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La longue dureée

The definition of the three long-run periods
(“ages”) from the Industrial Revolution until
today




Estimated global income inequality 1820-2018 (using 2011 PPPs)
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The past thirty years in the world:

the greatest reshuffle of individual income
positions since the Industrial Revolution
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The emergence of the global median or middle class

Global income distribution in 1988, 2008 and 2018
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twoway (kdensity loginc_11_11 [w=popu] if loginc_11_11>2 & bin_year==1988 & mysample==1, bwidth(0.14)) (kdensity loginc_11_11 [w=popul] if loginc_11_11>2 & bin_year==2008 & mysample==1, bwidth(0.14) title("Global income distribution
in 1988, 2008 and 2018")) (kdensity loginc_11_11 [w=popul] if loginc_11_11>2 & bin_year==2018 & mysample==1, bwidth(0.2) Iwidth(thick)) , legend(off) xtitle(log of annual PPP real income) ytitle(density) text(0.78 2.5 "1988") text(0.8 3.3
"2008") text(0.72 3.6 "2018") xlabel(2.477"300" 3"1000" 3.477"3000" 4"10000" 4.699"50000", labsize(small) angle(90))
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Conversion of local
currency income into

Measure of inequality

How to measure it?

International dollars

US dollars at market
exchange rate

Relative

Absolute

A Compares welfare
Most common approach

C Compares welfare
Tends to increase with the
rise in mean income

B Compares ability to
purchase internationally-
priced goods

D Compares ability to
purchase internationally-
priced goods



Urban China vs. the United States, 2018 (all in SPPPs)
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Core and periphery in 2018 (in PPPs)
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Core and periphery in 2018 (in dollars at the market exchange rate)
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The high globalization: 1988-2008
(from the Fall of the Berlin Wall to the
Global Financial Crisis)




Real income growth at various percentiles of global
income distribution, 1988-2008 (in 2005 PPPs)
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“The interregnum”

Between the financial crisis and covid,
2008-18



After the financial crisis: 2008-13

Global growth incidence curve 2008-13 (PPP dollars)
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Global growth incidence curve 2013-18
(cumulative per capita growth; real 2018 PPPs)
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Thus we have the global data for the past
30 years: From the end of communism to
the beginning of the new Cold Wars




Compare_08_18.xls

Annual real per capita income growth (in %)
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But absolute real income gains remain strongly pro-rich
2008-18
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What happened at the bottom of global income
distribution, 2008-187?

* Lots of Chinese rural population “evacuated” the bottom global quintile:
from 200 million in 2008 to 75 million in 2018. This creates more than 125
million of “empty slots” (plus the additional slots due to the rising world
population). Poor Chinese deciles grew at an average rate of 10-12 percent
over that period.

* Who filled the “empty slots”? Primarily, Southern Asia: Bangladesh added
76 million, Pakistan 56 million. Nigeria also too added 50 million to the
bottom quintile. The Indian Subcontinent now accounts for more than one-
half of all people in the poorest global quintile.

e Standard mechanism of relatively high growth among the poor who were in
the bottom quintile in both years: Vietham 12.5% per annum, Ethiopia
8.7%, Ghana 9.8%, Kenya 6.9% etc.



The middle: the greatest reshuffling of global
income positions since the Industrial Revolution

* Rich countries’ lower parts of income distributions shifted down in
terms of their global income positions, e.g. their lowest deciles which
thirty years ago were (say) at the global 70t" percentile are now at the
60th.

* The global positions of the upper halves of the rich countries’ income
distributions are not affected because the Asian middle classes have
not yet entered en masse these high percentiles.

* To keep their relative global positions, lower parts of rich countries’
distributions must grow at Asian (or Chinese) growth rates.



Urban China, 1988 and 2018 Italy, 1988 and 2018
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Germany, 1993 and 2018
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Poland, 1988 and 2018 Brazil, 1988 and 2018
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Percentile in global income distribution

100

90

80

70

60

50

40

30

Serbia in 2003 and 2018 Positions of Croatia, Serbia and Slovenia in 2018

100
90
80
70
60

50

Globalni percentil

40

30

20

10

=
N
w
S
vl
[e)]
~N
[e]
(o)
B
o
=
N
w
N
(]
[e)]
~N
oo
O
)

National decile Naionalni decil

e ) )03 2018 —@—Hrvatska —@—Srbija —@®—Slovenija



The global top 1 percent



The global top 1% is still mostly “populated”
by the rich from the Western countries

* 82% of the people in the global top 1% are from western Europe,
North America and Oceania.

e Countries with the highest share of the global top-1-percenters are

Luxembourg 14%, USA 12%, Hong Kong and Singapore about
10%, and Switzerland 9%.

* West European countries: between 3 and 5 percent.
 (All data in international per capita dollars).
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The present: the period of big external shocks



The greatest setback to global poverty and
inequality reduction since the Second World War.

* Figuring out what is happening with global income distribution
in real time has become very difficult because of three non-
economic discrete shocks that are very broad (affecting many)
and statistically hard to grasp and forecast.

* The first shock was covid which is still ongoing. It affected
inequalities everywhere, but in an uneven way: e,g. inequality
in the US declined in 2020 thanks to large gov’t transfers
(CARES Act), but in many poor countries it went up.

* Unprecedented role of government spending in offsetting the
economic effects of the crisis.



* The second shock are the US-China trade tensions and their
deteriorating economic relations. That shifted some value chains
away from China and might have affected inequality in both China
and the US negatively. But we do not know empirical effects yet. The
shock is still ongoing.

* The third shock is the Russia-Ukraine armed conflict. It is affecting
Ukraine through destruction and income decline, and Russia through
severe trade disruption (sanctions). The rest of the world is affected
through higher prices of energy and gas, that represent large share of
poor households consumption.

* The fourth shock is the war in Gaza. Destabilizes the entire region,
leads to destruction and to more military vs civilian spending.



* When one adds all of that, it is clear we are facing the largest setbacks
to global poverty and inequality reduction since the end of WW?2.



What next for global inequality?

* Probable increase of global inequality after 2020.

* The ambivalent role of China: it has become upper middle-income
country and its growth can no longer drive global inequality down
(see the next slide);

 substantial income decline in India and hence addition to inequality;
* impossibility of predicting growth rates in large African countries.

e Our attention shifts from China to Africa.

* The basic story is one of unpredictability.



In 2022, for the first time since 1976 China’s growth adds to global
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The most important probable future developments

* For the first time in two centuries, Western middle classes will not be in
the global top quintile.

* Global top percentiles will be increasing populated by Asians. The
change will be substantial and sudden because of Asian population size.
Important psychologically because the entire modern period was a
period of Western income (and wealth cum military) dominance. Effect
on consumption patterns.

* Rich Atlantic and Pacific coasts will leave most of the Eurasian landmass
SjRussia and Central Asia) relatively poor and with low population
ensity.

* Huge and possibly increasing Europe-Africa gaps will “feed” migration
pressure for a long time. Europe needs to find a solution for that. If

China’s BRI helps Africa grow, an unlikely partnership between Europe
and China is possible.

* But will Africa grow?



How likely is Africa to grow fast & reduce global
inequality? That is, can Africa become a new China?

Assume that it requires a growth rate of 5% per annum per person for five years.

There are only 7 such episodes between 1950 and 2020, and if we drop those driven by
higher oil prices, there are only four: Botswana (2m), Ethiopia, (114m), Cote d’lvoire
(26m), Cape Verde (0.5m).

Botswana 1969-83 15
Cote d’lvoire 2013-17 5
Cape Verde 1994-98 5
Ethiopia 2005-18 14
Gabon 1962-66/1970-76 5+7

Eq. Guinea 1993-2005 13
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 Africa had 64 episodes of 5 years by 5% growth vs. 216 for Asia.



Three questions

* Are you in favor of most countries’ average incomes per person
becoming similar, like Morocco’s income similar to Denmark’s,
Chinese income to American, Burma’s income to Japan’s?

* Are you in favor of incomes of individuals in the world becoming
more similar? So, not only average incomes from Question 1 become
similar but the wide gaps between world citizens shrink as well?

* Do you care more about national inequality than in the world as a
whole? If you had to sacrifice one, which one would you sacrifice?



Three answers

* If countries’ mean incomes (GDPs per capita) become similar, some
large countries whose global political influence in the past was small
(China, India, Indonesia, Brazil) will have big political influence that
would affect countries whose past influence was much bigger and will
now diminish (US, EU). Bu what is the US dos not want to yield that
influence?

* |f incomes of individuals across the world become similar, Western
positions will decrease further. But that will mean lack of access to
some positional goods that Western middle classes take as granted
now.

* Global inequality can be more significantly reduced by convergence of
mean country incomes than by the reduction of inequality within
nation-states.
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