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1 

Introduction and Overview 

Two centuries of economic research and debate on inequality1 

Like a pendulum, the attention the economics profession has paid to the 
study of inequality has swung back and forth over the past centuries, at times 
viewing distributive outcomes as a matter of central concern, and at others as a 
topic of peripheral interest. The distribution of economic resources has been of 
prime importance to classical economists, such as David Ricardo, Adam Smith 
and Karl Marx, though the focus at the time was less on the distribution of 
personal incomes or wealth than on the functional distribution of incomes 
(Atkinson and Bourguignon 2000). In the preface to his seminal book 
“Principles of Political Economy and Taxation” (1817, 1977 edition), Ricardo 
famously notes: 

“The produce of the earth – all that is derived from its surface by the united 
application of labour, machinery, and capital, is divided among three 
classes of the community; namely, the proprietor of the land, the owner of 
the stock or capital necessary for its cultivation, and the labourers by whose 
industry it is cultivated. […] To determine the laws which regulate this 
distribution, is the principal problem in Political Economy.” 

This emphasis on the factor distribution of national income at a time when 
the Industrial Revolution spread from Britain to continental Europe was well 
understandable. The stratification of the British society into three distinct classes 
– the landed aristocracy, capitalists and workers – was not only an attractive 
analytical framework, where the price of each factor of production was thought 
to be governed by different principles, but also had a clear intrinsic empirical 
relevance and meaning in the society of the late 18th and early 19th century 
(Musgrave 1959 as cited in Atkinson and Bourguignon 2000). Of course, it 

                                                           
1  This section draws on excellent summaries in Atkinson and Bourguignon (2000), Kanbur (2000) 

and Lipton and Ravallion (1995). 
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seems woefully inadequate from today’s perspective, where the interest has 
shifted from the factor distribution towards the size distribution of income and a 
much wider set of distributive outcomes in various dimensions of welfare.2 

Research on income distribution dynamics waned in the immediate post-
war era of the 1950s and 1960s (Atkinson and Bourguignon 2000). In the first 
half of the 20th century, income inequality within several industrialized 
countries, including the United States, was on a declining path (Lindert 2000; 
Morrisson 2000). Together with the experiences of the Great Depression and 
post-war economic recovery in Europe this shifted the attention of the 
economics discipline towards changes in macroeconomic aggregates. In the 
nascent development economics sub-discipline, the focus was on capital 
formation and industrialization as the driving forces for economic growth 
(Rosenstein-Rodan 1943; Nurkse 1953). That said, there were some strands in 
the economics literature of this era where distributional considerations did 
feature more prominently. At the 67th annual meeting of the American Economic 
Association, Simon Kuznets formulated his famous inverted-U hypothesis, 
which claims that as labor shifts from the agricultural to the industrial sector 
over the course of economic development, income inequality first increases and 
then later declines (Kuznets 1955). This hypothesis would shape economists’ 
thinking on the relationship between economic growth and inequality over years 
to come, though it could not be put to rigorous empirical tests at a time when 
data on the distribution of incomes were scarcely available for only a few 
industrialized countries.3 

In the early 1970s, the theoretical work of Atkinson (1970), Kolm (1969) 
and Sen (1973, 1976) generated renewed interest in the study of distributions by 
deriving inequality indices explicitly from social welfare functions and 
pioneering an axiomatic approach to inequality and poverty measurement (Dutta 
2002). This coincided with an emerging philosophical discourse on social 

                                                           
2  Computable general equilibrium (CGE) models that emerged during the 1970s and used data from 

Social Accounting Matrices (SAMs) sought to map the factor distribution to the household 
distribution of income, conditional on households holding the factors (Pyatt and Thorbecke 1976; 
Dervis, de Melo and Robinson 1982). 

3  Kuznets (1955) motivated the inverted U hypothesis by time-series data for the United States, 
Britain and Germany and some further cross-country data. However, he even acknowledged that the 
empirical basis was weak and that his paper was based on “perhaps 5 per cent empirical information 
and 95 per cent speculation, some of it possibly tainted by wishful thinking”. Later analyses have 
largely failed to confirm the Kuznets hypothesis in a panel setting with country fixed effects (Bruno, 
Ravallion, and Squire 1996; Deininger and Squire 1998; see also essay 2). 
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justice, inequality and re-distribution (Rawls 1971; Arrow 1973). But in the 
1980s, with the advent of debt crisis in many countries in Africa and Latin 
America and the election of conservative governments in the United States and 
parts of Europe, the focus of the economics profession moved to structural 
adjustment and stabilization reforms, with the consequence that distributive 
questions became once again second-order concerns.  

The 1990s saw a revived interest in the study of income distribution 
dynamics, which has continued until today. Slow and erratic growth in many 
OECD countries and widening wage dispersion brought to the fore concerns 
about mounting inequality in industrialized economies (Atkinson and 
Bourguignon 2000). A growing anti-globalization movement viewed the rapid 
integration of world product and financial markets increasingly critical, arguing 
that trade and capital account liberalization were contributing to rising inequality 
between and within countries (Mazur 2000). Moreover, national income 
inequality was rapidly increasing in the former communist economies in Europe 
and Central Asia during the 1990s (often amidst contraction) and in several 
Asian economies (amidst growth), which seemed to end the ostensibly 
miraculous phenomenon of ‘growth with equity’ experienced by parts of East 
Asia during the 1970s and 1980s, and raised further questions about distributive 
outcomes in developing countries and the role of policy (Milanovic 1999; 
Klasen 2009).  

In other parts of the developing world, the 1990s saw mounting concerns 
about the social cost of structural adjustment reforms (Adelman and Robinson 
1989). Civil society organizations argued that the pressure for fiscal 
consolidation was curtailing poverty reduction programs, including public 
funding to basic health and education. Earlier optimism that the removal of 
macro-economic distortions would not only promote economic growth but also 
redress past biases against the rural agricultural sector and thus lead to a more 
equitable development path had given way to more sober realities, where many 
developing countries, particularly in Sub-Saharan Africa, remained trapped in 
recession (Lipton and Ravallion 1995). 4  In the early 1990s, a new policy 

                                                           
4  This does not imply that structural adjustment did not also have positive effects. In fact a number of 

authors argue that adjustment reforms did ultimately contribute to poverty reduction in Sub-Saharan 
Africa (Demery and Squire 1996; Christiaensen, Demery and Paternostro 2002). But what seems 
fair to say is that some of the more optimistic expectations did not materialize in the short- to 
medium-term and that the growth and poverty effects of adjustment reforms were (and still are) 
highly controversial (Easterly 2003; Mukandala, Fox and Liebenthal 2006). 
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consensus on poverty reduction strategies emerged, which highlighted the need 
for private sector-led growth alongside public investment in education, health 
and infrastructure and social safety nets to provide protection to the poorest 
groups of society (World Bank 1990; UNDP 1990; Kanbur 1994, 2000). The 
2000 Millennium Development Goals (MDGs) not only put poverty reduction at 
the center of development policy, but also drew the attention to inequality 
between men and women as a core development challenge, most noticeable in 
the context of Goal 3, which aims to promote gender equality and empower 
women.  This mirrors a growing international consensus that furthering gender 
equality not only matters in its own right, but may also have an important 
instrumental role in the development process, contributing to greater 
microeconomic efficiency and generating positive externalities on child human 
capital formation and institutional quality (World Bank 2011; Klasen 2002).5  
The topic of gender equality is also taken up in this dissertation, with a focus on 
gender differences in economic activity and the determinants and dynamics of 
female labor force participation. Finally, the MDG process increased the 
demand for micro datasets to monitor poverty outcomes and evaluate the 
distributional consequences of economic policy, which would have a 
transformative impact on development economics research and is also strongly 
reflected in this dissertation. 

The data revolution and the rise of empirical development economics  

Already in the 1960s a number of industrialized countries had set up 
regular household survey programs, such as the Current Population Survey 
(since 1962) and the Panel Study of Income Dynamics (since 1968) in the 
United States, the Mikrozensus (since 1957) in (West) Germany and the Family 
Expenditure Survey (since 1961) in the United Kingdom. But it took much 
longer until micro datasets became produced at regular intervals for the 
developing world (see figure 1)6. In the 1950s only India was running a regular 

                                                           
5  In fact there is growing consensus that structural inequality (by gender, ethnicity or initial wealth), 

reflecting historical or present-day discrimination and being closely related to inequality in 
opportunities, is detrimental for economic development (Deininger and Squire 1998; World Bank 
2005; Easterly 2007). It seems clear that gender gaps in the developing world at least to a certain 
degree mirror structural inequality (though preferences and market forces may also play a role for 
some dimensions of gender inequality). 

6  This is based on information from the International Household Survey Network (IHSN 2012), which 
catalogues data collected by national statistical offices and in some cases external institutions. The 
catalogue may not capture all official surveys (and certainly it lacks a large number of unofficial 
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household survey program (the annual National Sample Survey), for other 
developing countries there were at best decennial population censuses. The 
1960s saw some few household budget surveys being implemented – but these 
were typically one-shot surveys and often lacked national representativeness. 

Figure 1: Household surveys and censuses in developing countries, 1950-2009 

 
Notes: Trends are smoothed using five-year averages. Excludes surveys that do not fall into any of the above 
categories. Only countries denoted as the low or middle income country under the World Bank country 
classification of November 2011. 
Source:  International Household Survey Network (IHSN 2012). 

 

In the 1970s and early 1980s some of the larger developing countries set up 
more regular household and labor force surveys. This includes Brazil’s National 
Household Sample Survey (PNAD), which is used in essay 3 of this dissertation, 
as well as the National Socioeconomic Survey (SUSENAS) and the National 
Labor Force Survey (SAKERNAS) in Indonesia. In 1972, an international 
consortium of UN agencies, research institutes and bilateral development 
organizations launched the World Fertility Survey (WFS) series, which gathered 
information on household demography and reproductive health in a number of 

                                                                                                                                                                                     
datasets), but the trends shown in figure 1 are indicative of the increase in micro data over the past 
decades.  
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