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Introduction

Does globdization lead to the world becoming a more equd place, or doesit lead to the
rich getting richer and the poor getting poorer? This question has assumed ever-greater importance
with the emergence of the WTO as aforce for trade liberdization throughout the world, with
Europe moving towards increased economic integration, with the collapse of communism and the
opening up of previoudy autarkic economies, and with renewed speculation regarding the formation
of apan-American free trade area. The question isincreasingly being raised by opponents of
globdization, but public debate on the issue can be frustratingly confused. Protestors are often
vague about what globdization is, and fall to recognize that globdization has different dimensons,
which may have different effects on inequaity. Most serioudy, they often define ‘globdization’ as
encompassng many different phenomena, some of which have little or nothing to do with
globdization as economists would define it (Rodrik 2000). Globalization as economists defineit
encompasses declining barriers to trade, migration, capitd flows, foreign direct investment (FDI),
and technologicd trandfers. This paper will restrict itself to exploring the higtorica links which have
existed between trade, migration and capitd flows, on the one hand, and inequality on the other.

The paper will dso digtinguish between two separate dimengions of inequdity: between-
country inequdity and within-country inequality.* If we take the appropriate unit of observation to
be the individud citizen anywhere in the world, then totd world inequdity will clearly depend on
both between- and within-country inequdity, with globaization potentialy affecting both through
quite different channels. What these channels might be will be the subject of atheoreticd overview

in the following section. The paper will then trace the evolution of globaization during the 19" and

! In s0 doing it isfollowing in the footsteps of Lindert and Williamson (2001).
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20™ centuries, digtinguishing between the different dimensions involved. The next section will briefly
document both types of inequdity trend over the past two centuries. Findly, the paper will explore
in gregter detall the inequdity experiences of the two most dramatic globalization episodes, the late
19" and late 20™ centuries, and document what is known about the links between globalization and

inequdity during these two periods. It will then conclude with suggestions for further research.

Globalization and inequality: theoretical connections
Globalization and Within-Country Inequality

Our intuitions regarding the links between internationa economic integration and income
digtribution arise for the most part from the static neoclassica trade theory developed by Eli
Heckscher and Bertil Ohlin in the early years of the 20 century. Their basic insight was that trade
patterns reflect differences in the distribution of endowments across countries, and that countries
export goods embodying those factors of production with which they are well-endowed.
Commodity market integration therefore leads to an increase in the demand for abundant (and
cheap) factors of production, thus raising their price, while trade leads to the demand for scarce
(and expendve) factors of production fdling, thus lowering ther price.

In asmple two-country two-factor two-good setting, with identica technology in both
countries, trade and factor mobility should have identica effects on factor prices, and hence on
income digtribution. If the US is abundant in skilled |abour, and Mexico is abundant in unskilled
labour, then trade will increase US skilled wages, and Mexican unskilled wages, and it will lower
US unskilled wages, and Mexican skilled wages. Thus trade leads to greater wage inequality in the

US, and lower wage inequdity in Mexico. It isaso true, of course, that the migration of unskilled



workers from Mexico to the US, or of skilled workers from the US to Mexico, will have identical
effects on factor prices.

Things get more complicated once we move away from this very smple 2x2x2 framework.
For example, if the US economy has superior technology, or superior endowments of athird factor
of production, so that US skilled wages are higher than Mexican wages, rather than lower, then
while trade and unskilled migration may both raise wage inequdity in the US and lower it in Mexico
as before, skilled migration will also be from South to North, and will have the opposite effect on
wage inequdity in the two countries. In this case, some dimensions of globaization (trade and
unskilled migration) have very different implications for inequdity than others (skilled migration).
Alternativey, it isimportant to recognize that not al developing countries (DCs) are identicdl: rather,
they differ greetly in their endowments of capitd, labour and skills (Davis 1996). Theimplicaion is
that a middle-income country such as Mexico might be skill-abundant relative to countries like
Chinaand India; they might therefore protect their unskilled-labour-abundant sectors, and they
might thus see kill premiarisng on liberdization. Thereisin fact evidence that unskilled-labour-
intensive sectors received the most protection in countries such as Mexico and Morocco prior to
liberdisation (Currie and Harrison 1997; Hanson and Harrison 1999).

A third posshility isthat liberdization and FDI might leed to new skill-intensive activities
being introduced into DCs (Feenstra and Hanson 1996): under such circumstances, the relative
demand for skilled labour would rise in the South. Findly, capita inflows to the DCs might increase
the demand for skilled labour, if skilled labour is complementary to capitd, and thus raise wage
inequdity; dternatively, if skilled labour and capitd are complementary to some natura resource

(e.g. minerds), then liberdization in aresource-rich DC might dso increase skill premiaand



inequality overal (Kanbur 1999).

Thusfar, the discussion has assumed that the only factors influencing the impact of
globdization on inequdity are countries endowments and their technology. There is another crucid
factor, however, which should be mentioned: the distribution of those endowments among a
country’ s citizens. Take for example a positive trade shock in aland-abundant country, which raises
the returnsto land. Clearly, if land holdings are concentrated among a few large land-owners, this
shock islikely to be aforce for greater inequdity. On the other hand, if the land belonged
exclusively to poor peasant proprietors, such ashock might well imply greater equality. The fact that
trade theory implies alink between globaization and factor prices, rather than inequadity per se, with
the digtribution of endowments intervening between the two, is one of the problems facing applied
researchers seeking to explain the behaviour of summary inequdity measures such asthe Gini
coefficient.

In concluson: the links between globdization and within-country income distribution are
ambiguous. Firgt, globdization affects factor prices differently in different countries, for sandard
Heckscher-Ohlin reasons. Second, different dimensions of globdization (e.g. trade versus factor
flows) may have different implications for factor prices in agiven country. Third, agiven dimenson
of globdization (e.g. capitd flows) may have ambiguous effects on factor pricesin agiven country,
depending inter alia on patterns of complementarity or substitutability between factors of
production. Findly, a given impact on factor prices can have different effects on inequdlity,
depending on the digtribution of endowments across individuals.

Ultimatdy, these are issues which can only be resolved empiricdly.



Globalization and Between-Country Inequality

Static trade-theoretic arguments suggest that globaization affects factor pricesin the first
instance. However, these arguments aso have implications for between-country inequdity, in that,
other things being equd, factor price convergence should bring per capitaincomes closer together.
Typicdly, however, between-country inequdity is discussed in the context of dynamic growth
theory, rather than dtatic trade theory. Modd s endogenising the long-run growth rate, which have
been developed in the past decade, are capable of deriving long-run growth effects of a number of
palicies, including trade policy. Ther conclusion is that the implications of trade liberdization for
convergence are theoreticaly ambiguous.

Numerous examples could be cited, but two will suffice. Both Stokey (1991) and
Grossman and Helpman (1991, Chapters 6, 9) assume that North-South trade is driven by
differences in relative endowments of skilled and unskilled labour; and both assume that trade drives
factor price convergence, with wage inequdity rising in the North and fdling in the South. In
Sokey's modd, the growth mechanism isindividuas investing in human capital: when trade leads to
returnsto skill in asmdl DC being lowered, this can reduce the incentive to acquire kills, and
hence the DC growth rate. Trade may thus lead to divergence. However, Grossman and Helpman
take the endowment of human capital as exogenous, and assume that human capitd is useful in that
itisan input into R&D, which drives the growth process. In such a scenario, trade which lowers
DC skilled wages, and increases developed country skilled wages, boosts DC technica progress,
and lowers devel oped country technica progress, in that the cogt of innovation declinesin the DC
(and increases in the developed country): trade leads to convergence.

Once again, these issues can only be resolved empiricaly.



Trendsin International Economic I ntegration

To casua commentators it seems obvious that today’ s globdization is unprecedented.
However, the late 19" century was also a period of dramatic globdization, and the world economy
was extremdy well integrated in 1914, even by late 20" century standards (O’ Rourke and
Williamson 1999). War brought al this to an end, and despite the efforts of paliticians and
organisations such as the League of Nations, the interwar period was to see further retreatsinto
protectionism, the erection of barriers to immigration, the fina breskdown of the gold standard, and
awave of internationd defaults. To alarge extent, post-1945 integration can be seen as an atempt
to recoup the losses of the interwar period: the question then becomes, a what point were these
losses findly recouped, and when did integration start to progress beyond the levels achieved in
191471 begin with a survey of commodity market integration (CM1), before progressing to

international capital and labour markets.

International Commodity Market Integration

The 19" century saw a series of dramatic technological developments which were to have a
profound impact on internationd trade, chiefly the seamship and railroad. The impact on transport
costs was subgtantid: Knick Harley’ sindex of British ocean freight rates remains relatively constant
between 1740 and 1840, before dropping by about 70% between 1840 and 1910. International
transport costs probably fell by 45 percentage points between 1870 and 1913, while transport
costs between the American Midwest and East Coast fdll even more dramaticaly than trans-
Atlantic transport costs (O’ Rourke and Williamson 1999).

Until the 1870s, trade policy reinforced these trends. Britain liberalized from 1815 to 1846,



when she took the decisive step towards free trade. The years after 1860 saw significant European
tariff-cutting: for example, by 1877 Germany “had virtudly become afree trade country” (Bairoch
1989, p. 41). In the late 1870s, however, chegp New World and Russian grain began depressing
European land vaues, sparking a powerful Continenta protectionist response. In the US, Northern
victory in the Civil War ensured high levels of protection for the rest of the century. On the other
hand, in Ada declining trangport cogts did not have to contend with rising tariffs. China, Japan,
Korea, Thaland, Indiaand Indonesiaal moved towards free trade, most forced to do so by
colonid dominance or gunboat diplomecy.

What were the combined effects of transport cost and trade policy developmentsin the late
19" century? To answer this question we need to focus on international commodity price gaps, and
the evidence is striking (O’ Rourke and Williamson 1999, Chapter 3). Trend estimates based on
Harley’s (1980) data show that Liverpool whest prices exceeded Chicago prices by 58% in 1870,
by 18% in 1895, and by 16% in 1913. Nor was this Anglo-American price convergence limited to
the grain market: it can adso be documented for bacon, cotton textiles, iron, copper, hides, wooal,
cod, tin and coffee. On the European Continent, tariffsimpeded internationd price convergence,
but in Asatrade palicy strengthened the impact of technologica developments: the cotton price
spread between London and Bombay fell from 57% in 1873 to 20% in 1913, while the jute price
spread between London and Cdcutta fell from 35% to 4%, and the rice price spread between
London and Rangoon fell from 93% to 26% (Collins 1996). CMI in the late 19" century was both
impressive in scale, and globd in scope: indeed, Third World economies were becoming more
rgpidly integrated with the rest of the world than their Atlantic economy counterparts during this

period (Williamson 2000).



Transport costs continued to fall during the 20 century, but at a Slower rate. Isserlis (1938)
provides an index of British tramp freight rates from 1869 to 1936. Between 1869/71 and 1911/13
red trend freight rates fell by 34 percentage points. They increased sharply during the war,
remaining abnormdly high until 1920. While they fell up to 1925, they never atained their prewar
levels, and rose theregfter, with the overdl trend between 1921 and 1936 being broadly flat (at a
leve roughly equd to the 1869 levd: Findlay and O’ Rourke 2001).

What of the post-1945 period? In the most careful study of the subject to date, David
Hummels (1999) concludes that ocean freight rates have actualy increased. On the other hand, air
freight rates declined dramatically in the 1950s, 1960s and 1980s, while declining more dowly in
the 1990s, and rising in the 1970s. The result, predictably enough, has been a more than ten-fold
increase in the ratio of air to ocean shipmentsin the years snce 1962.

Reative to the 19" century, it thus follows that trade liberalization has played amuch
greater role in late 20" century CMI. Table 1 gives average tariffs on manufactured productsin a
number of countries for which data are available back to 1913. It shows the interwar risein
protection, and the declinein tariff barriers snce 1950. It dso shows that for most of these
countries tariffs are much lower today than in 1913. There are exceptions, however, notably Britain
and certain Adan countries. Both Chinaand Indig, for example, have much higher tariffs now than in
1913: an extremdy important qudification, given these countries share of world population. Tariffs
are much higher now in DCs than in rich countries, while the opposite was true of the late 19"
century (dthough there have been subgtantid declinesin Latin American tariffs ance the early
1980s, and smaller declinesin East Asa Rodrik 1999).

Moreover, emphassing indudtrid tariffs overstates the extent to which industria countries



today have moved toward free trade, for two reasons. Firt, agriculturd protection isvery highin
many rich countries (and higher than in 1913). Coppd and Durand (1999) report that it raises
prices received by farmers by about 60% in Japan, 40% in the European Union, 15% in Canada,
and 20% in the United States. Second, non-tariff protection (such as quotas, VERS, and technical
barriers to trade) is much more prevaent today than a hundred years ago.

What have been the combined impact of the transport cost and trade policy developments
documented above? Price gaps for identicd commoditiesin different markets remain the best
measure of market integration, but very little work has been done documenting these for the 20™
century; moreover, obvious internationa sources of price data (e.g. the commodity price datato be
found in the World Bank Development Indicators or the IMF s International Financial
Satistics) reved no discernable generd trend towards commodity price convergence during the
past four decades (Findlay and O’ Rourke 2001).

Overall, what can we conclude about CMI over the past 150 years? First, the late 19™
century probably saw more dramatic progress towards CM| than did the late 20™ century.2
Second, commodity markets are probably even better integrated today, but we do not have the

empirica evidence to document this. Clearly, we need further research on thisimportant issue.

International Capital Market Integration
Capital exports from the centre to the periphery were enormous in the late 19" century

(O’ Rourke and Williamson 1999, Chapter 11). The share of British wedth overseasin 1870 was

2 Indeed, Baier and Bergstrand (2001) report that two-thirds of the late 20" century trade
boom can be accounted for by income growth, suggesting that CMI had little to do withiit.
O’ Rourke and Williamson (2001) find something smilar for the 1500-1800 period, which saw little
or no CMI. Thereis no similar accounting for the rapidly globalizing 19" century, however.
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17%, and it had increased to an impressive 33% in 1913. The flows were extremdy large during
peak years. as a share of British GDP they were 7.7% at the 1872 peak, 6.9% in 1888, and 8.7%
in 1911. No OECD country, including the US, exported capital to that extent in the late 20™
century. For example, Japanese and German current account surpluses in the mid- and late-1980s
peaked at around 4 or 5% of GDP.

Foreign capitd flows were equally important a the recelving end. To give just one example,
net inward foreign investment as a share of gross fixed capitd formation ranged from 10 to 20%
amongst the mgor Third World importersin the decade prior to 1984, and was less than 10% of
invesment in DCsin the early 1990s:3 The same statistic for the four decades between 1870 and
1910 was 37% for Canada (Jones and Obstfeld 1997), it was about 70% for Argentina,* and
perhaps as much as 75% for Mexico. By some measures, internationd capital flows have never
been asimportant as they werein the late 19 century, despite al the rhetoric about the
unprecedented nature of today’ s globalization.

Capitd flows diminished in 9ze during the 1920s, but things would soon get worse: with the
onset of the Great Depression, awave of default in DCs ensued, and capital flows to these
countries remained limited for decades theresfter. Between 1945 and 1972, most of the limited
capitd flows that took place did so in the form of direct government and multinationd ingtitutiond
investment abroad. Since 1972, the globa capitd market has become increasingly important, but
Figure 1 places current trends into their proper historical context. It plots average current account

sharesin GDP (absolute vaues, 14 countries); while that share has been on the rise snce the early

8 For the latter statistic, see World Bank (2000), p.121.

* For the years 1885-1910; based on data kindly supplied by Alan Taylor.
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1970s, it is il only hdf of what it wasin the late 1880s.

Figure 1 does, however, bias the picture somewhat, in that the 14 countries concerned are
in the OECD, plus Argentina. Late 20" century current account imbal ances were much grester in
some DCs: for example, they averaged 6.1% of GDP in Maaysa between 1991 and 1997; 5.1%
in Romania, 13.5% in Singapore, 6% in Thailand, and 18.9% in the Sudan. By contrast, the
equivaent figure for Argentina between 1910 and 1913 was 11%, while it was 14.5% in Canada.
Clearly, capitd flowsinvolving certain DCs were very high in both periods.®

So much for the sze of flows what about the extent of integration? Standard measures tell a
consistent story: capital markets were highly integrated in the late 19" century, disintegrated during
the interwar period, and are only now recovering the levels of integration experienced in 1913, This
U-shaped pattern is gpparent in data on red and nomind interest-rate differentials (Obstfeld and
Taylor 1998, 2001), while Taylor (1996) applies the Feldstein-Horioka (1980) test to historical
data, and finds that globa capita markets were better integrated between 1870 and 1924 than they
were between 1970 and 1989.

What of the compasition of these flows? Dunning (1993) estimates that about 35% of the
stock of internationa long term debt in 1914 condsted of FDI. By contrast, FDI accounted for only
16.8% of private capita flows during 1973-81, but 50.3% of private capita flows during 1990-97
(World Bank 2000, p. 126). According to both Jones (1996, p. 32) and Bairoch and Kozul-
Wright (1996, p. 10), the stock of FDI reached over 9% of world GDP in 1913, afigure only
exceeded in the early 1990s (the figure stood at 16% in 1999: UNCTAD 2000, p. xvi). FDI is

more important now, but we are talking about a quantitative, not a quaitative shift.

5 World Development Indicators; data kindly supplied by Alan Taylor.
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What proportion of these flows went to DCs? Between 1907 and 1913, British overseas
lending was solit evenly between what we would now consider to be rich countries (North America,
Audtrdasa and Europe, including Eastern Europe) and the rest of the world (Taylor and Williamson
1994). According to Table 2, 62.8% of FDI was located in DCsin 1914: 32.7% in Latin America,
6.4% in Africa, and 20.9% in Asa (including 7.8% in China). These figures might suggest that 19
century capital flows were largely directed towards poor countries, and were thus a force for
convergence. Looks can be deceiving, however: late 19 century capita flows were predominantly
towards the resource-abundant New World, and were thus a source of divergence (Clemens and
Williamson 2001).6

However, the late 19" century saw a greater share of DFI going to DCs than did the 20"
century. DCs till hosted amost two-thirds of investment in 1938, but their share collgpsed to less
than one third by 1960. By 1999 the figure stood at 30.1% (Table 2). Nor isthis pattern limited to
direct investment: according to Obstfeld and Taylor (2001) asmaller proportion of internationdly
mobile capitd was located in poor countriesin 1997 than in 1913, illugtrating “an important
dimension in which the globdization of capita markets remains behind the leve attained under the
classica gold sandard” (p. 51).

Most late 19" century investment was being used for socid overhead investment, asistrue
of the Third World today: about 70% went into railroads, municipa sewage, telephones and other
socid overhead investments. Railroads a one accounted for about 41% of the totd in 1913 (Feis
1930: 27). The debt was issued largely by governments, as was aso true of the Third World during

mogt of the postwar years. But governments did not do amuch larger share of the borrowing then

& Crucidly, Latin American countries such as Argentina were relatively rich (and resource-
rich) then.
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than now: they accounted for maybe 40% of the investment flows in the late 19" century. By 1930
or S0, 62% of London-based lending, and 80% of New Y ork lending, was going to governments,
governments got 80% of the flows as late as 1980, but only 33% in 1997 (World Bank 2000, p.
127). In this respect, once again, the late 20" century has returned to late 19" century patterns.

However, the sectora compostion of capita flows has broadened, with far more going into
industry and finance in the late 20 century than was true of the earlier period. Thisis certainly true
of portfolio flows. In terms of FDI flows, in 1914 about 55% of the accumulated FDI stock wasin
the primary product sector; 20% in rallroads;, 15% in manufacturing; and 10% in trade, distribution,
public utilities and banking (Dunning 1993, p. 116). By contrag, in the 1990s only about 6% of EU
FDI went to the primary sector, but 31% to manufactures, and 63% to services (Badwin and
Martin 1999, p. 19), while about hdf of US FDI isin services, and about 35% in manufacturing
(Bordo, Eichengreen and Irwin 1999). Theissue isimportant, Snce FDI can serve asavehicle for
technologicd trandfer and thus hagten internationa convergence, asit did in Irdland during the
1990s. The changing sectord composition of FDI over time suggests that FDI is probably playing a
more important rolein this regard in the late 20" century than it did in the late 19" (dthough thisis
mere speculation).

Furthermore, the composition of portfolio flows has changed dramatically. In the late 19"
century such flows were overwhemingly accounted for by bonds. During the lending boom of the
1970s, by contrast, bank lending accounted for dmost two-thirds of the tota flow, with both bond
issues and portfolio equity flows being minimad. During the 1990s, the compogtion of flows has
become far more balanced, with an dmost equa split between direct and portfolio flows, and a

fairly equd divison within portfolio flows between bank lending, bond issues, and equity finance
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(World Bank 2000, p. 126).

This broader range of financial assets traded clearly distinguishes the late 19" and late 20"
centuries, as does the greater share of investment today in manufacturing and services. Other
differences, highlighted by Bordo, Eichengreen and Kim (1998), include the huge volume of gross
capita flows today. Although clear evidence on the late 19 century is lacking, it seems certain that
theratio of grossto net capitd flowsis much greater now than then, reflecting greater volumes of
short run capitd flows. Presumably, however, net long run flows matter more than gross short run
flows for growth and income digtribution. Finally, while much late 19" century FDI was undertaken
by ‘free-standing companies’, incorporated in the core in order to carry on business within the
periphery, FDI today occurs overwhdmingly within multinationa corporations which do busnessin

both home and host countries.

International Migration

It isin the area of migration that the late 19" century seems most clearly to have been more
globdized than today. Although barriers to immigration were being erected by the end of the period
(O’ Rourke and Williamson 1999, Chapter 10), by and large the late 19™ century stands out as a
reaively liberd interlude in terms of migration policy; once transport costs hed falen sufficiently
relative to the average wage, the inevitable consequence was a huge intercontinenta flow of people.
Between 1820 and 1914, roughly 60 million Europeans emigrated to the New World; European
emigration averaged 300,000 per annum in the three decades after 1846, more than doubled in the
next two decades, and exceeded amillion after the turn of the century (Hatton and Williamson

1998). Some of the country-specific migration rates were enormous: during the 1880s, the
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emigration rate per thousand was 141.7 in Irdland, and 95.2 in Norway, while the immigration rate
per thousand was 85.8 in the United States, and 221.7 in Argentina. In the first decade of the 20
century, emigration rates of 107.7 per thousand were recorded in Italy, while immigration rates per
thousand were 167.6 in Canada, 118.4 in Cuba, 102 in the United States, and 291.8 in Argentina.
There were dso sgnificant migrations within Europe and the New World, and emigration from Asa

The UN has estimated that the world stock of migrants was 2.3% of the total world
population in both 1965 and 1990. Within Western Europe, the share of migrantsin the total
population increased from 3.6% to 6.1% over the same period, while within North America, the
migrant share increased from 6% to 8.6% (Zlotnik 1999, Table 1a, p. 47). By contragt, the foreign
born accounted for 14.7% of the population of the United States, and 22% of the Canadian
population in 1911 (US Department of Commerce 1975, p. 14; Historica Statistics of Canada
series A260-61). Annua immigration to the United States averaged 770,000 during 1990-94 and
814,000 during 1995-96, implying decadd immigration rates of roughly 30 per thousand.
Immigration in the early 1990s was proportionaly higher in Canada, which saw decada immigration
rates of 70 to 80 per thousand in the early 1990s; rates of around 80 per thousand were dso
recorded in Germany during 1990-94; while rates of around 50 per thousand were recorded in
both Germany and Australia during 1995-96. These are clearly fairly substantia flows, but they are
dwarfed by those of the late 19" and early 20" century.

Once again, however, a cavedat isin order. Labour market integration cannot be measured
by the sze of flows done: the responsveness of migration to given wage differentids is a better
measure. Severd papers have compared inter-regiona migration respongveness across countries,

in the context of the debate on EMU (e.g. Eichengreen 1993; Obstfeld and Peri 1998); but hardly
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any have caculated the changing respondveness of migration to migration incentives over time. An
exception is Hatton and Williamson (2001), which compares African (intra-continental) migration
eadticities with the (inter-continental) eladticities obtaining in late 19" century Europe, and findslittle
difference between the two periods. More work aong these linesis required before we can make
definitive statements about trends in labour market integration over time.

Mass migration will have the greatest impact on between-country equdity if it trandfers
population from poor to rich countries. In the late 19 century, migration was clearly of this form,
sance Europe was sgnificantly poorer than the New World; however, emigration was initidly higher
from the richer European regions, with the poorer southern and eastern regions only becoming
involved with alag. Something similar appears to have taken place in the late 20 century (Chiswick
and Hatton 2001). For example, the share of DC migrantsin totd US immigration rose from 50%
in the 1960s, to 63% in the 1970s, 86% in the 1980s, and 80% in the early 1990s (Zlotnik 1999,
Table 3). Smilar trends are gpparent in Canada, Augtrdia and Europe (where migration from
Eastern Europe has increased over time). Thus, in both periods mass migration was increasingly
involving poorer countries, and thus potentialy making a bigger contribution to convergence; the big
guestion for the 21% century is to what extent will Africa begin participating in mass, inter-
continenta migration (Hatton and Williamson 2001).

The impact of migration on within-country inequdity largely depends on the skill mix, aswas
suggested above. In the late 19 century, migration predominantly involved young, unskilled adults,
with very high labour force participation rates, it thus had alarge potentid impact on inequdity,
lowering it in Europe and raising it in the New World. Asthe late 20" century progressed, the

picture became increasingly amilar, a leest for the US: the skill profile of immigrants, rdative to the
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native born, has declined dramatically since the mid-1960s (Borjas 1999, Chapter 2).” In severd
countries, however, policy has responded by encouraging more skilled immigration, often via
temporary work permit programmes. In principle, this could lead to greater inequdity in emigrant
economies, and greater equdity in immigrant countries: the opposite of what occurred in the late

19" century.

Inequality Trends

The previous section has documented a U-shaped trend in the extent of internationa
economic integration, with integration in the late 19" century, followed by disintegration in the
interwar period, and arecovery snce World War 2. The recovery has been uneven, however, with
some dimensions of integration remaining undeveloped relative to 1913 (e.g. migration), and with
some countries not participating as fully in the recovery as others (in particular, certain DCs). The
question now arises. what has been the inequality experience over the past two centuries, and to
what extent can this experience be related to globdization trends?

The benchmark study of world income inequdity trends over the past two centuriesisa
recent paper by Frangois Bourguignon and Christian Morrisson (1999), which makes use of data
on population, real GDP per capita, and vintile shares for 33 groups of countries between 1820 and
1992. Figure 2 plots the resulting Thell coefficients for totd world inequdity, aswdl asa
decomposition into that portion explained by between-country inequdity, and that portion explained
by within-country inequdity. Severd key lessons emerge from the figure.

First, world inequality hasincreased substantialy since 1820. Between 1820 and 1910, a

7 Indeed, ahigher proportion of immigrants were high school dropoutsin 1998 than in
1990, reversing a steady downward trend in this figure since 1960 (Borjas 1999, p. 21).
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period of rapid growth and globalization, the Thell coefficient rose from 0.533 to 0.799, arise of
0.226 (0.025 per decade) or 50%. Inequality remained fairly stable between 1910 and 1960,
dipping during the 1950s, before resuming its rise after 1960, another period of rapid growth and
globalization. Between 1960 and 1992, the Theil coefficient rose by 0.093 (0.027 per decade,
roughly the same rate as the 19" century figure), or by 12%.

Second, therisein total inequality over the period as a whole has been entirely driven by a
risein inequaity between countries; indeed, within-country inequality declined over the period.
Between-country inequality rose continuoudy from 1820 to 1950; it fell during the 1950s and
1970s, but rose during the 1960s and 1980s, and rose over the post-1960 period asawhole. This
confirms Pritchett’ s (1997) finding that divergence, rather than convergence, characterises the long
run aggregate growth record.

Third, the cessation of the trend towards greater overdl inequality during the interwar
period was not due to more favourable between-country inequality trends, since between-country
inequaity continued to rise rapidly. Rather, it was due to a dramatic decline in within-country
inequality, which fel from 0.500 in 1910 to 0.323 in 1950, a 0.177 decline (or 35%) in 4 decades,
or a0.044 point decline per decade. It seems as though this interwar experience was an aberration,
snce within-country inequality trended very gently and continuoudy upwards both before 1910 and
after 1950. Over the period as awhole, within-country inequaity has declined sharply, as aresult of
this gpparent step decline during the interwar period, and thisisin clear contrast to between-country
inequdity, which has increased sharply.

Fourth, while within-country inequality was the dominant force driving tota world inequdity

in 1820, its relative importance has declined over time, and since World War 2 between-country

18



inequdity has been the most important factor accounting for total inequality. This suggests that for
those concerned with world inequaity, while their focus should have been on domestic redistribution
in the early 19" century, by now it should be firmly focussed on policies designed to help poor
countries converge macroeconomicaly on therich.

Moreover, such convergence may a last be happening. While the long run evidence clearly
points to between-country divergence, recent papers suggest that this trend was replaced by
convergence at the end of the 20" century. Mechior, Telle and Wiig (2000) calcul ate (popul ation-
weighted) Gini coefficients for world income distribution, using per capitaincome datafor 115
countries. They find that the Gini coefficient fel from 0.59 in 1965 to 0.52 in 1997, with Chind's
catch-up being crucid. Schultz (1998) finds that between-country inequdity started fdling from the
mid-1970s, Boltho and Toniolo (1999) find that it Sarted faling from 1980. A common fegture of
these papersisther use of PPP-adjusted data; the implication is that there has been what Lindert
and Williamson (2001) refer to as an *epochd turning point’. According to Schultz, the
convergence since then has been strong enough that overal world inequdity (both between- and
within-country) has also Sarted to decline®

The question now arises. to what extent has globalization been respongble for any of these

trends? We turn first to the globaization boom of the late 19" century.

Globalization and Inequality in the Late 19" Century
Factor Price Trends

Aswe have seen, the late 19" century was characterised by dramaticaly declining transport

8 But see Milanovic (1999) for a contrary view, abeit one based on only two years (1988
and 1993); see dso Dowrick and Akmal (2001).
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costs, by mass migration from the Old World to the New; and by large transfers of capita from the
Old World to the New. How did each of these separate dimensions of globdization influence
income distribution within and between countries?

Take the evidence on factor pricesfirgt, and begin with the within-country evidence. We
have abundant evidence on late 19" century relative factor prices, compiled by O’ Rourke, Taylor
and Williamson (1996), and Jeffrey Williamson, in a series of papers summarized in Williamson
(1998, 2000). These papers present data on w/r, theratio of the unskilled, urban wage to the
returns to agriculturd land. Thiswasthe key relative factor price in an erawhen agriculture was il
an important component of the economy, and in which inter-continenta trade was largdy dominated
by the exchange of resource- and land-intensive products for labour-intensive products such as
manufactured goods. The metaphor which motivated Heckscher and Ohlin in the first place was one
of the land-abundant New World exchanging food for European manufactured goods, and their
logic suggests thet in times of globalization, w/r should have converged internationdly. In land-
abundant New World economies, where w/r was high, it should have declined; and in land-scarce
European economies, where w/r was low, it should have increased. Moreover, in absolute terms
low European wages should have caught up with high New World wages, while low New World
land prices should have caught up with high European land prices. By and large, these predictions
hold good for the late 19" century.

Between 1870 and 1910, red land price increases in Australia (over 400%) and the US
(over 250%) were enormous, far greater than the biggest red land price increase in this sample of
European countries (Denmark, where land prices increased by 45% between 1870-73 and 1910-

13). Moreover, in three European countries -- Britain, France and Sweden -- land pricesfell, in
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Britain by over 50%. There was certainly absolute convergence in the returns to land during this
period. Meanwhile, wages in Europe were converging on New World wages (Williamson 1995),
athough this absolute wage convergence was more modest in scale, and there were poor countries
who did not participate in the convergence experience. The net result was that the 40 years after
1870 saw substantid relative factor price convergence, with wage-rentd ratios rising in Europe, and
fdling in the New World, just as Heckscher and Ohlin would have predicted (Williamson 2000,
Table 3). By 1910, the Augtrdian ratio had falen to one quarter of its 1870 level, the Argentine
ratio had falen to one-fifth of its mid-1880 level, and the US ratio had fallen to half of its 1870 leve.
In Europe, the British ratio in 1910 had increased by afactor of 2.7 over its 1870 level; the Irish
ratio had increased by afactor of 5.6; the Swedish ratio had increased by afactor of 2.6; and the
Danish ratio by afactor of 3.1. Thisincrease was less pronounced in protectionist economies: the
ratio increased by afactor of 2.0 in France, 1.4 in Germany, and not & al in Spain.

The Heckscher-Ohlin predictions were dso well born out by the experience of those Third
World countries which participated in the late 19 century globa economy (Williamson 2000,
Table 4). In land-scarce economies such as Japan, Korea and Taiwan, the wage-rentd ratio
increased subgtantidly, while it plummeted in land-abundant food exporting nations such as
Argentina, Uruguay, Burma, Siam, Egypt and the Punjab. Rdlative factor price convergence was
not limited to the present-day OECD region, it appears.

What was responsible for these trends, and in particular for the impressve wage-rentd ratio
convergence? O’ Rourke, Taylor and Williamson (1996) explore this issue econometrically, usng
datafor seven countries between 1875 and 1914: Audtrdia, Britain, Denmark, France, Germany,

Sweden and the US. The results are supportive of Heckscher and Ohlin: the ratio of agriculturd to
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manufacturing prices has the expected negative effect on wage-rentd ratios for five of the seven
countries, the exceptions being Australia and Denmark. It gppears that CMI was important in
driving factor price convergence during this period.

Moreover, other dimensions of globaization adso contributed to the wage-rental
convergence; in particular, migration increased wage-rentd ratios in Europe and lowered them in
the New World. However, internationd capitd flows were probably aforce for divergence during
this period, rather than convergence, in that capita flowed from low-wage Europe to the high-wage

New World, exacerbating rather than moderating wage-rentd ratio differences.

Factor Price Convergence and Inequality in the Late 19" Century

What were the implications of these factor price movements for inequdity? To alarge
extent, this depended on who owned the land. Typicaly, landowners were a the top of the income
digtribution, and s0 the globalization forces which raised wage-rentd ratios in Europe should have
made Europe more equd; while the same forces which lowered wage-rentd ratiosin the New
World should have made those societies more unequa. Presumably the inequality impact was
greater where land-holding was more concentrated, such as Latin America, than in societies where
the family farm predominated, such as the northern United States, or Burma. Meanwhile,
intercontinental migrants were typicdly unskilled; thus, immigration would have lowered unskilled
wages and rased inequdity in the New World, but raised unskilled wages and lowered inequdity in
Europe. Broadly spesking, globdization should have made the rdlatively poor Old World more
equd, but at the expense of higher inequdity in the affluent New World— precisdly the same

correlation as Heckscher-Ohlin thinking would predict today.
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Complete income distributions are typically unavailable for the late 19" century, but
Williamson (1997) congtructed an dternative measure of inequdity: the ratio of the unskilled wage
to GDP per worker hour, w/y. This measure compares the income of those a the bottom of the
digtribution with aweighted average of dl other rlevant factor prices— skilled wages, but dso
returns to such factors as capital and land, which were highly relevant both 100 years ago and in the
late 20" century Third World. Williamson found that while inequality fell dramatically (w/y
increased, from 100 in 1870 to 153 or 154 in 1913) in poor European countries like Denmark and
Sweden, where w was initidly low, it rose subgtantidly in rich New World economies like the US
and Audtralia, where w wasinitidly high (w/y fell, from 100 in 1870 to 53 or 58 in 1913). Inequdlity
aso fdl sharply in poor economies like Norway and Itdy, while remaining more stable in the richer
European economies, as well asin periphera economies which remained doof from globdization
(such aslberia).

The OECD evidence is thus cons gtent with the Heckscher-Ohlin prediction that
globdization should have raised inequdity in rich equa societies and lowered it in poor, unequd
societies. The Third World evidence is more mixed, however. Wherever the data are available, they
show wy faling during the late 19" century—in Argentina, Brazil, Mexico, Uruguay, Japan, Burma,
India, Indonesia, the Philippines, Tawan and Thalland (Williamson 2000, Tables 4, 5). In the Latin
American case, there is an explanation congstent with that given for other New World economies—
globdization lowered wage-rentd ratios, which should boost inequdity. Furthermore, countries such
as Argentina were not low-wage by late 19" century standards. In the Asian case, however, things
are dightly more puzzling. Firgt, inequality rose everywhere, even in undisputedly poor countries.

Second, inequdlity rose not only in land-abundant areas such as Burma and Thailand, where wage-

23



rentd ratios fell, but dso in land-scarce economies such as Japan and Taiwan, where wage-rental
ratios rose. Presumably this anomaly is due to the fact that inequdity trends were not just
determined by globalization (and wage-rentd ratios), but by other factors, such as demography and
technologica change, aswdll.

To summarize: there gppears to be a causd relationship between globdization and within-
country inequality for this period. Trade did have an impact on wage-rentd ratios, just as theory
saysit should. Moreover, Williamson (1997) shows that there is a strong relationship between
migration flows and movementsin w/y, with w/y risng more (faling less) in countries that
experienced more emigration (lessimmigration). However, the episode shows that the links
between globdization and distribution are subtle and varied, just as was suggested earlier. First,
globaization did have different effects on factor prices and inequdity in different continents: trade
raised w/r in Europe and lowered it in the New World, and migration raised w/y in Europe, and
lowered it in the New World. This has to be born in mind when ingpecting the average inequdity
trends in Figure 2: the dramatic egditarian trends in some European countries during this period, and
the equdly dramdtic inegditarian trends in some New World countries a the same time, dl of which
were intimately linked to globdization, largely cancelled each other out in the aggregate. Thus, a
regresson of inequality on some measure of globalization which faled to take account of the very
different links between the two variablesin different continents might well incorrectly conclude thet
on baance there was no link between globdization and inequality. Second, different dimensions of
globalization had different effects on digtribution, with migration raisng European wages (for
example), and capitd flows lowering them. Third, the impact of a given factor price change on

inequdity (eg. arisein the return to land in land-abundant countries) depended on the distribution
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of endowments, as the contrast between Burmese or Ghanaian peasants landowners, on the one

hand, and Argentine estancia owners on the other, makesfairly clear.

Globalization and Between-Country Inequality

The previous sections have aready touched on some themes reevant to the links between
globdization and between-country convergence, 0 this section can be brief. Figure 2 suggested
that between-country inequaity rose substantialy during the late 19" century, a period of rapid
globdization. Moreover, while relative factor prices were converging internationdly, and while
there was absol ute factor price convergence within the Atlantic economy, globaly there was
absolute factor price divergence, a least insofar as red wages were concerned. According to
Williamson (1998, Tables 1, 2), red wages in Jgpan, Burma, India, Indonesia, Tawan and Thalland
al fel further behind British wages during this period, reflecting superior European growth. The
question now arises. was globdlization responsible?

O’ Rourke and Williamson (1997, 1999) explore the links between globdization and
convergence for asample of European and New World economies between 1870 and 1913. Ther
first finding mirrors alate 20" century one: while there may have been divergence for the world as a
whole, there was convergence for this smaller sample of rich countries, athough it was wesk.
However, it isthe variety of country experiences thet redly stands out, rather than this generd
pattern: while some countries, like Irdland and Italy, converged on the leaders of the day (like the
US and Britain) a about the expected rate, others (like the Scandinavians) converged much faster
than expected, and Hill others, like the Iberians, did not converge a dl.

O’ Rourke and Williamson then quantify the trade, migration and capita flows shocks which
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hit these economies during the late 19 century, and calculate the contribution of each of these
forces to the patterns of convergence and divergence which the datareved. In each case, the
methodology isthe same: cdculate the impact of trade, or migration, or capital flows, on red wages
in aperiphera country, on the one hand, and Britain and the US on the other. Infer what the impact
of the shock on the real wage gap between core and periphery is, and expressthis change asa
percentage of the total change in the wage gap. Mass migration and internationd capita flows
explained between athird and a haf of the Scandinavian catch-up on Britain, and between 48 and
88% of Scandinavid s catch-up on the USA; they explained over two-thirds of the Irish and Itdian
catch-up on Britain, and al of those two countries' catch-up on the USA. Moreover, the Iberian
falure to converge on the leaders can in large part be attributed to their failure to import enough
capital and send out enough people.

Globdization thus helped severd peripheral European countries converge on the core, while
insufficient globdization helpsto explain Iberid sfalure to converge. The crucid factor was
migration, which accounted for some 70% of the tota convergence experienced in the Atlantic
economy during the period (Taylor and Williamson 1997); trade may have been important for
within-country distribution, but it played a much more minor role insofar as between-country
distribution was concerned.® 1t seems as though the rising between-country inequality of the late

19" century was not due to globdization.

Globalization and Inequality in the Late 20" Century

The Heckscher-Ohlin model provides a good guide to the late 19" century experience, in

® And, as mentioned, capita flows were actudly aforce for divergence.
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which trade was dominated by the exchange of food for manufactures, the two key regions were
the Old and New Worlds, and the two key factors of production were land and labour. In the late
20™ century context, the debate has often assumed that the two key factors are skilled and unskilled
labour, and that the two key regions are the North and South. Heckscher-Ohlin logic implies that,
under these conditions, globdization should imply rising skill premiaand inequdity in the North, and
fdling skill premiaand inequdity in the South (Wood 1994).

These predictions have not been born out in practice: for example, dthough the Heckscher-
Ohlin predictions were largely vindicated by the East Asan experience of the 1960s and 1970s,
kill differentials seem to have widened in severd Latin American countries following liberdizaion in
the 1980s (Robbins 1996; Wood 1997). Moving away from this smal, oft-studied group of
countries, the most comprehensive evidence on wage digpersion which we have comes from the
ILO' s October Surveys, summarised in Freeman and Oostendorp (2000). Consstent with many
other sudies, and with Heckscher-Ohlin theory, they find sharply risng wage inequdity in Britain
and the US; however, as many advanced countries saw wage disperson fdling as saw it risng
between the mid-1980s and mid-1990s. Moreover, regresson andyss found wage differentias
actudly fdling in rich and upper middle income countries during the 1980s and 1990s, and riSng in
lower middle income countries (as well as former Communist countries): the opposite correlation to
what theory would predict.

On the other hand, overal inequaity measures have been on the increase in most of the
OECD gnce the 1970s, and particularly from the mid-1980s (Burniaux and others 1998). Here
again, however, there are exceptions, such as Denmark, Canada and France. The increased

inequdity is mogtly due to widening labour earnings; as Lindert and Williamson (2001) point out, if
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labour earnings are widening but wage differentids are not, then unemployment and hours reduction
must be playing alarge role in driving overdl OECD inequdlity trends.

Among DCs, the picture is mixed. Inequdity has been steedily declining in Latin America
from the 1960s, despite what happened to skill differentias during the 1980s (Table 3); the patterns
in Africa and the Pacific Rim are rather erratic, risng between the 1960s and 1970s, faling through
the 1980s, and risng again between the 1980s and 1990s. On the other hand, within-country
inequdity has been rigng in Chinaand India snce the mid-1980s, and this should dominate any
population-weighted DC inequdity index (Lindert and Williamson 2001). And again, thisrising
within-country inequdity trend in the South is not what Smple 2x2 Heckscher-Ohlin modd s would
lead us to expect.

Of course, these trends do not on their own disprove smple trade theory, since distribution
is driven by many factors other than globdization. For example, political developments disfavouring
unions, or the entry of Chinawith its vast reserves of unskilled workers into the world market, or
the amultaneous and unrdated introduction of new technology disfavouring unskilled workers, might
account for the increased Latin wage inequdity (Wood 1997). Alternatively, such factors as
demography, educationd developments, democrati zation, the collgpse of Communism, and so on,
may have been the most important factors influencing inequaity trends. As dways, we need
multivariate andyss to disentangle these separate effects from each other; it isto such studies that

we now turn.

Within-Country Inequality and Globalization: Cross-Country Sudies

Since the publication of Delninger and Squire’ s (1996) dataset, there has been a
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proliferation of articles exploring the determinants of late 20 century inequaity across countries and
over time. Many ask whether there is support for Smon Kuznets (1955) prediction that in the
initid stages of growth structurd change boogts inequdity, while in the later sages inequdity
moderates. It is, however, the relationship between inequality and openness which concerns us
here; and the literature provides ambiguous answers. For example, when Higgins and Williamson
(1999) regressinequaity on openness (they use the Sachs and Warner (1995) dummy varigble),
together with the Kuznets variables and cohort Sze, the coefficient has anegative, but inggnificant,
sgn. When, in addition, opennessis interacted with dummy variables indicating whether a country is
ether in the bottom or the top third of the internationd labour productivity distribution, the
coefficient on openness becomes negative and sgnificant, while the interaction terms are
inggnificant. The latter finding suggests that standard Stolper-Samue son theory is not gpplicable;
the negative effect of openness on inequdity suggests that globdization has abenign effect on
income equdity— but it turns out, however, that the Sze of this effect is modest.

On the other hand, Barro (2000), using an expanded verson of the Deininger-Squire data
s, and a synthetic openness measure based on regressions of trade share on population, land area
and trade policy, findsthat opennessis positively rdated to inequality. Moreover, an interaction
term between openness and GDP per capitais negative and sgnificant: openness raises inequdity
below per capitaincomes of about $13,000 (1985 US dollars), and lowersit at per capitaincomes
above that amount. This latter finding is of course a odds with the Heckscher-Ohlin prediction
regarding trade and kill differentias.

Spilimbergo, Londofio and Székely (1999) provide the empirica andysis of the Deininger-

Squire data set most closdly related to Heckscher-Ohlin thinking. Factor prices are related to
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endowments and traded goods prices, the latter depend on world endowments and trade policies.
In their empirica specification, inequdity is related to country endowments of capitd per worker,
arable land per worker, and sill intengity, relative to the ‘ effective’ world endowment of the factor
in question; to these endowment variables interacted with a synthetic trade openness measure; to
openness itsdlf; and to income and income squared.

Opennessis pogtively corrdated with inequdity, athough thisfinding is not robust to the
choice of openness measure. Openness increases inequadity in skill-abundant countries, condstent
with the Anglo-American evidence and with the Heckscher-Ohlin modd ; however, openness
reduces inequdity in land- and capita-abundant countries, which isincons stent with the Heckscher-
Ohlin intuition that trade should increase the returns to land and capitd in such countries, and thus
raseinequdity if these resources are unequaly distributed.

In conclusion, the exigting crass-country studies leave many questions regarding the links
between openness and inequality unanswered. Spilimbergo, Londofio and Székdly find that the Sgn
of the effect depends on the choice of openness indicator; and while Higgins and Williamson find
that opennessis negatively associated with inequdity, Barro finds a poditive associaion. The results
do not seem to be robust to ether equation specification or to the choice of opennessindicator.
Further research clearly seems warranted, athough to date the finding that openness has a most a
modest impact on inequdity (in ether direction) seemsfairly robust.

Moreover, as O’ Rourke and Williamson (1999) stress, cross-country regressions can
conced as much asthey reved: the diverdty of country experience is asinteresting as average
corrdations. Aswe have dready seen, differing relationships between openness and inequdity in

different countries may cancel each other out in the aggregate. Furthermore, there are many



dimengions of openness, as we saw above, and each may have different effects on income
digtribution. We need to distinguish between these various dimensions of openness; see to what
extent globalization has affected countries dong each of these dimensions, and compute the effects

of each of these shocks on inequdity using well-specified economic models.

Between-Country Inequality and Globalization

An earlier section argued that there was no causal link between late 19" century
globdization and between-country divergence: rather, globaization, and in particular migration, was
aforce for convergence. Isthe same true of the late 20" century? If convergence has indeed
replaced divergence since the mid-1980s, could globdization be responsible? In an oft-cited study,
Ben-David (1993) shows that there was substantial convergence between the origina EEC 6 after
1950 and argues that there isalink between intraEEC trade liberdisation and this convergence.
For example, dispersion between Iredland, the UK and Denmark increased until the mid-1960s,
when they dtarted to liberdise vis a vis each other; dispersion between the three declined after
1973, when they joined the EEC. Turning to the world as awhole, Sachs and Warner (1995) find
that there is a strong tendency to convergence among countries pursuing open trade policies, but not
among more closed economies.

However, these arguments are entirely post hoc ergo propter hoc. Moreover, Ben-
David s argument that post-war convergence must have been due to liberdisation, as there was no
convergence prior to 1945, isincorrect, as O’ Rourke and Williamson (1999, Chapter 2) show, and
as Rodriguez and Rodrik (2001) point out. These corrdations are fascinating and suggestive, but

we need rigorous model-based andysisif Ben-David's argument is to be made convincingly;
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especidly snce Saughter (2001) finds no relationship between trade liberalization and convergence,
using a more sophisticated difference-in-differences anaysis®

Moreover, the dimension of globalization which had the greatest impact on convergence
one hundred years ago was not trade, but labour flows; palitica redity suggests that mass
intercontinental migration will not be dlowed to play the samerale in the future. Capitd flows and
technological transfers, operating through trade or FDI (e.g. Coe and Helpman 1995; Keller 2001),
will have to take up the dack. Work by Alan Taylor on Latin America (e.g. Taylor 2000) suggests
that capital flows can have amgor impact on peripheral economies, where policy dlows these to
take place; unfortunately, late 20" century capital markets do not seem to have done as good ajob
at channdlling savings towards DCs as their late 19" century counterparts. Ensuring that DCs

benefit from these flows will be crucid in ensuring convergence in the future.

Conclusion

Wheat have we learned thus far?

Fird, globaization can have an important impact on within-country income distribution, and
did during the late 19" century. However, for the reasons outlined at the start of the paper, the
relaionship between globdization and inequdity will vary depending on the country being
consdered, the dimension of globdization involved, and the distribution of endowments. The late
19" century experience illustrates these points very clearly, and there is no reason to suppose that

things are different in the 20 century. It follows that searching for average relationships between

10 Furthermore, Rodriguez and Rodrik (2001) have cast doubt on the Sachs-Warner
dummy varigble; while it is dways possible that countries which pursued open policies shared some
other characterigtic which made them more likely to converge on the core.
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summary measures of globdization and inequdity across countries is a hazardous enterprise: results
are likely to be sengtive to the countries chosen and the opennessindicator used. In thislight, the
fact that the cross-country regressions surveyed above have thus far failed to yied robust
correlations should come as no surprise.

Second, the 19" century evidence indicates that globalization was positively associated with
between-country convergence, athough the fact that the generd world environment isliberal does
not ensure that poorer countries will catch up with the rich: for whatever reason, Iberiaremained
relaively isolated from internationa factor markets during this period, and paid the price. The late
20™ century evidence is, as yet, inconclusive. If globdization is indeed associated with convergence,
then why did both the late 19" and late 20" centuries experience so much between-country
divergence (at least until the 1980s)? The answer, presumably, is superior technological progressin
richer countries. globdization was not the cul prit. Lucas (2000) describes how divergence might
coincide with globalization, in the context of a smple generd modd. The model assumes that
countries randomly leave behind a pre-industria past and embark on modern industrid growth, with
the probability that this occurs depending on world income; and that when they do embark on such
growth, they catch up on the economic leaders. The latter phenomenon may, as Lucas suggests, be
due to the diffusion of resources or ideas across borders (and, by implication, be postively related
to international economic integration). The mode predicts a world-wide Kuznets curve, and the
recent papers surveyed above suggest that while we were on the upward dope of the curve until
recently, we may now have reached the turning point, and be experiencing convergence.

Third, there are many respects in which we smply do not know enough about these two

phenomena, and the relationship between them. First, we do not have the commodity price data



required to document the evolution of international commodity market integration across the 20"
century. If the 19" century can yield such information to diligent scholars, then surely the 20
century can do the same.

Second, we need more information on factor prices, which according to theory are what
should be linked to globdization in the first place. Furthermore, we need data not just on different
categories of wages, but on the returns to land and capital. It isthe availability of such factor price
datawhich has dlowed economic historians to clearly uncover the links between internationd
integration and income distribution in the 19" century; aggregate measures of inequaity, such as Gini
coefficients, are too crude and are influenced by too many different factors for clean rdationshipsto
emerge cleanly from the data.

Third, when carrying out cross-country growth regressions, we need to do so in ways more
congstent with trade theory. We need to interact our openness indicators with more country-level
characterigtics, as do Spilimbergo, Londofio and Székely; even more importantly, maybe, we need
to enter different openness measures into our regressions, and seeif different dimengons of
globdization have different effects. It would aso be hepful if regressions could be run with factor
price ratios on the left hand side, rather than aggregate inequdity indicators.

Fourth, we need to supplement cross-country exercises with more country studies, snce
the impact of globdization on inequdity differs so greetly across countries,

Findly, the evidence may provide grounds for some optimism regarding future inequaity
trends. Therisein inequaity over the past 200 years has been mostly dueto arise in between-
country inequality, which is now the dominant cause of overdl inequdity. Thistrend may now have

been reversed; and the 19" century experience (and arguably the late 20" century experience as



well) suggests that this decline will be accderated by increased globdization.
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Table 1. Average tariffs on manufactured goods, selected countries, 1913-1998

1913 1931 1950 1980  1998/99

Audria 18 24 18 14.6 NA
Bdgium 9 14 11 NA NA
Denmark 14 — 3 NA NA
France 20 30 18 NA NA
Germany 13 21 26 NA NA
Ity 18 46 25 NA NA
Netherlands 4 -- 11 NA NA
Spain 41 63 -- 8.3 NA
Sweden 20 21 9 6.2 NA
UK 0 -- 23 NA NA
EU NA NA NA 8.3 4.1
Russa 84 * * * 13.42
Switzerland 9 19 -- 3.3 3.2
Audrdia 16 -- -- - 6
Canada 26 - - - 4.9
Japan 25-30 -- -- 9.9 55
New Zedand 15-20 -- -- - 4.4
USA 44 48 14 7 4.5
Argentina 28 -- -- -- 14
Brazil 50-70 -- -- -- 15.2
Colombia 40-60 -- -- -- 11.4
Mexico 40-50 -- -- - 12.6
China 4-5 -- -- -- 17.4
India approx.5 - -- -- 34.2
[ran 3-4 -- -- -- --
Thailand 2-3 -- -- -- 47.2°
Turkey 5-10 -- -- -- 0.25

Sources. Bairoch (1989; 1993); World Devel opment Indicators 2000.

Notes: NA = not gpplicable; — = not avallable; ** refersto the fact that the USSR ran such a
redrictive trade policy that average tariffs were irrdlevant; 2= 1997; ® = 1996; ¢ = 1993.



Table 2. Regional distribution of FDI stock, 1914-1999

(percent of total FDI stock)

FDI by origin

1914 1938 1960 1999

Devedoped countries 100.0  100.0 98.9 89.9

North America 19.2 30.4 52.0 27.5
USA 18.2 27.7 48.3 23.8
Canada 1.0 2.7 3.8 3.7
Western Europe 75.4 63.9 42.1 54.1
UK 44.6 39.8 16.3 14

Germany 10.3 1.3 1.2 8.8
France 12.0 95 6.2 6.3
Other western Europe 8.6 13.3 18.3 25

Russa 21 1.7 0.0 0.2
Japan 21 2.8 0.8 6.2
Deveoping countries 0.0 0.0 1.1 9.8
Totd 100 100 100 100

FDI by host

1914 1938 1960 1999

Developed countries 37.2 34.3 67.3 67.7

North America 16.0 16.8 37.6 26.3
USA 10.3 7.4 139 22.8
Canada 5.7 9.4 23.7 35
Western Europe 7.8 74 22.9 36.8
UK 1.4 29 9.2 8.3
Other Europe 9.9 1.6 0.9 24
Russa 7.1 0.0 0.0 0.3
Audrdasaand S. Africa 3.2 8.0 6.6 35
Japan 0.2 0.4 0.2 0.8
Deveoping countries 62.8 65.7 32.3 30.1
Latin America 32.7 30.8 15.6 10.2
Africa 6.4 7.4 55 2

Ada 20.9 25.0 75 17.7
China 7.8 5.8 0.0 6.4
Indiaand Ceylon 3.2 5.6 2.0 0.4
Middle East 2.8 2.6 2.8 1.3

Source: Dunning (1993); UNCTAD (2000).
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Table 3. Inequality in the late 20" century

1960s 1970s 1980s 1990s
OECD
Gini coefficient 34.7 33.6 32.6 33
Q5/Q1 ratio 6.94 6.64 6.2 6.49
No. of countries 12 19 20 13
Africa
Gini coefficient 45.3 49.8 41.6 46.4
Q5/Q1 ratio 12.2 175 9.63 12.88
No. of countries 4 4 11 15
Latin America
Gini coefficient 53.6 50.4 50.1 50
Q5/Q1 ratio 21.2 17 16.2 13.3
No. of countries 6 12 12 10
Pacific Rim
Gini coefficient 374 39 38.5 39.2
Q5/Q1ratio 8.28 8.96 7.88 8.14
No. of countries 6 9 10 7

Source: Higgins and Williamson (1999), based on Deininger and Squire (1996).
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Figure 1. Capital flows, 1870-1992
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Figure 2. World inequality, 1820-1992
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