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The GINI Coefficient and India 

 

The GINI Coefficient (or index), published by the World Bank, is a well-accepted 

measure of income inequality: higher the number, larger the inequality. Within the 

Group of Twenty, our index level is below China and the US, but above Germany and 

Japan. (If the unaccounted income in India is taken into account, our Index will surely go 

up further!) Economist Simon Kuznets had hypothesised 50 years back that, as an 

economy develops, inequality increases, but later reduces: in other words the shape of 

the Kuznets curve is like an inverted “U”. Japan, Germany and some other social 

democracies in Europe support the hypothesis. 

Are income inequalities integral to capitalist development as Marx argued? (But he also 

argued that all value addition comes from labour – completely ignoring the role of 

innovation, of managerial inputs, of entrepreneurship.) In Victorian England, the rentier 

class (big landowners, the progeny of the sovereign’s concubines or knights in another 

era) was dominant; those who actually had to work to earn a living were second class 

citizens, and had to use “tradesmen’s entrances”! The largest proportion of employees 

worked as domestic servants. Income inequalities were glaring! 

The situation changed in the 20th century, also in the US, first because of adult suffrage 

and President Roosevelt’s depression-era New Deal; it changed even more dramatically 

in the post-war decades. Manufacturing grew rapidly; strong unions helped increase 

wages leading to a rapid graduation of a majority of the working class into the middle 

class. The share of labour in national income grew even as that of capital fell. 

The pendulum started swinging back in the Anglo Saxon economies in the 1980s with 

the coming into power of Prime Minister Thatcher and President Reagan. Union power 

was crushed both by direct confrontation, and a shrinking manufacturing sector. 

Finance was deregulated and finance capital, as distinct from investment capital, started 

rapidly increasing its share of national income. Corporate profits as a share of GDP 



increased from 4% of GDP to 11% last year. And, the average Chief Executive now 

makes 273 times the average worker, as compared to say 25 times in an earlier era. 

Median real incomes in US have hardly grown in the last 30-odd years; most of the 

growth in income has gone into the pockets of the rich. Among the advanced countries, 

between 2007 and 2011, inequality has grown most in Ireland, Spain and Greece: they 

share huge unemployment! 

 

Speculators in assets (equities, currencies, commodities) working in hedge funds and 

banks became the new “rentier class”, taking a share of national income totally 

disproportionate to their contribution to society. No wonder, today London boasts of an 

even larger number of domestic servants than in Victorian times! Pope Francis in his 

first apostolic exhortation in November criticised modern capitalism for encouraging the 

“ideology of money”: “While the earnings of a minority are growing exponentially, so too 

is the gap separating the majority from the prosperity enjoyed by the happy few. This 

imbalance is the result of ideologies which defend the absolute autonomy of the 

marketplace and financial speculation” (Financial Times, 24 December 2013).  

Is our GINI coefficient high, not so much because of development and growth (a 

positive reason) as because of the lack of creation of reasonably paying jobs in 

manufacturing? A recent study by CRISIL, the rating company, evidences that between 

2005 and 2010 the addition in jobs was just 27.7 million.  In manufacturing, employment 

declined by nearly 7%. Given our demographic profile, others have estimated the need 

of fresh jobs over 2014-2019 at 85 mn! Besides, there is a strong need to reduce the 

number of people dependent on agriculture for their livelihood: as it is, the income 

differential between the non-agricultural and agricultural sectors is as high as 2:1, if not 

higher. Clearly, we need macro-economic policies, including an exchange rate policy, 

which would encourage, rather than discourage, labour intensive manufacturing.  

Income inequality in India is glaring; it stares you in the face in Mumbai: the gated 

communities on the one hand and the slums on the other; the “designer weddings” for 

which hundreds of guests are taken abroad. I recall Dilip Bobb writing in Financial 

Express some time back about the Diwali card parties in Delhi in which the opening bids 



are Rs. 5/10 lacs and sometimes BMWs change hands. While car production in India 

has come down, sales of luxury cars keep growing. In some ways, inequality is not just 

an economic issue, but also a moral issue – unless, of course, like the Greek Sophists 

or Nietzsche’s Superman one believes that morality is an invention of the weak to chain 

the strong; that Social Darwinism is a natural phenomenon.  

We have kept before ourselves a lofty goal of manufacturing accounting for 25% of 

GDP by 2025: this would require a huge amount of investment capital. One wonders to 

what extent our record in adhering to, and enforcement of, contracts would help in this. 

And, one should not take shelter behind legal niceties like whether a letter of allotment 

is a contract or not. In terms of the macro economy, we share two characteristics with 

the Anglo-Saxons: the lack of growth of the manufacturing sector as a percentage of 

GDP (in their case, it has actually dropped); and a large deficit on the current account.  

Post election policy-makers in India have a lot to think about! 
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