean incomes relative to the global mean. Some observers have been led to
anticipate a far more equal world ahead. In this vein, Beddoes (2012) writes: “The gap between the
world’s rich and poor will be far narrower in 2050,

This stands in marked contrast to the claims one often hears about the rising gap between the
wortld’s rich and poor. There are many examples. The website of Oxfam International® refers to
‘A world getting more unequal’ and an ‘inequality crisis’. Similarly, in a book on global inequality,
Hickel (2017: 16) writes that ‘inequality has been exploding’. Many observers point to the new
‘super-rich’. For example, as evidence of today’s huge global inequality, Basu (2018) observes that
‘the three richest persons have more wealth than all people of three nations—Angola, Burkina,
Congo DR’

Deciding which (if either) of these narratives one believes is clearly an important aspect of how
one evaluates overall social progress, and the efficacy of existing economic and political
institutions. Here too one hears different views. For example, Cowen (2014) argues that falling
global inequality is a sign of our success, and reduces the need for public redistribution, while
Hickel (2017) sees rising global inequality as indicative of a development delusion perpetuated by
international financial institutions striving to justify global capitalism.

This paper tries to make some sense of these differing narratives. One might dismiss one side or
the other as pootly informed, or as some ideologically driven conspiracy to hide the truth. But
these are not very satisfactory responses. Both sides have their data; indeed, their sources are
mostly the same. Conspiracies to delude are unlikely to work for long. The paper tries to probe
more deeply into the foundations of current evidence and debates. The focus is on income
inequality. Of course, there are also inequalities in wealth, and in ‘non-income’ dimensions of
welfare, such as health, education, rights, and freedoms. But income inequality is the obvious place
to start, given the attention it receives. The paper’s intended audience is not specialists on
measurement, but economists and others in the public at large using and interpreting data on
inequality.

The paper demonstrates that the view one takes of global income inequality—the stylized facts
one identifies—can be highly sensitive to relaxing some of the (often implicit) assumptions made
in measurement. Those assumptions relate both to how one deals with certain systematic data
deficiencies, and to the concept of ‘inequality’ one uses, including its ethical premises. The

! Evidence for this claim can be found by entering ‘global inequality’ and ‘global poverty’ in the Google Ngram Viewer;
here you will find the plot of the incidence of these phrases in all digitized text since 1950.

*See Anand and Segal (2017), Bourguignon (2016), Milanovic (2016), and Nifio-Zarazta et al. (2017).
? Cowen was drawing on the evidence in a working paper, subsequently published in Lakner and Milanovic (2016a).

* https:/ /www.oxfam.org/en/even-it/5-shocking-facts-about-extreme-global-inequality-and-how-even-it-davos
(accessed 15 November 2018).
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concepts favoured by economists and statisticians can differ substantially from those of the
population at large. While the paper does not come to a definitive conclusion as to which of the
two narratives described above is closer to the truth, it is hoped that by making the assumptions
explicit and comprehensible, it will make a more constructive debate possible.

The next section provides an overview of what we already know about global income inequality,
based on the prevailing approach in economics, though with some new empirics for developing
countries. Section 3 turns to issues pertaining to the underlying survey-based data, recognizing that
perceptions of inequality may be sensitive to aspects of reality not adequately captured in standard
data sources. The rest of the paper takes the data as given and turns instead to two conceptual
issues. Section 4 examines the issue of what trade-offs one accepts among different levels of living,
and points out that with sufficient ethical aversion to extreme inequality—in either tail of the
distribution—one will conclude that global inequality is in fact rising. Section 5 turns to the
distinction between absolute and relative inequality. The widespread use of relative measures rests
on a ‘scale invariance axiom’ (SIA) that is routinely assumed by economists measuring global
inequality but is unlikely to be widely endorsed by the public at large. Focusing instead on absolute
inequality there can be little doubt that global inequality is rising. But this also points to a potential
trade-off between absolute inequality and absolute poverty—an important trade-off that has
received rather little attention.

2 An overview of the evidence on global income inequality

Looking back over 200 years, the best available evidence suggests that global income inequality
was on a rising trend until about 1990 (Bourguignon and Morrisson 2002). This was mainly driven
by much of today’s rich world taking off economically from the early 19" century. Indeed, average
inequality within countries was stagnant or even falling over much of this period, most notably
over the middle 50 years of the 20" century.

This is believed to have changed dramatically around the end of the 20" century. The same
measures suggest that an overall pattern of falling inequality between countries emerged, alongside
rising average inequality within countries. Figure 1 shows the series of global inequality measures
from Bourguignon (2016). We see the fall in global inequality, markedly so in the new millennium.’
This has been driven by a decline in inequality between countries, which accounts for the bulk of
total inequality.® Average inequality within countries has edged upwards.

With falling global inequality and a rising global mean income, global measures of poverty are
expected to fall when judged against poverty lines that are fixed in real terms over time and across
countries. This is intuitive, although it is theoretically possible for any standard poverty measure
to respond perversely to lower inequality alongside a rising mean (Datt and Ravallion 1992).
Nonetheless, Chen and Ravallion (2010) show that the intuitive expectation is confirmed by the

> Anand and Segal (2008) provide a compilation of estimates of global inequality over 1960—2000 that suggest an
ambiguous picture, although most estimates show a decline in the 1990s. However, since their series only goes up to
2000, it misses the more marked decline in the new millennium (Figure 1).

¢ Unlike the popular Gini index, for the Theil class of indices (one of which is used in Figure 1), the within and
between components add up exactly to total inequality. (Exact aggregation for the Gini index only holds for non-
overlapping distributions.)



data; indeed, falling poverty measures are found over a very wide range of poverty lines (and
measures), up to (and beyond) the US official line.”

Figure 1: Global inequality and its between- and within-country components
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Source: Author’s illustration based on Bourguignon (2016: table 1).

‘Globalization’ has been seen as a major driver of these changes. A number of observers have
argued that globalization has simultaneously decreased inequality between countries and increased
it within them; see, for example, Bourguignon (2016) and Milanovic (2016). While the role of
globalization in determining global inequality is not the topic of this paper, it can be noted that its
causal role is not beyond dispute. Elsewhere, I have raised questions about the thesis that
globalization has produced the pattern in Figure 1, drawing on the evidence from research on both
growth and distributional changes (Ravallion 2018a).

There is much heterogeneity across countries and over time in the changes in the aggregate
statistics for within-country inequality in Figure 1. Inequality has been rising in a majority of
countries in the rich wotld, but not everywhere.” In a compilation of national Gini indices,
estimated on a reasonably consistent basis, Atkinson and Morelli (2014) find that inequality has
been increasing in recent years for about two-thirds of the 25 countries studied. (Only 7 of the 25
are developing countries, and inequality has been increasing in 4 of those.) There appears to have
been even more heterogeneity within the developing world. The developing countries with a trend
increase in inequality over the last 20 years or so include the two most populous, China and India,
which are clearly putting upward pressure on the (population-weighted) within-country
component of global inequality, such as in Figure 1. However, inequality is falling in many
developing countries; for example, there are clear signs that inequality has stabilized in China in
recent years (Cai et al. 2018; Kanbur et al. 2017). There is also evidence of a process of inequality

7 For recent evidence on both absolute and relative poverty see Ravallion and Chen (2017). For the latest estimates of
absolute poverty measures across multiple poverty lines see the World Bank’s PovcalNet site
(http:/ /iresearch.wotldbank.org/PovcalNet/home.aspx; accessed 15 November 2018).

s Depending on the time period, one finds falling inequality in (for example) Belgium, France, Greece, Hungary, and
Spain (Atkinson and Morelli 2014; Morelli et al. 2014; OECD 2011).
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convergence across countries, with inequality tending to fall in high-inequality countries and rise
in low-inequality countries, though the process appears to be slow (Ravallion 2003a).

Figure 2: Inequality within the developing world
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To provide an overall description for the developing world, Figure 2a plots one of the Theil indices
of inequality, namely the Mean Log Deviation (MLD) (also called Theil(0)), for the developing
world only, and its within- and between-country components.” The change in direction over the

? See Theil (1967). For an overview of these and other inequality measures see Cowell (2000).
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last few years appears to be mainly due to growth in China, which has surpassed the mean for the
developing world. Panel (b) of Figure 2 gives a breakdown of MLD by region. Latin America and
the Caribbean is the region with the highest average inequality among its countries, though this
has been falling since the early 2000s. There has been a trend increase in average inequality among
the countries of East Asia. Other regions have shown little trend either way.

These observations indicate that the idea of a common global force of economic integration
driving up inequality everywhere can be readily dismissed. Inequality appears to fall in some
developing countries when they are opened up to trade and grow in the aggregate, while inequality
increases in other countries (Ravallion 20006). There are clearly many other forces in play. Indeed,
during periods of economic growth we have seen falling inequality within developing countries
about as often as we have seen rising inequality. This was first demonstrated by Ravallion and
Chen (1997), and more recently by Ravallion (2004), using the longest available periods (‘spells’)
between two national surveys for the same country with the same welfare indicator (either
consumption or income). Using survey data up to the late 1990s, Ravallion (2004) found for 120
spells that the simple correlation coefficient between proportionate changes (annualized difference
in logs) in the Gini index and those for mean household consumption or income was -0.06. Figure
3 provides an update to Ravallion (2004) using an extra 10 or more years of survey data, thus
capturing the higher growth rates we have seen since 2000; the median date of the second survey
in the 144 spells is 2012. Inequality increased in about half the spells (70/144 for the Gini index
and 68/144 for MLD). The update in Figure 3 indicates a small positive correlation (r=0.18),"
which is statistically significant at the 5 per cent level.

Figure 3: Relative inequality and growth in household income per capita
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So there is more sign that the higher growth rates of mean household income seen in the new

millennium have often come with increases in income inequality in developing countries. However,
it is hardly a strong feature of even the new data in Figure 3. There are many instances of falling

' This also holds if one uses changes in MLD (r=0.20).



inequality in growing economies. Indeed, inequality is falling in half (59/119) of the countries with
positive growth in the mean in Figure 3. There is clearly a lot more to the story of what is driving
the country-level distributional changes observed in the developing world.

This paper will not go any further into explaining these changes in inequality at the country level.
Rather the focus will be on the numbers on global inequality, including both their statistical veracity
and their conceptual basis.

3 Data concerns

There are many data issues, related to the way consumption and income are measured in practice,
the design of the household surveys used, the price indices, and the census data."" This discussion
focuses on those issues that are likely to be important to global inequality measures.

Let us begin by summarizing the standard practices underlying the estimates in the previous
section. Almost all household surveys use personal interviews.'? The household data refer to either
consumption expenditure or disposable income, as reported by respondents for stipulated (often
rather short) recall periods. Standard practice by statistics offices is to use a survey instrument that
can cover all income soutrces and/or market goods and services consumed, including imputed
values for consumption from own production, as is important for farm households. However,
while cash transfers received from the government are included in the income aggregates, it
appears to be rare to include imputed values for in-kind public services consumed. Consumption
is used more often in developing countries, while income is more common in rich countries and
Latin America. (Consumption is often preferred to current incomes, as the latter tend to be more
variable over time, especially in rural-based economies. Given that such variability is to some
degree predictable, consumption will be a better indicator of current welfare.) This paper often
refers to ‘income’ as an abbreviation for either consumption expenditure or disposable income
(though it will be noted when the distinction matters).

It is well recognized that household income is not a sufficient statistic for average economic
welfare within the household. The aim is generally to obtain a monetary metric of the typical
welfare level within a household. The most common method in practice is to divide household
income (or consumption) by a deflator that reflects both prices and demographics (household size
and composition)."

" Further discussion of the data issues can be found in (inter alia) Anand and Segal (2008), Gottschalk and Smeeding
(1997), and Ravallion (2016a: part 2).

"2 The main option is phone interviews, though these are mainly found in rich countries. All the data issues discussed
here apply to phone interviews. There is evidence (for Austria) that phone interviews impart an additional (downward)
bias to inequality measures (Fessler et al. 2018).

" The deflator is interpretable as a poverty line (the personal cost of a fixed reference utility level) and the ratio is
variously called real income (up to a scalar) or the welfare ratio (Blackorby and Donaldson 1987). This is only an exact
money metric of utility under homothetic preferences. More generally, one requires an equivalent income function
giving the monetary income needed to attain the current utility level at fixed reference prices and household
characteristics (King 1983). This idea can also be applied with heterogeneous (non-homothetic) preferences (see, for
example, Fleurbaey and Blanchet 2013). Applications are still scarce. An example in the context of measuring poverty
can be found in Ravallion and van de Walle (1991).



3.1 Surveying errors

There are sampling errors of course, though the national surveys used in measuring global
inequality have large samples, and aggregating globally will probably further reduce the mean error.
However, there are reasons to suspect that the within-country component in Figure 1 is
systematically underestimated due to non-sampling errors.

An important source of bias is selective compliance with the randomized assignments done in
sampling, such that there is a lower probability of rich people being included in the final sample
used to estimate inequality measures. Such non-random compliance in surveys is a concern almost
everywhere, and may be becoming more worrying over time. Traditional survey instruments are
time consuming, often requiring many hours and often including multiple household members.
With rising living standards, the opportunity cost of time completing surveys is likely to rise; yet
surveys do not appear to be getting any shorter. Higher income households are likely to have a
higher marginal cost of survey participation given the opportunity cost of time. It can also be hard
to reach rich households due to gated communities and/or residences.

In theory, such selective compliance has ambiguous effects on the Lorenz curve and so does not
necessarily imply that inequality measures are underestimated (Korinek et al. 2006). However, the
evidence we have suggests that there is a bias. On re-weighting the data for the USA, Korinek et
al. (2000) estimate that correcting for selective compliance adds 5 percentage points to the Gini
index, bringing it from 0.45 to around 0.50. This method requires a common support assumption;
this fails if (for example) none of the super-rich participate in the survey.

There are also concerns about the under-reporting of incomes even when there is a response,
especially income from capital and illicit income sources. Under-reporting too has theoretically
ambiguous effects on standard inequality measures; if someone living well above the mean under-
reports their income in the survey, this will not necessarily reduce the popular Gini index (and may
even increase it), though such under-reporting will always reduce the MLD."

Reflecting both selective compliance and under-reporting, estimates using income tax records have
indicated larger ‘high-end’ incomes than found in surveys (Atkinson et al. 2011). Unlike household
surveys, income reporting for tax purposes is required by law, often with penalties for non-
compliance or false reports. However, the narrow coverage of income tax schemes in most
developing countries makes this a less convincing approach in such settings, though the data from
tax records that do exist can still provide a useful clue. Drawing on income tax records, Chancel
and Piketty (2017) provide estimates (requiring many assumptions) of inequality measures for India
that suggest considerably higher income inequality than that underlying the numbers for South
Asia in Figure 2. Similarly, the finding in Figure 2 of relatively low inequality in the Middle East
and North Africa, based on household surveys, changes when one draws on these other data
sources to better reflect the high end; see World Inequality Lab (2018) using its World Inequality
Database (WID)."” Anand and Segal (2017) estimate global inequality measures by combining
survey-based distributions with data on top incomes from the WID. Then the decline in global
inequality is only evident from 2005, with little sign of a trend either way prior to that.

My expectation is that inequality within countries is both higher and rising more than the data in
Figure 1 suggest, on the presumption that many newly affluent respondents are reticent to fully

' This follows from a result in Cowell and Flachaire (2018), namely that, when comparing two distributions that differ
in one person’s income, the greater the distance from equality, the higher the inequality.

15 https://wid.wotld/ (accessed 15 November 2018).
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reveal their gains or even to participate in surveys. It is unclear what bias if any would be imparted
to Figure 3.

3.2 Two neglected sources of bias

Two data issues that are relevant to inequality measures stand out as especially neglected in the
literature. The first relates to intra-household inequality. The standard (indeed, near universal)
assumption is that there is equality within the household. This is almost certainly wrong, and the
direction of bias is clear: we will underestimate overall inequality. Evidence on the magnitude of
this bias is scarce. In one of the few cases in which we can estimate the distribution of consumption
within households, Lambert et al. (2014) find a Gini index in Senegal of 0.60 when one attributes
to each person the average per capita consumption of his or her household. If, instead, each
individual is attributed the per capita consumption of his or her subgroup within the household,
then the Gini index rises to 0.63." It is unclear how this source of bias would affect the time profile
of inequality, though there is some evidence that gender inequalities are declining in some relevant
domains, notably schooling (World Bank 2011). Then we might conjecture that the impact of this
omission is becoming less important over time. If so, then this source of bias may attenuate the
rise in average inequality within countries.

The second issue relates to prices. Differences in prices between countries are dealt with using
purchasing power parity (PPP) rates of exchange. Since price levels tend to be higher in richer
countries (especially due to higher wage rates, implying higher prices of non-traded goods), using
PPPs rather than official exchange rates tends to reduce the level of inequality between countries.
For example, Milanovic (2005) shows that the global Gini index using PPPs is 0.65, compared with
0.81 using official exchange rates. PPPs are systematically revised at times in the light of the new
price surveys across countries (as used to estimate the PPPs) and methodological changes. The
PPPs from the 2011 round of price surveys saw upward revisions in the estimated real incomes
for some developing countries (notably in Asia), implying lower global inequality measures (Inklaar
and Rao 2017). It is well known that the price surveys that feed into the PPPs are biased toward
urban areas, but the extent of this bias has varied across regions of the world. Ravallion (2018c)
argues that the 2011 price surveys were less urban-biased in Asia than for prior years or other
regions, and that this change accounts for some share of the impact of the PPP revisions on global
inequality.

It is not common to include deflators for geographic cost-of-living differences within counties.
Within-country inequality is likely to be overestimated due to this omission. Using the data that
are available on regional price differentials for Canada and the USA, Lessmann (2014) confirms
that standard methods (ignoring spatial price differences) overestimate inequality measures,
though the trends over time are little affected. For developing countries, however, the expectation
is that spatial price differentials will be attenuated with economic development (notably through
lower transport costs due to better infrastructure). Then correcting for this bias can be expected
to reveal a steeper increase over time in inequality within countries.

Thus these two omissions in standard data sources—intra-household inequality and sub-national
prices—point in opposite directions, in terms of both the levels and the trends over time.

16 . . . . .
> One subgroup is the head; others comprise one or more of the wives and her children. Other evidence can be found

in De Vreyer and Lambert (2018), Haddad and Kanbur (1990), and Sahn and Younger (2009).

8



3.3 The role of nationality

In the prevailing practice among economists, ‘countries’ only have salience as arbitrary groupings
of people. There is no concept of ‘nationality’ underlying Figures 1 and 2. Yet many people seem
to care more about inequality within their country of residence than globally.

There are competing views on the relevance of national borders to inequality and policy responses.
Philosophers such as Singer (2010) argue that national borders, or distance, are not morally
relevant to the case for helping disadvantaged people whom we can help. By this view, one should
care about everyone, no matter where they live. This has been dubbed the ‘cosmopolitan view’."”
In the literature on inequality measurement, this view is seen as an implication of the ‘anonymity’
(or ‘symmetry’) axiom, which says that it does not matter who has which income. This is an ethical
premise of standard global inequality and poverty measures. Against this view, there is a
nationalistic approach whereby ‘global’” inequality is simply the average level of inequality in the
world. For example, this is how Eurostat (2015) measures overall inequality in Europe. Brandolini
and Carta (2016) postulate a social welfare function that treats people equally within the country
of residence but puts lower weight on foreigners.

This paper takes the cosmopolitan view. This does not deny that nations exist and that their
governments typically take actions to address inequality within their borders. The institutional fact
of nation states and the limitations of global institutions constrain what global redistribution can
be achieved in practice. These real-world constraints do not, however, diminish the moral case for
a cosmopolitan perspective on ‘global inequality’—a perspective that values all people of the world
equally, no matter where they may happen to live.

The cosmopolitan view still allows a role for nationality, independently of ‘own-income’. The issue
can be thought about in terms of omissions/errors in measuring individual welfare. Inequality and
poverty measures are summary statistics of a distribution of money-metrics of welfare. The type
of global inequality measure found in this literature implicitly characterizes individual welfare in a
rather narrow way, as solely a function of individual consumption or income as measured in
surveys. One way that national income may matter independently of own-income stems from the
longstanding idea of relative deprivation. This postulates a welfare loss from economic gains to
(say) co-residents that are not shared with the person in question. Then we can rationalize a
nationalistic view that ‘global inequality’ is just the average national inequality across countries.
This emerges as the limiting case in which only one’s relative income within the country of
residence matters.'®

Against this view, it can be argued that there are also (positive) external welfare gains from living
in a richer country that would not be reflected in survey-based own-incomes. A case in point is
Wagner’s Law (Musgrave 1969), namely that the share of national income devoted to public
services rises with income.'” While Wagner’s Law does not necessarily apply to all types of public
spending or all countries, it is a plausible assumption that richer countries have better public goods
and that these deliver gains in economic welfare that are not adequately captured in the survey-
based measures of current disposable income or consumption expenditure used in measuring
global inequality. Administrative and judicial capabilities tend to improve, creating more secure

'7 See the discussions in Brandolini and Carta (2016), Caney (2005), and Nagel (2005).

18 . . . . . . . .
Note that the national mean of the ratio of own-income to the national mean is unity for all countries, leaving no
inequality between countties.

" For evidence of this see Afonso and Alves (2017) and Akitoby et al. (2000).



economic opportunities that are not necessarily well reflected in current incomes. Mean income
can also pick up income opportunities not reflected in the recall periods used in surveys. Studies
of global subjective welfare suggest that people feel better off in richer countries at a given level
of own household income; one such study concludes that ‘a richer person in a rich nation would
be better off than a rich person in a poor country’ (Diener et al. 2013: 273).

In short, one can point to plausible arguments and some evidence to support the view that there
are positive external effects of living in a richer country at given own-income. This can stem from
the likely positive correlation between national income and factors conducive to a higher long-run
personal income, better public services, and greater security. None of these gains is likely to be
properly reflected in current incomes as measured in surveys.

The implication is clear: the (large) differences in average incomes found between rich and poor
countries create an extra (horizontal) inequality between their residents, not reflected in their
observed current incomes. This is a source of downward bias in prevailing measures of the
between-country component of global inequality. Yet the likelihood that living in a richer country
delivers gains to economic welfare that are not reflected in survey-based incomes has been entirely
ignored by past measures of global inequality.

What does this imply quantitatively for measures of global inequality?
3.4 Testing sensitivity to allowing national income to matter

To test the sensitivity of global inequality measures to allowing national income to matter to
individual welfare one needs to adjust survey-based incomes. It is assumed that this adjustment
does not change (relative) inequality within countries. All incomes within a given country are then
multiplied by a constant that depends on the national mean, preserving the distribution within
countries. Specifically, the adjusted income is mﬁyijt, where y;;(> 0) denotes the surveyed

income of household 7in country j at time 7 m;; is the corresponding mean injand & is a parameter
reflecting the extra value attached to (log) national income.” Global inequality is then measured
using the distribution of these adjusted incomes. The standard approach among economists (as
used in the estimates reported in Section 2) has @ = 0. When a = —1 we have the strongly relative
view of Hasterlin (1974) and others, whereby only relative income matters (Vije = ¥;je/Mje). (A
value of @ < —1 can be ruled out under the assumption that y;;, is non-decreasing in own-income
at a given value of relative income.) For —1 < a < 0, the welfare metric depends positively on
both own-income and relative income.” Then the adjusted (log) income is a weighted mean of log
survey-based income and log relative income (i.e. the log of adjusted income is (1+a)lny;;; —
aln(y;jt/m;e)). However, we can also allow that (on balance) a higher national mean implies higher
real income at given own-income, based on the surveys, i.e. @ > 0. Clearly this will yield a higher
between-country component of global inequality. The higher the value of a the greater between-
country inequality (Ravallion 2018b).

A clue to the value of a can be found in the literature on subjective welfare. In most of that
literature, either the samples are micro-data drawn for one country, or the analysis is based on

20 . . . . .

Alternatively, the effect of national income could be additive ({j; = ¥;j¢ + am;,). There are two reasons to question
this. First, it does not seem plausible that the gain from living in a rich country is constant for everyone in that country;
it would seem more plausible that it is greater for higher-income households. Second, the additive form does not allow
for relative deprivation, whereby adjusted income has a positive weight on y; . /m;;.

! This is the special case considered by Milanovic and Roemer (2016) and Ravallion and Chen (2013).
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comparisons of means across countries. What we need is a study of ‘global’ micro-data. One such
study is Helliwell et al. (2010), who report regression coefficients of subjective well-being on own-
income and national income (GDP per capita), both in logs; the ratio of the coefficient on log
national income to that on log own-income gives an estimate of a.” The regressions suggest a
positive value with an upper bound estimate around a = 0.5. However, there are also indirect
effects of national income through the other control variables used in Helliwell et al., so the true
value of a is likely to be higher. For example, the indirect effect via life expectancy alone would
add about 0.05 to the effect of log national income on satisfaction with life, which would raise the
upper bound estimate for @ to around 0.6 (Ravallion 2018b).

How much does the choice of @ matter empirically? Clearly the strong form of relative deprivation
theory (@ = —1) implies that global interpersonal inequality is far lower than prevailing measures
suggest, since it is then entirely within countries. This changes dramatically when one attaches a
positive value to national income (at given own-income), such as when living in a richer country
brings benefits in terms of access to non-market goods and services, and better opportunities for
private support. Figure 4 shows how the global MLD varies with a for 1993 and 2012. Global
inequality falls as long as @ > —0.6.> Also notice that the upward adjustment to the measure of
global inequality rises sharply with higher a.

Figure 4: Global inequality for various weights on (log) national-mean income
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Source: Author’s calculation based on Ravallion (2018b).

For even moderate (positive) a, global inequality is far higher than prevailing measures suggest,
and far higher than is found in the most unequal country (Ravallion 2018b). Indeed, the differences
in levels of inequality due to even rather modest differences in how one values national-mean
income tend to swamp the differences seen over time in standard measures, or the differences we
see between countries. They are also large relative to the impact of even a substantial
underestimation of the incomes of the rich. Suppose, for example, that incomes of all the richest

2 See also Diener et al. (2010) and Helliwell (2008).

 The intersection point is at @ = —0.66.
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1 per cent in the world are actually double the numbers in Lakner and Milanovic (2016a) for 2008.*
This would add about 0.1 to the MLD,” which is about the same as adding 10 per cent of log
national-mean income to log own-income to allow for the gains from living in an economically
better-off country.

In summary, the stylized fact that overall inequality has been falling since around 1990 is not
robust, though one only finds rising inequality with a seemingly high negative weight on national
income, such as due to a strong welfare effect of relative deprivation. The finding of falling
between-country inequality since 1990 is robust whatever value (positive or negative) one attaches
to national income in assessing individual economic welfare.

This discussion has focused on data-related issues. The rest of the paper will largely take the data
as given and focus on the conceptual foundations of prevailing measures.

4 Ethical aversion to extremes in either tail

It has long been recognized that an inequality index can be thought of as a summary statistic of
the normative judgements made about how different levels of income are weighted in assessing
social welfare. This was made explicit in Dalton (1920) and developed further by Atkinson (1970),
who proposed a class of inequality measures in which the aversion to inequality is represented by
an ethical parameter, reflecting the trade-offs allowed between incomes at different levels. (The
discussion returns to this measure.)

We must first unpack Figure 1 to see how income gains were distributed by level of income.
Milanovic (2013) and Lakner and Milanovic (2016a) provide an informative picture of the
evolution of income distribution in the world. They plot the proportionate gain in income over
1988-2008 against fractiles of the income distribution, as reproduced in Figure 5; this is a version
of a ‘growth incidence curve’ (GIC) (Ravallion and Chen 2003).”° Figure 5 has been dubbed the
‘elephant chart’, since it traces the shape of an elephant’s head with its trunk held high. On the
right side we see rising inequality in the rich world; between the 80" percentile (from the bottom)
and the top 1 per cent globally we see a steeply positive curve (the elephant’s raised trunk), rising
from near zero growth to over a 60 per cent gain for the top percentile. But we also see something
equally striking—the marked proportionate rise in incomes for those near the middle of the global
distribution (the elephant’s massive and expanding head). This came with considerably slower
growth for the poorest decile.

** Lakner and Milanovic estimate that in 2008 the world’s richest 1 per cent had an average income of US$64,213
(converted at PPP for 2005), while the overall mean was US$4,097.

% T et all incomes of the richest p" proportion of the population, with income share s”, be underestimated by a factor
k. Then the change in MLLD is (s" — p") Ink.

%0 The methodology used to construct the GIC in Figure 4 is explained in Lakner and Milanovic (2016a). Note that
the version of the GIC in Lakner and Milanovic gives growth rates for ventiles (with the top 1 per cent separated out)
rather than percentiles. This smooths their curve. The percentile version can be found in Corlett (2016). This shows
negative growth rates among the poorest and in a neighbourhood of the 80th percentile. These have been averaged
out in the Lakner and Milanovic version, as also in Milanovic (2016). The negative values at the bottom probably
reflect compositional effects, given that the set of countries is not held fixed. This is consistent with the fact that the
quasi-non-anonymous GIC in Lakner and Milanovic (2016a: figure 5) does not show any negative growth rates.
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Figure 5: The elephant graph of Lakner and Milanovic
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Source: Author’s illustration based on estimates in Lakner and Milanovic (2016a).

Based on the elephant graph, Milanovic (2016) argues that the rich world’s lower-middle class—
by interpretation, those living around the 80" percentile of Figure 5—have seen little or no gain
from globalization. This is in marked contrast to the middle class of the developing world, who
have seen substantial gains in the wake of the falling incidence of absolute poverty.”” The largest
percentage gain in the elephant graph is close to the global median. In Milanovic’s interpretation,
the emerging middle class in the developing world have been the big gainers from globalization,
while the losers were the (relatively) poor and middle class within the rich world.

Whether or not one agrees with Milanovic on the importance of globalization to the elephant
graph, it is clear that this is a much more ambiguous picture of distributional change than suggested
by the claim that ‘global inequality is falling’. The global Lorenz curves intersect internally, both at
low percentiles and in the second decile from the top, as can be seen in Figure 6. While the overall
Gini index fell (from 72 per cent to 71 per cent), this came with a marked inward shift of the
Lotenz curve around the middle—between the 30™ and 80™ percentiles—and an outward shift
among the top decile, and a declining share for the poorest 5 per cent. The Lakner-Milanovic
estimates imply that the share of the world’s top 1 per cent rose from 12 per cent to 15 per cent
between 1988 and 2008. Some valid inequality measures (such as the Gini index and the Theil
index, as in Figure 1) can show a decrease, while other equally valid measures do not. This is an
implication of the fact that there is not Lorenz dominance in Figure 6.*

%" Ravallion (2010) argues that the developing world’s middle class can be defined as those who are not poor by typical
standards in poor countries, but are still poor by the standards of rich countries. The middle class has expanded greatly,
and was around 50 per cent in 2005 (by the specific measure used in Ravallion 2010), and is undoubtedly higher still
today.

* Lorenz dominance requires that one Lorenz curve is entirely within the other up to its end points. Such dominance
implies an unambiguous ordering for all measures satisfying the Pigou-Dalton transfer axiom (Atkinson 1970).
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Figure 6: Lorenz curves for global income 1988 and 2008
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Consider now the Atkinson (1970) index. This has a parameter € reflecting the aversion to
inequality; a higher value of € implies that one is willing to incur a greater loss when transferring
money from the rich to the poor (i.e. a lower share actually reaching the poor) and yet still judge
that social welfare has increased. More precisely, the Atkinson index can be written as

)

n y

where y; is the income of person 7/=1,..,# while the overall mean is ¥, and where € > 1 is the ethical
parameter reflecting inequality-aversion;” the higher the value of € the greater the loss one is
willing to incur when transferring money from the rich to the poor and yet still judge that social
welfare has increased. In Ravallion (2018a) I calculate that the Atkinson index of global inequality
fell over 1988-2008 for &€ < 4 but that inequality rose for € = 5. This is a high value for the
Atkinson parameter compared with those found in the literature, which are rarely above 2.
(Atkinson’s (1970) illustrative calculations of his index tested sensitivity up to 2.5.) The upshot of
these observations is that with sufficiently strong aversion to inequality, one will judge that global
inequality has risen over this period.

Like the Gini and Theil indices, the Atkinson index satisfies the Pigou-Dalton transfer axiom,
namely that any (mean-preserving) transfer for which the donor has a higher income than the
recipient reduces inequality. This axiom need not be universally accepted. In a survey I did in 2018
of my undergraduate students (using a confidential computer-based survey tool) I asked which of
these two distributions had higher inequality: A: (2, 4, 6, 10) or B: (2, 5, 5, 10). The transfer axiom
says A but 31 per cent of my students said B. I also asked the same question using the anonymous

* For & = 1 the Atkinson index is 1 minus the ratio of the geometric mean to the arithmetic mean.
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polling tool in Twitter. Out of 214 respondents in a 24-hour period, I again found that about half
(53 per cent) ranked the two distributions consistently with the transfer axiom. By contrast, 21 per
cent said B was more unequal, while the remained said that the extent of inequality was no different
between A and B.

In exploring this further with my students, I found that almost all (92 per cent) said that (2, 4, 6)
was more unequal than (3, 4, 5), consistently with the transfer axiom.

So it is not that those who thought that (2, 5, 5, 10) was more unequal than (2, 4, 6, 10) generally
rejected the transfer axiom; rather (as came out in class discussion), they put extra weight on the
greater inequality in the tails, notably among the ‘rich’. The fact that the richest person, with an
income of 10, had relatively more than the next richest was a troubling feature of B to my students,
and outweighed the more equal middle. This is an example of what can be called an ethical aversion
to ‘high-end inequality’, and it may override the Pigou-Dalton principle, and not be reflected in
any standard inequality index.

Of course, the fact that growth is positive for such a large segment of the population in Figure 5
is good news. This ensures that we see a reduction in any standard measure of absolute poverty
(for which the poverty line is fixed in real terms over a wide range of possible poverty lines).
Indeed, one finds first-order dominance over this period, for a very wide range of poverty lines,
up to and beyond the US official line (Chen and Ravallion 2010, 2013).”

However, there has been much less progress for the world’s poorest, who can reasonably be said
to have been ‘left behind’. We already saw a hint of this in the elephant graph (Figure 5). But this
graph is highly aggregated at the bottom. We need a lens with higher magnification, and we need
to fix the set of countries to avoid selection bias. To see how the poorest are doing we need to
measure the floor to living standards—below which their density is zero and above which it is
positive. The floor cannot be reliably measured by the lowest observed consumption or income in
a survey, which is likely to be a noisy indicator. Elsewhere I have proposed that the floor should
be estimated instead as the weighted mean consumption of those living below some level, with

higher weight on people with lower observed consumption (Ravallion 2016b). When the weights
SPG

¢
PG

which there is no chance of being the poorest person, while SPG and PG are the squared-poverty
gap and poverty gap indices using z as the poverty line. This measure indicates only very modest

growth in the floor, which is still barely above a survival level (Ravallion 2016b).

decline linearly, the expected value of the floor is z(1 — , where z is the income level above

For the purpose of this paper, Figure 7a provides an update of the estimates in Ravallion (2016b).
I have set z at the World Bank’s international poverty line of US$1.90 per person per day at 2011
PPP. Since around 2000, the developing world has seen a substantial increase in mean
consumption, but this has clearly not been shared by the poorest. We see both absolute and relative
divergence between the floor and the mean. One caveat on Figure 7a is that the data include
income surveys (about one third of the 2,400 household surveys on which the figure is based).
Current incomes can be zero or negative, but this is probably not indicative of living standards
given the scope for saving and (possibly) borrowing. However, the estimated floor rises only

% First-order dominance implies an unambiguous poverty ranking for all additive measures (Atkinson 1987). Note
that first-order dominance is not implied by the Lakner-Milanovic GIC. However, this reflects the fact that the set of
countries is not fixed; when one holds countries constant, one obtains positive growth rates at all percentiles in their
data set (Lakner and Milanovic 2016a: figure 5).
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slightly if one takes out the income surveys and only uses consumption, as can be seen in Figure

7b.

Figure 7: Consumption floor for the developing world

(a) Using both income and consumption surveys

9 Overall mean

Floor

8
7
6
5
4
3
2
1
0

Mean consumption in S per person per day

1980 1984 1988 1992 1996 2000 2004 2008 2012 2016

(b) Separating out consumption surveys

o

a

o 1.0

i

i

o

o

> 038

3 —— Floor (income and consumption surveys)
S

3] ~~—= Floor (consumption surveys onl
2 06 ( p ys only)
c

o

2

]

g 04

—

7]

o

v 0.2

R

—

3

— 0.0

1980 1984 1988 1992 1996 2000 2004 2008 2012 2016

Source: Author’s calculation based on Ravallion (2016b).
This finding, that the poorest have seen rather little progress, raises a serious moral concern about
how the distribution of income is evolving in the world. The concern echoes social policy

discussions, which have often put emphasis (at least in their rhetoric) on the need to raise the floor.
For example, the desire to ‘leave no one behind’ is prominent in the United Nations Sustainable
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Development Goals (SDGs)”', although these results suggest that the first SDG of eliminating
extreme poverty by 2030 is a long way from being attained, given that the floor would need to rise
to the level of the poverty line. There is a (statistically significant) positive slope over time to how
the floor has evolved, but the rate of increase is clearly very small (Figure 7). At this rate of
progress, extreme poverty will not be eliminated for another 200 years or more (Ravallion 2018d).
In the period from the middle of the 19" centuty to the middle of the 20", during which today’s
rich world virtually eliminated extreme absolute poverty, more progress appears to have been made
in raising the consumption floor than we are seeing in the developing world today (Ravallion
2016b).

We have seen that introducing a stronger ethical aversion to inequality changes the assessment of
whether global inequality is increasing. If one puts a very high weight on the poorest, one will also
conclude that global inequality is rising. The same is true if one introduces greater aversion to
rising high-end inequality. These two factors—the lack of progress for the poorest, and steep gains
to the richest—thus point in the same direction.

The findings of this section also point to the limitations of some widely used inequality measures.
As noted, the fact that there is not Lorenz dominance implies that some measures will show a
decrease in global inequality and some will show an increase. This relates to the underlying
differences in the ethical weights attached to changes at different income levels. Measures such as
the ratio of the mean to the median and the inter-quartile range may be quite insensitive to what
is happening at the tails, among the poorest and the richest, though (by the same token) they will
be more robust to errors in the tails than other measures.

5 Absolute inequality

The empirical literature has focused almost solely on measures of relative inequality, whereby the
measure depends on the ratios of incomes. This class of measures follows from the scale
independence axiom (SIA) in the theory of inequality measurement, which says that the measure
of inequality does not change when all incomes are multiplied by a constant. However, this s an
axiom. It need not be accepted. The alternative axiom is translation invariance, which says that the
inequality index is unaffected by adding a constant. This yields absolute inequality measures that
depend instead on the absolute differences (not normalized by the current mean). The choice
depends entirely on which axiom one prefers—scale invariance or translation invariance. There is
no right or wrong answer, as theoretical papers on inequality measurement have long recognized.”
Yet the bulk of the applied work on global inequality has used relative measures.” Indeed, this is
typically done without even noting the fact that the option exists of using absolute measures.

Two examples illustrate the difference. Consider first the Gini index. The absolute Gini index is
simply the average absolute difference between all pairs of incomes, ¥; ¥;|y; — y;|/2n? (one can
normalize by a fixed reference mean). By contrast, in calculating the relative Gini index all
household incomes are normalized by the current mean. The second example is the standard

3 https:/ /www.un.org/sustainabledevelopment/sustainable-development-goals/ (accessed 15 November 2018).

2 See, for example, Blackorby and Donaldson (1980), Bosmans and Cowell (2010), Chakravarty and Tyagarupananda
(1998), Dalton (1920), and Kolm (1976).

3 Exceptions are Anand and Segal (2015), Atkinson and Brandolini (2010), Nifio-Zarazua et al. (2017), and Ravallion
(2003b, 2004, 2014).
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deviation, s = (X;(y; — y)z)l/ 2. This is clearly an absolute inequality measure, since adding a
constant to all incomes leaves it unchanged. (The same is true of the variance, s2.) Consider instead
the coefficient of variation, s/y. This is the corresponding relative inequality measure, in that
multiplying by a constant leaves the measure unchanged.

There is no sign of a popular consensus on this issue. A number of experiments (all with university
students to my knowledge) have found that 40—-60 per cent of participants (in the UK, Israel,
Germany, and the USA) think about inequality in absolute rather than relative terms.”* In the
aforementioned surveys of my students at Georgetown I found that the majority do not accept
the SIA. For example, when asked which of the two income distributions, (1, 2, 3) and (2, 4, 6),
has higher inequality (if either), 258 (56 per cent) out of 460 students said it was the latter
distribution. When comparing (2, 4, 6) with (4, 8, 12), 57 per cent said that the latter had higher
inequality. Similarly, in my aforementioned Twitter survey, out of 247 responses in a 24-hour
petiod (21/22 November 2018), 48 per cent said that (2, 4, 6) had higher inequality than (1, 2, 3),
while 45 per cent said inequality was the same. While these are hardly random samples drawn from
any well-defined population, they are at least consistent with the view that many people view
inequality as absolute not relative.

Even if relative inequality does not change during a period of growth in mean income, the absolute
income gains to the rich will obviously be greater than those to the poor, given existing inequality.
We saw in the previous section that a focus on the poorest suggests rising inequality, both relative
and absolute. Figure 8 gives the absolute GIC—the US$ gains across percentiles of the whole
distribution. Compared with Figure 5, the elephant’s head has shrunk greatly relative to the trunk.
Over this 20-year period, the absolute gain in mean daily income of the poorest 5 per cent was 7
cents per person, while for the richest 1 per cent it was almost US$70 (and the latter number could
well be an underestimate, as noted in Section 2). In absolute terms, the developing world’s middle
class and (especially) its poor have gained rather little; it is only because they started off so poor
that the elephant’s head is so large in the (relative) GIC in Figure 5. While the relative Gini index
fell slightly (from 0.72 to 0.71), the absolute version rose appreciably (from 0.72 to 0.90).”

¥ The literature on survey-based perceptions of inequality has followed Amiel and Cowell (1992), who found that 40
per cent of the university students they surveyed (in the UK and Israel) thought about inequality in absolute rather
than relative terms. Harrison and Seidl (1994) report similar findings for a large sample of German university students.

% For the purpose of this calculation I have normalized the indices such that the two are equal in 1988.
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Figure 8: Elephant or serpent? Incidence of the absolute income gains corresponding to Figure 5
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Source: Author’s calculation based on estimates made by Lakner and Milanovic (2016a).

We saw in Figure 3 that there is weak correlation between changes in the relative Gini index and
growth rates. The correlation becomes much stronger when one switches to the absolute Gini
index, as can be seen in Figure 9. Higher rates of growth in the overall mean come with steeper
increases in absolute inequality. This is hardly surprising, given that the absolute Gini index is (up
to a scaler) the relative index times the mean. However, the comparison of Figures 3 and 9
underlines the sensitivity of statements about inequality and growth to the axiomatic foundations.
Switch out one axiom and the picture changes a lot. The (many) people who view inequality as
absolute rather than relative will probably see sharply rising inequality in growing economies. They
are not wrong; they simply have a different concept of what ‘inequality” means.
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Figure 9: Absolute inequality and growth in household income per capita
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When combined with the tendency for measures of absolute poverty to fall with growth in mean
income, the (strong) tendency for absolute inequality to rise with that growth points to a trade-off
between reducing absolute inequality and reducing poverty, as discussed in Ravallion (2005). Figure
10 plots the annualized growth rate of the headcount index of absolute poverty (using US$1.90 a
day) against the corresponding growth rate in the absolute Gini index (as used in Figure 9).* This
pattern suggests that those who see inequality as absolute and give high priority to reducing it may
well find themselves living in an absolutely poorer world given current growth processes. Greater
clarity is needed on what trade-offs one is willing to accept between reducing absolute inequality
and reducing absolute poverty.

Will we see absolute inequality start to decline at some point in the future? That depends on what
absolute gaps we focus on and whether relative inequality is declining. If we are talking about the
world’s richest 1 per cent (say) and the poorest 1 per cent, it is plain that we will not see a declining
absolute gap in the foreseeable future if recent trends continue, since we are not even seeing falling
relative inequality between the two groups of people.

% The correlation coefficient of -0.37 (n=136) is significant at the 1 per cent level. If one drops the outlier with the
highest rate of increase in the poverty rate (Figure 10), the correlation coefficient drops to -0.28 (n=135) but it is still
significant at the 1 per cent level.
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Figure 10: Plot of changes in absolute poverty against changes in absolute inequality across developing
countries
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There is a range of ‘middle’ incomes for which recent trends do suggest declining absolute
inequality over the next few decades. Compare the world’s middle incomes—the 50"—60"
percentiles, say (just above the global median)—with the income of the 80"-90™ percentiles, i.e.
the group that Milanovic (20106) identifies as the rich world’s ‘middle class’. The elephant graph
(Figure 5) shows that the former group has seen its incomes growing strongly, at 3.6 per cent per
annum, over 1988-2008, while the latter group has seen little growth (0.23 per cent per annum).
The ratio of mean incomes in 2008 was 5.7 (Lakner and Milanovic 2016a: table 3). Then it can be
readily verified that absolute inequality between the two will decline, though it will take 53 years
for the two income levels to converge if recent trends continue.”” One might question whether a
near zero growth rate of the rich world’s middle class is politically sustainable. Suppose instead
that this income group sees a 1 per cent per annum growth rate, with all else unchanged. Then the
absolute gap between the rich world’s middle class and the world’s middle will 7Zse for the next 20
years, and only then start to fall, vanishing after about 70 years.

Such calculations should be taken with a grain of salt. They only serve to illustrate that absolute
inequality is likely to persist for some time even with falling relative inequality. Indeed, with current
trends, the gap will rise between the world’s richest and poorest, as may the gap between the rich
world’s middle class and the new middle class of the developing world.

In(y1/y0)
In(go/91)
income of group i=0,1 (whete y; > y,) and g; is the corresponding growth factor (1+growth rate).

7 Let t* be the number of years required for the two incomes to equalize. Then t* = where y; is the base year
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6 Conclusions

It is important to know how robust prevailing measures of global income inequality are to relaxing
the (often implicit) assumptions made in measurement. This is not just an academic question. The
measures used to inform public debates should accord with popular perceptions of what
‘inequality’ means. That is almost certainly not the case at present. And this provides a clue to
understanding the differing narratives one hears on what is happening to inequality.

Within-country measures based on standard data sources may well underestimate inequality,
though some data deficiencies point in the opposite direction. There are many issues, but one
stands out in my view: selective compliance with the randomized assignments in surveys. This is a
serious and (possibly) increasing concern for measuring inequality almost everywhere. This does
not necessarily imply that inequality measures are underestimated, but the evidence so far suggests
that they are. Appropriate re-weighting methods can address this problem in a way that is internally
consistent with the survey, but it may still miss the extremes. Triangulation with other data sources
(such as income tax records when coverage and compliance are adequate) can also help correct
the problem. Going forward, the technology of surveying may need to adapt if it is to produce
distributional data that represent well the relevant populations. Better linkage across survey and
administrative databases will also help.

When one considers the conceptual foundations of prevailing approaches, one finds further
reasons to question the robustness of the claim that global income inequality has been falling over
the last 30 years. With sufficient ethical aversion to lack of progress by the poorest, or to steeply
rising top incomes, one concludes that global inequality has been rising. A focus on the middle of
the global distribution suggests that relative inequality is falling, though it will clearly be a long time
(50 or more years) before the developing world’s emerging middle class catches up on average
with the rich world’s middle class.

Rising global inequality is also indicated if one holds a very strong concern about relative
deprivation (or, equivalently, a highly nationalistic perspective on global inequality). However, a
more serious omission in prevailing measures may well be that they do not allow for the benefits
of living in a richer country at any given level of own-income as measured in surveys. With even a
seemingly modest positive effect of national income on individual welfare, global inequality is far
higher than we think, though still falling over time.

A credible argument suggesting that global inequality may in fact be rising is found in concerns
about the commonly assumed (but contentious) scale invariance axiom (SIA). It appears that many
people do not accept the relativism implied by this axiom; instead, they look to the absolute gaps
between ‘rich’ and ‘poor’ in assessing inequality. Then we see clear signs of rising absolute
inequality in growing economies. We also see that the world’s poorest are being left behind in the
wave of higher rates of economic growth in the new millennium. While there are fewer people
living near the world’s floor of living standards, that floor has risen little despite overall economic
growth. A measure based on the income gaps across the whole distribution indicates that absolute
inequality has been rising globally with economic growth, and that can be expected to continue for
some time given the current level of inequality.

The measurement issues reviewed here are salient to the debates on globalization. Different sides
in that debate often appear to hold different ideas about what ‘inequality’ means (though at times
one also hears claims that have no imaginable basis in reason or fact). Those who talk about the
widening gap between rich and poor appear to have in mind absolute inequality, not relative
inequality. Yet one cannot say that one of these concepts is right and the other wrong; the
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difference is based solely on the choice between two rival axioms in the theory of inequality
measurement. The standard definition in terms of relativities can be questioned; if one does not
accept the SIA, one can justifiably reject relative measures in favour of absolute ones (satisfying
the translation invariance axiom). In this respect, the measurement tools used in this literature
appear to be woefully inadequate for informing the public discourse about ‘inequality’.

In conclusion, the claim that global income inequality has been falling over the last few decades
holds over a subset of the defensible measures, but only a subset. This ambiguity belies the
(confident) claims one often hears, with one side predicting a far more equal world ahead, and the
other claiming that development has failed. Given the scope for sensible people to disagree on the
desirable properties of an inequality measure—and there is no scientific justification for the near
monopoly of relative measures in applied work by economists—more productive debates on
globalization and development might be possible if both sides better understood what concepts
of inequality they are using. To talk about ‘inequality’ without making explicit whether one means
absolute or relative inequality is especially problematic. The non-robustness found in this paper
also points to the limitations of both a single concept of inequality and any single overall measure,
such as the popular Gini index. A single measure is unlikely to be acceptable to everyone.
Thankfully, the more flexible tools that are now available for representing distributional change,
such as (absolute and relative) growth incidence curves, can be used to better inform public debates
on this topic.
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