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Short Bio 
 James K. Galbraith 
 

 
James K. Galbraith holds the Lloyd M. Bentsen Jr. Chair in Government/Business 
Relations and a professorship of Government at the Lyndon B. Johnson School of Public 
Affairs, The University of Texas at Austin. He holds degrees from Harvard and Yale 
(Ph.D. in economics, 1981). 
 
He studied as a Marshall Scholar at King's College, Cambridge in 1974-1975, and then 
served in several positions on the staff of the U.S. Congress, including executive director 
of the Joint Economic Committee. He directed the LBJ School's Ph.D. Program in Public 
Policy from 1995 to 1997. He directs the University of Texas Inequality Project, an 
informal research group based at the LBJ School. 
 
Galbraith's new book is The End of Normal (Simon and Schuster, 2014). Previous books 
include Inequality and Instability: A Study of the World Economy Just Before the Great 
Crisis (Oxford University Press, 2012), The Predator State: How Conservatives 
Abandoned the Free Market and Why Liberals Should Too (Free Press, 2008), Created 
Unequal: The Crisis in American Pay (Free Press, 1998) and Balancing Acts: 
Technology, Finance and the American Future (Basic Books, 1989). Inequality and 
Industrial Change: A Global View (Cambridge University Press, 2001), is co-edited with 
Maureen Berner. He has co-authored two textbooks, The Economic Problem with the 
late Robert L. Heilbroner and Macroeconomicswith William Darity, Jr. He is a managing 
editor of Structural Change and Economic Dynamics. 
 
Galbraith is a member of the Lincean Academy, the oldest honorary scientific society in 
the world. He is a senior scholar of the Levy Economics Institute and chair of the Board 
of Economists for Peace and Security, a global professional network. He writes 
frequently for policy magazines and the general press. 
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Inequality in the World Economy 
 
 
Full transcript1 
 
I would like to present an overview of work which has been carried out over the past 15 years at 
the University of Texas at Austin. This is primarily done by a group that we have formed called 
the University of Texas Inequality Project, which deals with the accumulation of datasets to 
provide a base of information from which to conduct enquiries on comparative levels of economic 
inequality in the world economy and the evolution of inequality over time.  
 
A lot of credit should be given to the work launched in the 1990s by the World Bank. A very 
useful study on inequality was made by accumulating in one place a record of all the work done 
around the world on inequality over the past 50 years.  What they did was to record the various 
measurements, mostly in the form of Gini coefficients and based upon varying concepts of 
economic income and expenditure and the result was a number of observations over a 47 year 
period, (Graph 1).  
 

For some of the developed 
countries such as the US and the 
UK the data is quite good, while for 
much of the developing world the 
datasets are very sparse and for 
some countries, including some 
important ones, there is no data at 
all. This of course means that 
research was extremely limited in 
the useful questions that could be 
answered about inequality over this 
time. Even when restricted to a 
familiar set of countries, this 
dataset has some properties which 
are self-evidently problematic. In 
the case of Spain, for example, it is 
presented as being one of the 
lowest inequality countries in 
Europe, while Scandinavian 

countries are presented with higher inequality levels. This does not make sense, how can 
countries with seven decades of democratic rule have higher inequality compared to a country 
which was under the rule of Francisco Franco? In addition, if you look at the difference between 
OECD and non-OECD countries in this data, the measures for the OECD are low and stable but 
with no apparent trend, the measures for non-OECD countries are presented in a very dramatic 
way (Graph 2).  
 

                                                      
1 The original transcript of the Presentation by James K. Kenneth Galbraith has undergone minor editing to ensure that the text 
published in this brochure is presented in a reader-friendly format. 
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Our basic objective was to 
accumulate as much 
information as we could and 
to do so we found ourselves 
focusing on the concept of 
pay, simply because data on 
earnings are very widely and 
readily available and are 
collected in a routine way by 
many governments and 
international agencies. For 
international purposes, one of 
the interesting discoveries 
that we made was the 
existence of datasets that can 
be used for consistent 
international and global 
comparisons with results 
which appear to us to be 

highly credible; and we also possess considerable regional and national datasets.  
 
Having started with datasets which are very focused on pay, we can do a statistical exercise to 
ask the question: how good are these data point as instruments for estimating the inequality 
measures that other people work with? 
 
In terms of how this works, we are using the entropy based measures of inequality that were 
originated with the Econometrician Henri Theil at the University of Chicago. His T statistic 
equation is very readily calculated from two pieces of information, the size of the group and the 
average income of the individual relative to the group income.  
 
There is an enormous amount of data from which one can measure inequality by using group 
structures which are either geographic or sectoral. Our thinking is that while it is better to have 
complete coverage of an economy, it is also better to have some consistent information rather 
than no information at all. Limitations must be taken into account but it does not mean that 
inequality measured from that source contains no useful information whatsoever.  
 
In the US we sometimes use local area personal income statistics and sometimes industrial 
standard classification codes, or the recent North American classification scheme. Russia has 
data on labour markets; China’s statistical yearbook has been a source for numerous studies; 
and there are a great many other national studies like the ones produced in Brazil, Argentina and 
Mexico for example. Eurostat is very useful for regional data in Europe, while regarding global 
datasets a number of papers use the industrial statistics produced by UNIDO – in map form – 
which has the virtue of providing a large number of observations, countries and years, going back 
to around 1963. 
 
Is there a consistent pattern in this data? This plot (Graph 3) depicts average Theil statistics for 
individual countries. We can see there is some very consistent and not surprising information. 
Countries with low inequality measures such as Denmark, Sweden, Norway, Finland, the 
Netherlands and Czech Republic tend to have the lowest variation over time; while countries with 
high inequality measures such as Indonesia, Thailand, Bolivia and Peru tend to have higher 
variations.  
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Is there a relationship to 
other major economic 
indicators that are readily 
available? The answer is 
yes, unsurprisingly 
measures of inequality are 
lower in countries where 
manufacturing has a larger 
share of total activity.  
 
The overall question is 
what are we looking at? Is 
it something which is a 
consequence of changes 
in labour markets or can 
we discern patterns which 
appear to be working at a 
broader level – a regional 
or at a global level – which 
would suggest that 
fundamentally the forces affecting inequality through time have a strong macroeconomic 
component? Are these forces driven by changes in the relative prices and their sectoral terms of 
trade across major parts of the economic landscape? 
 
The dominant movements are in fact inter-sectoral, they reflect changing financial regimes and 
they are global in character. In 1955, Kuznets advanced the idea that the fundamental 
determinant of inequality in the process of development was the inter-sectoral transition from 
agriculture to industry. But as urbanism took over and the agricultural share of the total workforce 
diminished, one would expect that that inequality would once again decline. For Kuznets, this 
was basically a mechanical result of the ordinary processes of development and based 
essentially on the distribution of pay.  
 
We have added a further argument to this theory. It is based upon the sectoral position in a 
trading economy within a globalised economy of the richest countries. Therefore, one would 
expect that in the richest countries, the highest paid workers would be in sectors that are strongly 
responsive to the cycle of investment and exports; and therefore when those countries grow 
rapidly, income inequality is also expected to rise.  
 
Regarding our data on the world scale, at the beginning of the 1970s we begin to notice some 
interesting patterns. Specifically, across south-west Asia and North Africa we see a swath of 
declining inequality countries – principally the major oil producers affected by the boom in oil 
prices. At the same time we see rising inequality in Western Europe and in North America and in 
India. Latin America at this time was an exception as it was the target region for the recycling of 
petrodollars and was able to grow on the condition that it accumulate large commercial bank 
debt. At this time, the relative price of oil was a major determinant of the pattern of inequality in 
the world economy.  
 
In the late 1970s and the 1980s the debt crisis became very intense in Latin America and in 
Africa. Those regions become the epicentre of rising inequality – quite consistent with what one 
may expect. India and China were interesting exceptions, both of which were not exposed to 
commercial bank debt. 
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In the 1990s and after the fall of the Soviet Union, the rise in inequality becomes most intense in 
that part of the world and in China. The suggestion here is that geographical proximity creates a 
very strong common effect in the world economy and there are simple processes which appear 
to be dominating the movement of these measures of inequality inside countries. 
 
One of the things we can do with a rich dataset of this kind, is to use it in a panel framework 
within which we can run a two-way fixed effects model using dummy variables to capture the 
common movement of inequality measured within countries through time. We did this exercise 
and noticed a number major turning points; one is between 1971 and 1973 marking the end of 
the Bretton Woods system of stabilised exchange rates; there is also a period of declining 
inequality which comes to an end in 1981; and with the very great rise in real interest rates and 
the debt crisis, we enter into a period where there is a common global movement of increasing 
inequality – measured within countries – which comes to a peak in 2001. We then witness a 
reversal of the interest rate climate and we consequently move into a period where some of 
those major increases in inequality begin to be recovered. 
 
If we compare this to the very well-known Branko Milanovic measure of inequality between 
countries, we find that the pattern is essentially exactly the same. This is not surprising; what 
separates rich countries from poor countries are the same things that separate rich people from 
poor people inside countries. The study of distributional matters is not as complicated as people 
often think but can be expressed as a set of fairly simple common patterns in world economic 
history.  
 
George Soros called the period that began in 1980 the super bubble. When I presented this at 
the inaugural conference of the Institute for New Economic Thinking (INET), I made the point that 
the super bubble in certain places was in fact the start of the super crisis. It could be a matter that 
could be interpreted as redistribution from the relatively poor to the relatively wealthy. 
 
If we look at the importance of this global element, in Graph 4, the left table shows our 
measurements comparing OECD countries on the lower line and non-OECD countries on the 
upper line with the bars representing the standard deviation measurement across each year. We 
see that, unsurprisingly, OECD countries do have lower inequality and we also see that both 
groups of countries experienced rises in inequality beginning in the 1980s. The table on the right 
shows that by using our model to estimate GDP growth and other developments, such as share 
of manufacturing, inequality would have declined without the global element. Perhaps it is an 
econometric artefact, but it does suggest that what is going on here is a strongly consistent 
global pattern of change. 
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Looking at income inequality in the United States, and let me stress that income is not pay, 
income in the United States is strongly dominated in the tax records by capital gains and stock 
options realisations. Our data measures income inequality across counties in the United States, 
we match it up against the log of the stock market index and we can see pretty persuasively what 
is going on in the country. Income inequality in the 1990s was a function of the technology boom.  
 
One of the things that is quite interesting is seeing in which counties that income took place. If we 
remove these key counties, such as Manhattan in New York, it leads to a significant reduction to 
the total increase in inequality. If we remove five counties more than half of the rise in inequality 
goes away. And if we take out 15 counties then practically all of the increase in inequality 
disappears (Graph 5). What we are seeing therefore is a bubble that affected a very small 
number of people, in a very small and restricted group of places; but to a great extent it was their 
incomes and not the rest of the country’s that drove the major increase in measured income 
inequality at the national level.  
 
Our team was among the first to point out declines in inequality in Latin America beginning in the 
early part of the last decade. For example, we had a clear picture of the changing contribution of 
different sectors in Argentina after the crisis in 2002. The decline of inequality is clearly related to 
a declining share of the total reported income in the financial sector. Unsurprisingly, financial 
centres and financial sectors have common patterns of contribution to inequality.  
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In the case of China, we see very sharp rises in income inequality in the mid-1990s and onwards. 
Looking at that data by province and as close to the present as we can, we see a very interesting 
picture. We see clear evidence of a peaking-out of the rise of inequality. This is primarily because 
of the diversification of activity across the Chinese provinces during the major phases of 
industrial expansion. As a pattern of relatively high income regions expands across the country, 
the overall inequality between provinces tends to decline. Inequality within provinces continues to 
rise but these two forces will tend to offset each other.  
 
Looking at Russia, we have data for the period 1990-2000, inequality between sectors and 
regions have essentially the same patters. Unsurprisingly there is a big jump in 1991 and 1992 
during the transition which had a large effect on the data. If we look at individual sectors, the big 
winners are the petroleum industry, transportation and the rising role of finance. If we look at 
regions, we see Moscow rising and also two places in western Siberia. 
 
To summarise, even though the overall macroeconomic experience in China and Russia was 
dramatically different, they shared certain similarities in terms of the distributional consequences. 
The cities rose relative to the countryside and certain sectors with monopoly power such as 
banking, transportation and energy, gained relative ground while labour intensive sectors such as 
agriculture and manufacturing declined. 
 
Cover Photo by Hervé Cortinat / OECD 


