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This paper examines the drivers of income inequality within and across countries 
using relevant measures of inequality and an estimation technique that jointly 
accounts for both model and estimation uncertainties. The estimations are applied 
to a global sample and to three categories of vulnerable developing countries: Africa, 
least developed countries (LDCs), and landlocked developing countries (LLDCs). 
We find that multiple factors contribute to income inequality within and across 
countries but that there are significant differences in the key drivers globally and 
in Africa, LDCs and LLDCs. We also find strong support for the Kuznets hypothesis 
in the global and the developing countries samples but not in the Africa, LDC and 
LLDC samples. These differences underscore the need for policymakers to account 
for country-heterogeneity in the design of policies to combat inequality within and 
across countries.
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𝐼𝑖𝑡 = 𝛼 +  𝛽′𝑋𝑖𝑡−1 + 𝜀𝑖𝑡  

𝐼𝑖𝑡 𝑖 𝑡 𝑋𝑖𝑡−1

𝑖 𝑡 − 1 α 𝜀𝑖𝑡

𝑋𝑖𝑡−1
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𝐼𝑖𝑡 = 𝛽′𝑋𝑖𝑡−1 +  𝜇𝑖 + 𝛾𝑡 + 𝜀𝑖𝑡  

𝑋𝑖𝑡−1 𝑖 𝑡 − 1 𝜇𝑖  

𝛾𝑡 𝜀𝑖𝑡 𝑡
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5 One of the potential mechanisms of the inequality increasing effect of education can be found in the idea of skill-biased 
technological change (Berman, Bound, & Machin, 1998).  
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Measures of income 
distribution 

Gini  Gini coefficient of market (gross) income, 
standardized 

WIID, UNI-WIDER 

Palma  Palma ratio of market (gross) income, i.e., 
the ratio of top 10% income share to 
bottom 40% income share 

 

 Labour share Share of labour compensation in GDP at 
current national prices 

Penn World Tables 
 
 

Economic development 
and structure of the 
economy 

GDP per capita GDP per capita (constant 2015 US$) WDI, World Bank 

Agr. value added Agriculture, forestry, and fishing, value 
added (% of GDP) 

UNCTADStat 

Industry value 
added 

Industry (including construction), value 
added (% of GDP) 

 

Urban population Urban population (% of total population) WDI, World Bank 

Electricity Access to electricity (% of population) 
  

 

Education  Primary education Primary education completed (% of 
population aged 15 and 64) 

Barro & Lee (2013) 

Secondary 
education 

Secondary education completed (% of 
population aged 15 and 64) 
  

 

Demographics Age dependency 
ratio 

Age dependency ratio (% of working-age 
population) 

WDI, World Bank 

Mortality rate Mortality rate, adult (per 1,000 adults) 
 

Immigration Net migration, million persons  
 

Institutions and political 
regime  

Democracy Polity2 regime measure (higher values 
mean more democratic regime)  

Polity V, Center for 
Systemic Peace 

Technology and 
globalization 

Technology: RPI Relative price of investment (RPI), 
measured as price level of capital 
formation, price level of USA GDPo in 
2017=1 

Penn World Table, 
University of 
Groningen 

 
Fin. globalization KOF Financial Globalization Index, de facto 

(higher values mean more openness) 
KOF Swiss Economic 
Institute 

Trade globalization KOF Trade Globalization Index, de facto 
(higher values mean more openness)  

 

Fiscal policies and 
financial development 

Size of government General government final consumption 
expenditure (% of GDP) 

WDI, World Bank 
 

Fin. system deposits Financial system deposits to GDP (%)  

Credit to pr. sector Domestic credit to private sector (% of 
GDP) 
 

 

Economic policies and 
macroeconomic 
conditions  

Inflation Inflation, consumer prices (annual %)  

Unemployment Unemployment, total (% of total labor 
force) (national estimate) 

 

Gender  Female labour 
participation 

Labour force participation rate, female (% 
of female population ages 15+)  

ILO and the World 
Bank 
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