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Introduction

The principle difficulty in measuring the gap between the richest and poorest countries is that the gap is so wide. In simple monetary terms the ratio between what the richest individuals in the richest countries earn to the poorest in the poorest countries is roughly 100,000 to one.

Secondly, the differences within a country can be just as stark. Average earnings or GDP per capita can mask huge inequalities.

Thirdly, monetary wealth is only one aspect of quality of life and other factors must be taken into account.  For those at the bottom of the scale who can not afford enough food on a daily basis, annual income is a fairly meaningless measure of quality of life.

1. Absolute Consumption Based Models

The best known measure of wealth of a country is Gross Domestic Product per capita (GDP) which is based on the total value of goods and services produced in a country divided by the population. This is a crude but indicative measure of wealth in a country. While it is easy to conceptualise (average earnings in Ireland in 1999 were US$25,090 compared to US$1,090 in Albania (Economist Pocket Book of Figures)) it tells us nothing about the cost of living in these counties and can mask income disparities within a country. In some cases Gross National Product per capita (GNP) is a more accurate measure. GNP adjusts GDP by adding earnings made by residents abroad and subtracting earnings made locally by residents and business based abroad which are taken out of the economy. Thus in the case of small open economies, with lots of foreign investment GNP is a more accurate measure. In the Ireland of the 1960s and 1970s the GNP rose in relation to GDP from the remittances of workers abroad. By contrast, in the 1990s repatriation of profits by foreign countries reduced the GNP relative to the GDP. 

For the 1,151 million people who lived on less than US$1 a day, GDP is of little relevance. Poverty can be seen as a comparison of needs to resources. For the poorest people their daily ration of food is a better measure of wealth. This in itself is also a crude measure given the difficulties in factoring in individuals activity levels, rural vs. urban lifestyles, nursing mothers and availability of protein etc., but nonetheless useful for ranking welfare in the poorest countries.

2. Relative Consumption Based Models

GDP can be made a more accurate measure by reflecting the cost of living in a country. Purchasing Power Parity (PPP) takes a basket of goods and services across countries and creates an index of relative cost. The figures above, adjusted for PPP show Ireland’s GDP as US$22,460 compared with US$3,240 in Albania. In absolute monetary terms the average Irish person is 23 times better of than the average Albanian, adjusted for PPP this falls to seven times better off.

An alternative method of gauging the relative wealth of countries is using a Lorenz curve, which graphs the percentage of global wealth held by the percentage of global population, as shown below (Figure 1). A straight line at 45 from the origin represents perfect equity. The Lorenz curve plots the cumulative wealth held by the cumulative population. The further away the Lorenz curve is from perfect equity the more unequal is the distribution of wealth. 
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Figure 1. Lorenz Curve

From the Lorenz curve the Gini index can be calculated by diving the area A, between the Lorenz curve and perfect equity, by the area B below the Lorenz curve (see Figure 1). As the Lorenz Curve approaches perfect equity, the Gini index approaches 0.

As incomes rise, the Gini index follows a inverted U curve. That is, low income have low inequality, as incomes increase so does inequality before dropping off again. Development economists believe this is due to early adopters in developing economies adapting to the new conditions and becoming more wealthy. As economies develop, government intervenes to partially redistribute wealth. At the same time, more of the population have opportunities to participate in education increasing their earning potential and inequality decreases.

By studying GDP, adjusted for PPP, in relation to the Gini index we gain a deeper understanding of the real distribution of wealth. The Gini index for the world is about 0.65 which is higher than for any single country. This implies the global distribution of wealth is more unequal than the distribution in any single country, reflecting the large cross-national disparities in GDP.

A second method of analysing the Lorenz curve is by splitting it into quintiles and grouping the poorest 20% of countries and the next richest 20% and so on. This recognises the limitations of the Gini index (which may be based on inaccurate data presented by governments eager to hide the true poverty of their people) and the often huge gap between the poorest and the richest. In any case the actual difference in income of those in the bottom 20% is often negligible. It should be stressed that a low Gini index in itself is not necessarily a good thing, it must be interpreted in the context of other indicators (it could mean that everybody is just as poor as each other). In addition, two countries could have the same Gini index, one with high income inequality amongst the poor, another with high income inequality among the rich.

3. Refining Measurements of Poverty

It has been stressed that measures of wealth or poverty can not be interpreted in isolation. Longitudinal studies which map changes in wealth over time put current data in perspective. Is a country as a whole becoming wealthier? Is income rising but PPP falling due to inflation? Is the distribution of wealth within a country increasing or decreasing?

All the measures discussed so far relate in some form to income, though this is only one aspect of human wealth, albeit an important one. If we see poverty (or wealth) as a comparison of resources to needs, income does not reflect our need for freedom, having an accountable government, a healthy life or our right to education. Can these aspects of wealth be measured at all? Many probably can not but the UN has developed a model which goes some way to addressing these issues. The Human Development Index (HDI) combines some of these factors to try and calculate one figure which represents a countries overall development. The HDI is made up of there main elements and respective goals to be attained; a life expectancy of 85 years, 100% literacy and a GDP of PPP US$40,000 (based on a logarithmic scale as money isn’t everything). While it is easy to criticise the HDI for what it omits, it provides a more accurate view of the real welfare of individual countries than simple monetary measures.

4. Conclusion

There is no ‘best’ way or single figure for measuring the gap between the rich and poor countries. Different measures are appropriate in different circumstances. While the HDI is a composite measure, no one figure captures the diversity and extremes of human poverty and wealth across roughly 200 countries. The data available may be unreliable or not available for the same time periods for the purposes of comparison. Crucially the data must be viewed in context for us to gain an meaningful interpretation of them.
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