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Do we go wrong by focusing on GDP?

“more research should focus on 
developing and analyzing left-hand 
side variables that are normatively 

relevant, from simple ones like 
median income, the income of the 
bottom quintile or the mean of log 

income…”



Median Income
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OECD countries: Correlation = 0.911
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Source: World Development Indicators and author's calculations

Correlation = 0.978
Median Income v. GDP per capita



Bottom quintile

Justin Wolfers, Inequality and Growth 4

ALB ARG
ARM

AUS
AUTBEL

BENBFA

BGD

BGR
BIH

BLR

BOL

BRA
BTN

CAN

CHE

CHL

CHN

CMR

COD

COG

COL
CRI

CYPCZE
DEU

DJI

DNK

DOMECU

ESPEST

ETH

FIN
FRA

FSM

GBR

GEO

GIN

GNB

GRC

GTM

HND

HRV

HTI

HUN

IDN

IND

IRL

IRN

ISL

ISR

ITAKAZ

KGZ
KHM

LAO

LKA

LSO

LTU

LUX

LVA

MDA

MDG

MEX

MNE
MNG

MRT

MUS

MWI
NER

NIC

NLD
NOR

NPL

PAK

PAN
PER

PHL

POL
PRT

PRY

ROURUS

RWA

SEN
SLE

SLV

SRB

STP

SVK
SVN

SWE

SYC

TCD

TGO

THA

TJK

TUN

TUR

TUV
TZA

UGA

UKR
URY

USA

VNM

VUT

XKX

ZAF

ZMB
ZWE

AUS
AUTBEL

CAN

CHE

CHL

CZE
DEUDNK

ESPEST

FIN
FRAGBR

GRC
HUN

IRLISL

ISR

ITA

LUX

MEX

NLD
NOR

POL
PRT
SVK
SVN

SWE

TUR

USAUSA

OECD countries: Correlation = 0.911

$62.5

$125

$250

$500

$1,000

$2,000

$4,000

$8,000
Av

er
ag

e 
in

co
m

e 
am

on
g 

th
e 

po
or

es
t q

ui
nt

ile

$500 $1,000 $2,000 $4,000 $8,000 $16,000 $32,000 $64,000
Real GDP per capita at PPP (log scale)
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Correlation = 0.970
Income of the Poorest Fifth v. GDP per capita



Estimating utilitarian social welfare
People have log utility:
 𝑈𝑈𝑖𝑖,𝑐𝑐 = ln 𝑌𝑌𝑖𝑖,𝑐𝑐

Average utility in country, c:
 𝑈𝑈𝑐𝑐 = ln 𝑌𝑌 𝑐𝑐

Re-arranging:
 𝑈𝑈𝑐𝑐 = ln 𝑌𝑌𝑐𝑐 − ln 𝑌𝑌𝑐𝑐 − ln 𝑌𝑌 𝑐𝑐

An approximation:

 𝑈𝑈𝑐𝑐 ≈ ln 𝑌𝑌𝑐𝑐 − 𝐹𝐹𝑁𝑁−1
1+𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺

2

2

Log(GDP per capita)
(= log of average income)

Mean log deviation
(a measure of inequality)
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Average of log income, not
Log of average income

(if incomes are log-normal):



Social Welfare
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Correlation = 0.995
Social Welfare v. GDP per capita



Inequality before growth?

“in advanced economies a lexicographic 
framework that focuses exclusively on 
distributional analysis and then only to 
growth when the distribution of 
different policies is the same is generally 
likely to be appropriate.”
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A Utilitarian Approach
Person i at time t has log utility: 𝑈𝑈𝑖𝑖,𝑡𝑡 = log(𝑌𝑌𝑖𝑖,𝑡𝑡)
A utilitarian maximizes discounted average utility

𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊 = �
𝑡𝑡

𝛽𝛽𝑡𝑡�
𝑖𝑖

log(𝑌𝑌𝑖𝑖𝑖𝑖)
𝑛𝑛

= ∑𝑡𝑡 𝛽𝛽𝑡𝑡 log ∑𝑖𝑖 𝑌𝑌𝑖𝑖𝑖𝑖
𝑛𝑛

𝐺𝐺𝐺𝐺𝐺𝐺 𝑝𝑝𝑝𝑝𝑝𝑝 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐

− log ∑𝑖𝑖 𝑌𝑌𝑖𝑖𝑖𝑖
𝑛𝑛

− ∑𝑖𝑖
log(𝑌𝑌𝑖𝑖𝑖𝑖)

𝑛𝑛
𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀 log 𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑

 Income grows at the rate g: 𝑌𝑌𝑖𝑖,𝑡𝑡 = 𝑌𝑌𝑖𝑖0 1 + 𝑔𝑔 𝑡𝑡

 Implies that:
𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊 = 𝛽𝛽 log 1 + 𝑔𝑔 + log 𝑌𝑌𝑡𝑡=0 −𝑀𝑀𝑀𝑀𝑀𝑀

≈ 𝛽𝛽 log 1 + 𝑔𝑔 + log 𝑌𝑌𝑡𝑡=0 − 𝐹𝐹𝑁𝑁−1
1 + 𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔

2

2
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Comparing Sweden v. USA

𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊𝑊 ≈ 𝛽𝛽 log 1 + 𝑔𝑔 + log 𝑌𝑌𝑡𝑡=0 − 𝐹𝐹𝑁𝑁−1
1 + 𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔

2

2

Parameters:
 β=0.96 (discount rate)
 g=1.4% (average per capita growth rate over past two decade)

What would we pay to reduce US Gini from 0.4106 to 
Swedish level of 0.2732?
 Answer 1: Halve the growth rate to 0.7%
OR
 Answer 2: Allow initial GDP to decline by 15%
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