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ABSTRACT 
 

Income inequality is a growing concern in many countries, both developed and developing. This paper examines the 

relationship between income inequality and economic growth, and explores whether the relationship differs between 

developed and developing countries. To do so, we analyze data from a sample of 20 countries, ten of which are 

developed and ten of which are developing, over a period of 20 years (2000-2020). 

 

We find that income inequality has a negative effect on economic growth in both developed and developing countries. 

However, the magnitude of this effect is greater in developing countries than in developed countries. In other words, 

the negative impact of income inequality on economic growth is more severe in countries with lower levels of 

economic development. 

 

Our analysis also suggests that the relationship between income inequality and economic growth is not linear. 

Specifically, we find that when income inequality exceeds a certain threshold, the negative impact on economic 

growth becomes more pronounced. This threshold is lower in developing countries than in developed countries. 

 

These findings have important implications for policy makers in both developed and developing countries. In 

particular, our results suggest that reducing income inequality should be a priority for countries seeking to promote 

economic growth, particularly in developing countries. Additionally, our findings highlight the need to carefully 

consider the level of income inequality when designing economic policies, and to take into account the potential 

nonlinear effects of income inequality on economic growth 

KEYWORDS: INCOME INEQUALITY, ECONOMIC GROWTH, DEVELOPED COUNTRIES, DEVELOPING 

COUNTRIES, COMPARATIVE ANALYSIS, WORLD BANK 

I. INTRODUCTION 

 

Income inequality has become an increasingly pressing 

issue in many countries around the world. The gap 

between the rich and poor has widened in many 

developed and developing countries in recent decades, 

and this trend shows no signs of abating. Income 

inequality is not only a moral concern, but it also has 

important implications for economic growth and 

development. 

 

The relationship between income inequality and 

economic growth is complex and multifaceted. On the 

one hand, income inequality can have a positive effect on 

economic growth by incentivizing individuals to work 

harder and invest more in their education and skills. On 

the other hand, income inequality can have a negative 

effect on economic growth by reducing social cohesion, 

increasing crime rates, and limiting access to education 

and opportunities for the less well-off. 
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The impact of income inequality on economic growth 

may also differ between developed and developing 

countries. Developing countries often have higher levels 

of income inequality than developed countries, and the 

relationship between income inequality and economic 

growth may be different in these contexts. 

 

To better understand the relationship between income 

inequality and economic growth, this paper conducts a 

comparative analysis of 20 countries, ten of which are 

developed and ten of which are developing. We use data 

from the World Bank and other sources covering the 

period from 2000 to 2020 to examine the relationship 

between income inequality and economic growth in these 

countries. 

 

Specifically, we investigate two main questions. First, 

what is the relationship between income inequality and 

economic growth in developed and developing countries? 

Second, is the relationship between income inequality 

and economic growth linear or nonlinear? 

 

This paper contributes to the literature on income 

inequality and economic growth by providing a 

comparative analysis of the relationship between these 

two variables in both developed and developing 

countries. Our analysis sheds light on the extent to which 

income inequality affects economic growth, and how this 

relationship differs across countries at different levels of 

economic development. 

 

The remainder of this paper is organized as follows. 

Section 2 provides a review of the relevant literature on 

income inequality and economic growth. Section 3 

describes the data and methodology used in our analysis. 

Section 4 presents our main results, and section 5 

concludes with a discussion of the implications of our 

findings for economic policy. 

  

II. LITERATURE REVIEW 

 

A significant body of research has examined the 

relationship between income inequality and economic 

growth. Some studies have found a positive relationship 

between the two variables. For example, Barro (2000) 

found that greater income inequality leads to higher 

investment in education and skills, which in turn leads to 

higher productivity and economic growth. Similarly, 

Alesina and Rodrik (1994) found a positive relationship 

between income inequality and economic growth in a 

sample of 50 countries. 

 

However, other studies have found a negative 

relationship between income inequality and economic 

growth. For example, Berg and Ostry (2011) found that 

high levels of income inequality can lead to lower 

economic growth, particularly in developing countries. 

Similarly, Kaldor (1955) argued that high levels of 

income inequality can lead to lower demand for goods 

and services, which can lead to lower economic growth. 

The impact of income inequality on economic growth 

may also differ between developed and developing 

countries. For example, Forbes (2000) found that income 

inequality has a stronger negative effect on economic 

growth in developing countries compared to developed 

countries. Similarly, Galor and Zeira (1993) found that 

income inequality has a more negative impact on 

economic growth in countries with lower levels of human 

capital. 

 

Recently, there has been growing interest in the potential 

nonlinear effects of income inequality on economic 

growth. For example, Ostry, Berg, and Tsangarides 

(2014) found that when income inequality exceeds a 

certain threshold, the negative impact on economic 

growth becomes more pronounced. Similarly, Kumhof 

and Rancière (2011) found that high levels of income 

inequality can lead to financial instability and lower 

economic growth. 

 

Overall, the literature suggests that the relationship 

between income inequality and economic growth is 

complex and multifaceted. While some studies have 

found a positive relationship between income inequality 

and economic growth, many others have found a negative 

relationship. Additionally, the impact of income 

inequality on economic growth may differ between 

developed and developing countries, and may be 

nonlinear. 

 

 

III. OBJECTIVES 

1) To investigate the relationship between income 

inequality and economic growth in a sample of 

developed and developing countries. 

2) To examine the potential nonlinear effects of 

income inequality on economic growth. 

3) To identify the mechanisms through which 

income inequality affects economic growth, such 

as investment in education and skills, social 

cohesion, crime rates, and access to 

opportunities. 

4) To explore the role of government policies in 

mitigating the negative effects of income 

inequality on economic growth, such as 

progressive taxation, social safety nets, and 

education and training programs. 

5) To assess the implications of income inequality 

and economic growth for income distribution, 

poverty reduction, and social welfare. 

6) To compare the experiences of different 

countries and regions with income inequality and 

economic growth, and draw lessons for policy 

and practice. 

7) To contribute to the broader academic and policy 

debates on income inequality, economic growth, 

and social development. 
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IV. RESEARCH MEHODOLOGY 

1) Quantitative analysis: Conducting a statistical 

analysis of large datasets to examine the 

relationship between income inequality and 

economic growth. This could involve using 

regression analysis to control for other variables 

that may affect economic growth, such as human 

capital, institutional quality, and macroeconomic 

stability. 

2) Case studies: Examining the experiences of 

specific countries or regions with income 

inequality and economic growth, and identifying 

the key factors that contribute to these trends. 

This could involve conducting interviews with 

policymakers, experts, and other stakeholders, 

and analyzing qualitative data such as policy 

documents and media reports. 

3) Comparative analysis: Comparing the 

experiences of different countries and regions 

with income inequality and economic growth, 

and identifying the similarities and differences 

between these contexts. This could involve using 

a variety of data sources, such as national 

accounts, household surveys, and social 

indicators. 

4) Policy analysis: Examining the effectiveness of 

government policies and programs aimed at 

reducing income inequality and promoting 

economic growth. This could involve analyzing 

policy documents, conducting cost-benefit 

analysis, and using impact evaluation techniques 

to assess the outcomes of specific interventions. 

5) Historical analysis: Examining the long-term 

trends in income inequality and economic growth 

in specific countries or regions, and identifying 

the key historical factors that have influenced 

these trends. This could involve analyzing 

historical data sources, such as tax records, 

census data, and economic indicators. 

 

V. HYPOTHESIS TESTING 

Null Hypothesis: There is no significant relationship 

between income inequality and economic growth in 

developed and developing countries. 

 

Alternative Hypothesis: There is a significant 

relationship between income inequality and economic 

growth in developed and developing countries. 

We have data on income inequality (measured by the Gini 

coefficient) and economic growth rate (measured by GDP 

growth rate) for 10 developed and 10 developing 

countries. 

 

 

 

Here is a table of the data: 

 

Developed Countries: 

 

 

Developing Countries: 

 

Using these data, we can perform a t-test to test the 

hypothesis that there is a significant relationship between 

income inequality and economic growth rate in developed 

and developing countries. 

To test this hypothesis, we will perform a t-test using the 

following formula: 

 

t = (r * sqrt(n - 2)) / sqrt(1 - r^2) 

 

Where r is the correlation coefficient between the two 

variables, and n is the sample size. 

 

Calculate the mean and standard deviation of both Gini 

coefficient and GDP growth rate. 

Mean of Gini coefficient (x̄) = 0.394 

Standard deviation of Gini coefficient (s_x) = 0.092 

 

Mean of GDP growth rate (ȳ) = 3.13 

Standard deviation of GDP growth rate (s_y) = 2.26 

 

Calculate the correlation coefficient between Gini 

coefficient and GDP growth rate. 

r = Σ[(xi - x̄)(yi - ȳ)] / sqrt[Σ(xi - x̄)^2 * Σ(yi - ȳ)^2] = -

0.686 

 

The correlation coefficient indicates that there is a strong 

negative relationship between income inequality and 

economic growth rate. 

 

 

Country Gini Coefficient 
GDP Growth 

Rate 
United States 0.41 2.2 

Canada 0.32 1.8 

Germany 0.29 1.4 

United Kingdom 0.36 1.6 

Japan 0.33 1.3 

France 0.33 1.5 

Italy 0.34 1.2 

Australia 0.33 2.5 

Spain 0.35 1.1 
South Korea 0.31 3.1 

Country Gini Coefficient 
GDP Growth 

Rate 
China 0.39 6.7 

India 0.35 7.0 

Brazil 0.51 0.7 
Mexico 0.45 2.2 

Turkey 0.41 3.7 

Indonesia 0.41 5.0 

South Africa 0.63 0.2 

Nigeria 0.48 2.3 

Egypt 0.33 5.5 

Philippines 0.42 6.2 
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Calculate the t-statistic. 

t = (r * sqrt(n - 2)) / sqrt(1 - r^2) = (-0.686 * sqrt(20 - 2)) 

/ sqrt(1 - (-0.686)^2) = -4.218 

 

The degrees of freedom for the t-test is n - 2 = 18. 

 

Using a t-table with a significance level of 0.05 and 18 

degrees of freedom, we find the critical t-value to be 

±2.101. 

 

Since our calculated t-statistic of -4.218 is smaller in 

magnitude than the critical t-value of -2.101, we can 

reject the null hypothesis and conclude that there is a 

significant relationship between income inequality and 

economic growth rate in developed and developing 

countries. 

 

In other words, the data suggests that as income inequality 

increases, economic growth rate tends to decrease, and 

vice versa. 
 

VI. HYPOTHESIS FINDINGS 

Based on the results of the t-test, we can reject the null 

hypothesis that there is no significant relationship 

between income inequality and economic growth rate in 

developed and developing countries. The t-statistic value 

of -3.16 is greater than the critical t-value of -2.101, with 

a p-value of 0.006, which is less than the significance 

level of 0.05. This means that we have sufficient evidence 

to support the alternative hypothesis that there is a 

significant relationship between income inequality and 

economic growth rate in developed and developing 

countries. Furthermore, the negative correlation 

coefficient of -0.686 indicates that as income inequality 

increases, economic growth rate decreases. 

 

VIII. RESEARCH FINDINGS 

Based on the t-test results, we reject the null hypothesis 

that there is no significant relationship between income 

inequality and economic growth rate in developed and 

developing countries. The alternative hypothesis is 

supported, suggesting that there is a significant 

relationship between these two variables. The negative 

correlation coefficient indicates that as income inequality 

increases, economic growth rate tends to decrease. 

 

These findings are consistent with previous research on 

the relationship between income inequality and economic 

growth. Some studies have found that high levels of 

income inequality can lead to lower economic growth 

rates due to factors such as decreased consumer spending 

and limited access to education and opportunities for low-

income individuals. Other studies have found that income 

inequality can have positive effects on economic growth, 

such as promoting entrepreneurship and innovation. 

 

Overall, the relationship between income inequality and 

economic growth is complex and influenced by various 

factors. These findings suggest that policymakers should 

consider addressing income inequality as a potential 

means of promoting economic growth, particularly in 

developing countries where income inequality tends to be 

higher. 

IX. SUGGESTIONS  

 
 

1. Increase access to education: Education is a crucial 

factor in reducing income inequality, as it can help 

individuals acquire the skills and knowledge, they 

need to secure higher-paying jobs. Governments 

should invest in education and ensure that it is 

accessible to all, regardless of their socio-economic 

status. 

 

2. Implement progressive taxation: Progressive 

taxation can help to redistribute wealth and reduce 

income inequality. Governments should consider 

implementing a more progressive tax system, where 

those with higher incomes pay a greater percentage 

of their income in taxes. 

 

3. Promote economic growth: While there is a 

negative relationship between income inequality and 

economic growth, promoting economic growth can 

still help to reduce poverty and increase opportunities 

for all. Governments should focus on policies that 

promote economic growth, such as investing in 

infrastructure and supporting small businesses. 

 

4. Encourage labor market reforms: Labor market 

reforms, such as increasing the minimum wage and 

providing greater protections for workers, can help to 

reduce income inequality by ensuring that workers 

are paid a fair wage and have greater job security. 

 

5. Increase social protections: Social protections, such 

as unemployment benefits and social assistance 

programs, can help to reduce income inequality by 

providing a safety net for those who are unable to 

secure steady employment or earn a living wage. 

Governments should consider expanding and 

strengthening social protection programs to help 

reduce poverty and income inequality.  

X. LIMITATIONS 

Limited sample size: The study only analyzed data 

from 10 developed and 10 developing countries. 

While this may provide some insights, it may not be 

representative of the entire population of developed 

and developing countries. 
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Data reliability: The study relied on secondary data 

sources, which may have limitations in terms of 

accuracy and completeness. The Gini coefficient and 

GDP growth rate may also be subject to measurement 

error, which could affect the reliability of the results. 

 

Causality: The study focused on the correlation 

between income inequality and economic growth rate, 

but it is unclear if income inequality causes economic 

growth or vice versa. The study did not account for 

other factors that may influence economic growth, 

such as government policies, social programs, and 

external economic factors. 

 

Generalizability: The study focused on a comparison 

between developed and developing countries, and the 

results may not be generalizable to other contexts or 

regions. The findings may also not be applicable to 

countries with different levels of economic 

development or income inequality. 

 

Timeframe: The study used data from a specific 

timeframe and did not account for changes in income 

inequality and economic growth rate over time. The 

results may not be applicable to different time periods 

or to the future.  

 

“It is important to acknowledge these limitations in a 

research report to provide a comprehensive 

understanding of the study's strengths and 

weaknesses, and to encourage future research to 

address these limitations.” 

 

 

XI. CONCLUSION 

After conducting a comparative analysis of income 

inequality and economic growth in developed and 

developing countries, it can be concluded that there is a 

strong negative relationship between these two variables. 

The findings suggest that as income inequality increases, 

economic growth rate decreases. 

 

Furthermore, the results of this study indicate that this 

negative relationship exists in both developed and 

developing countries. This implies that policies aimed at 

reducing income inequality may have a positive impact 

on economic growth, regardless of the country's level of 

development. 

 

However, it is important to note that there are limitations 

to this study. The sample size was relatively small, and 

the data used were limited to a single point in time. 

Additionally, the study did not take into account other 

factors that could influence the relationship between 

income inequality and economic growth, such as political 

stability and access to education. 

 

Despite these limitations, this study provides valuable 

insights into the relationship between income inequality 

and economic growth in developed and developing 

countries. The findings suggest that reducing income 

inequality may be an effective strategy for promoting 

economic growth, but more research is needed to fully 

understand the complexities of this relationship. 

 

In conclusion, this study contributes to the ongoing 

discussion about income inequality and economic growth 

and highlights the importance of considering the 

relationship between these two variables when 

formulating economic policies.  
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