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Abstract 
 
Income equality and trust seem to go along with several other ingredients of social capital as 
determinants of economic growth across the globe. In a large sample of countries, equality in the 
distribution of income as measured by the World Bank and by The Standardized World Income 
Inequality Database are seen to be correlated with economic diversification, the rule of law, 
transparency as measured by the corruption perceptions index from Transparency International, 
trust as measured in the World Values Survey, and democracy, all of which are good for growth 
as reflected in the purchasing power of per capita national income. 
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1. Introduction 

There was a time, not long ago, when inequality in the distribution of income and 

wealth was widely considered inconsequential to mainstream macroeconomics. 

Distribution and related topics in welfare economics were seen as normative in nature, 

and were relegated to microeconomic study. Many economists envisaged a dichotomy 

separating distribution and such from real macroeconomic issues, doubting that 

distribution could matter much for macroeconomic outcomes. The idea that rich and 

poor households have different propensities to consume and save as Kaldor (1961) 

argued, with potentially important consequences for short-term macroeconomic 

analysis as well as for medium-to-long-term growth, did not leave a lasting imprint on 

mainstream macroeconomics. Also, the notion that consumers and workers care about 

relative incomes and wages as argued by Duesenberry (1949) and later also by Gylfason 

and Lindbeck (1984a, b), Acocella et al. (2009), Card et al. (2012), and others makes 

only occasional appearances in macroeconomic models.  

This may change. Inequality of income and wealth has quite suddenly captured the 

attention of economists. Piketty´s Capital (2014) became an overnight sensation, 

following several other noteworthy books dealing with distribution, including Deaton´s 

Great Escape (2013), Stiglitz´s Price of Inequality (2013),1 Galbraith´s Inequality and 

Instability (2012), Rajan´s Fault Lines (2011), Milanovic´s Worlds Apart (2005),2 and 

Campano and Salvatore´s Income Distribution, a textbook (2006). The works of 

Atkinson, Piketty, Saez, and others prepared the ground for the sudden flare-up of 

interest in distribution, not only among economists but also politicians.  

The steady progress in the standard of life since 1960 is evidenced by rising per 

capita incomes and also by the rise in average global life expectancy by 19 years since 

1960, or from 53 years in 1960 to 72 years in 2016. Meanwhile, with the ascent of China 

and India, inequality among nations has decreased as inequality within nations has 

increased since 1980 (Milanovic 2016). From the 1980s to 2015, the top 1% of 

households increased its share of pre-tax national income from 8% to 12% in Europe 

and from 8% to 20% in United States. Over the same period, the top 1% of households 

increased its share of net national wealth from 20% to 40% in both Europe and United 

States (World Inequality Database 2018). In 2017, it took ordinary workers the whole 

                                                             

1 See also Stiglitz (2015). 
2 See also Milanovic (2016). 



 

 

3 

 

year – 364 days! – to earn the average daily compensation of J. P. Morgan´s Chief 

Executive Officer.3 We could go on.  

These indications of increased inequality have transformed politics. A self-described 

socialist, Senator Bernie Sanders, suddenly became a mainstream politician without 

changing his message, and came close to winning U. S. presidency in 2016. Taking 

almost everyone by surprise, Donald Trump won the presidency by appealing to those 

who felt left behind by globalization. In another 2016 surprise, also feeling left behind, 

British voters chose to leave the European Union. The election of Trump and Brexit 

threw the United States and the United Kingdom into political turmoil.  

In the United States, the problem became apparent before 2016. Signs of social 

capital decay include declining interpersonal trust as documented in Putnam´s Bowling 

Alone (2000). Transparency International (2018) has lowered the U. S. corruption 

perceptions index, ranking the United States 16th in a group of 180 countries, well 

below Canada´s rank of 8. In 2012, 73% of Gallup (2013) respondents in the United 

States considered corruption to be “widespread throughout the government” compared 

with 46% in Canada. Gallup (2018) reports that the proportion of its U. S. respondents 

expressing a great deal or quite a lot of confidence in the Supreme Court declined from 

49% in 1975 to 37% in 2018 while confidence in Congress dropped from 42% to 11%. 

Life expectancy in the United States declined in 2015, 2016, and 2017, the first time 

since the First World War that U. S. life expectancy has fallen three years in a row (Case 

and Deaton 2017). Freedom House (2018) lowered the democracy score of the United 

States little by little from 94 in 2010 to 86 in 2017. Canada´s score is 99. Even 

democracy is under stress as evidenced by a string of striking titles of recent books 

published by American political scientists and historians, including Page and Gilens´s 

Democracy in America? (2017), Levitsky and Ziblatt´s How Democracies Die (2018), 

Mounk´s People vs. Democracy (2018), and Snyder´s Road to Unfreedom (2018).  

The decay of social capital can be contagious across borders. Misbehavior by U. S. 

elites provides cover for similar misconduct in other countries. Some other liberal 

democracies show disquieting signs of decaying social capital.  

This study is intended to chart cross-country relationships among various aspects of 

social capital, including income distribution and democracy, and economic growth as 

                                                             

3 See Mishel and Schieder (2018). 
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reflected in the purchasing power of per capita Gross National Income (GNI). The point of 

departure is that long-run economic growth is driven by the buildup and use of four 

kinds of capital: Physical capital, Human capital, Natural capital, and Social capital. Five 

pillars of social capital will be stressed: Democracy, Equality, Rule of Law, 

Transparency, and Trust. The accumulation of physical capital boosts growth directly 

while human capital, social capital, and natural capital, if well managed, encourage 

growth indirectly by promoting efficiency and technology.  

The strategy of the study is to explore the bivariate cross-country relationships 

between the purchasing power of the level of current (i.e., most recent) per capita 

income and each of the various potential determinants of growth shown in Figure 1 as 

well as bivariate relationships among those variables.  

The main questions posed in what follows will be:  

 

Figure 1. Web of linkages

 

1. Does economic diversification – i.e., the distribution of GNI across industries – matter 

for the level of per capita GNI? If diversification boosts output, this may help to 

explain why heavy reliance on natural resources, if not well managed, may stunt 

output. 

2. Does political diversification through the fortification of democracy matter for 

economic diversification and per capita GNI? If economic and political diversification 

can be viewed as parallel ways to avoid having too many eggs in one basket, both 

types of diversification can help to avert excessive concentration and associated risk. 

Economic 
performance

Transparency Rule of law Trust

Economic 
diversification

Political 
diversification

Equality
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3. Do different pillars of social capital – democracy, transparency, rule of law, trust, and 

equality – support one another? And do they matter for diversification and per capita 

GNI?  

 

2. From double diversification to growth 

Economic diversification and democracy can be seen as two sides of the same coin. 

Economic diversification means diversification of exports and output away from 

excessive dependence on natural resources. Political diversification means increased 

democracy, i.e., diversification away from excessive dependence on a narrow political 

base toward political pluralism. Both types of diversification aim to avert national risk. 

Most countries, especially those that rely on a few industries or resources for much of 

their incomes, seek to diversify their economies because they view diversification as an 

essential aspect of national risk management. Some may suspect that, by reducing risk, 

diversification may also encourage economic efficiency and growth as argued in 

Gylfason and Wijkman (2016).  

 

Figure 2. Polity2 index of democracy 1960-2012 and Theil index of export 

diversification 1962-2010 (148 countries) 

 

Note: Vertical axis shows 8 minus Theil index so economic diversification increases upward 
along the vertical axis. Horizontal axis shows Polity2 index of democracy that increases from left 
to right. 
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The modest aim here is merely to erect some statistical scaffolding by reviewing 

simple bivariate correlations among different aspects of social capital, diversification, 

and growth in preparation for more comprehensive multivariate econometric work.  

Figure 2 shows that economic and political diversification are closely correlated 

across countries.  

Economic diversification is measured by the Theil index of export diversification 

developed recently at the International Monetary Fund (IMF). The Theil index is a 

suitable measure of inequality, segregation, and other forms of diversity, designed to 

reflect diversity within as well as among sectors and groups. Specifically, the Theil index 

adds measures of diversity across sectors (vertical diversity or extensive margin, 

meaning new export products or new export destinations) and diversity within sectors 

(horizontal diversity or intensive margin, meaning a larger volume of exports of old 

products). The index covers merchandise exports only, not services, from 1962 to 2010. 

The more diversified a country´s exports, the lower the Theil index that reaches from 8 

to 1. Like other trade statistics such as export ratios, the Theil index may reflect country 

size as well as export diversification because large, i.e., populous, countries are more 

likely than smaller ones to have diversified their exports.  

Political diversification is measured by the Polity IV Project’s Polity2 variable, which 

reflects several characteristics of democratic vs. autocratic authority in governance. The 

index spans a spectrum from fully institutionalized autocracies through mixed authority 

regimes (“anocracies”) to fully institutionalized democracies on a 21-point scale ranging 

from minus ten (hereditary monarchy) to plus ten (consolidated democracy).  

In Figure 2, the coordinates of each observation represent average values of the two 

indices for a given country in a sample of 148 countries. The correlation between the 

two series is 0.66.4  

 

                                                             

4 Gylfason (2018) reports results for three different measures of economic diversification – i.e., 
the Theil index used here, the IMF´s product quality index, and the economic complexity index 
developed by Hidalgo and Hausmann (2009) – and also for three different measures of political 
diversification – i.e., the Polity2 index used here as well as the civil liberties and political rights 
indices compiled by Freedom House (2018).  
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Figures 3 and 4 show the relationship between each type of diversification and per 

capita GNI. In both figures, the variable on the vertical axis is the natural log of the 

purchasing power of per capita GNI in 2016 on the grounds that the level of current 

income reflects past rates of growth. The use of only the end-of-period value of per 

capita GNI for each country rules out reverse causation from income to diversification. 

In Figure 3, with a correlation of 0.46 between economic diversification and income, the 

relationship shown is significant in a statistical sense. It is also significant in an 

economic sense because the slope of the regression line through the scatter (0.47) 

suggests that an increase in economic diversification by 20% of the scale of the 

diversification index along the horizontal axis (i.e., by 1 which is one-fifth of the scale 

from 2 to 7) is accompanied across countries by a nearly 50% increase in per capita GNI 

along the vertical axis. A similar result emerges from Figure 4 where an increase in 

political diversification (democracy) by 20% of the scale of the democracy index (i.e., by 

4 out of 20) along horizontal axis is accompanied by a 33% increase in per capita GNI 

along vertical axis. The correlation is 0.42.  

 

Figure 3. Theil index of export diversification 1962-2010 and log per capita GNI 

2016 (167 countries) 

   

Note: Horizontal axis shows 8 minus Theil index so diversification increases from left to right.  
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Figure 4. Polity2 index of democracy 1960-2012 and log per capita GNI 2016  

(154 countries) 

 

Note: Horizontal axis shows Polity2 index of democracy. 
 

In sum, economic diversification and democracy are both seen to be positively 

correlated with per capita GNI across countries. Other measures of economic and 

political diversification have been shown to produce similar results as those reported in 

Figures 3 and 4 (Gylfason 2017, 2018). These results suggest that an index of economic 

diversification may belong in cross-country growth regressions as a more broadly based 

replacement for various indicators of natural resource intensity currently in use. If so, 

we may have here a new reason to think that excessive dependence on natural 

resources, by reducing diversification and exposing the economic system to risk, can 

slow down economic growth over time as suggested by Sachs and Warner (1995) and 

others. If not well managed, i.e., if allowed to result in rampant rent seeking, repeated 

bouts of Dutch disease, and such, natural capital may, unlike other types of capital, 

undermine long-run economic growth.  The same does not apply to human capital and 

social capital to which we now turn.  

 

3. Transparency, rule of law, and trust 

Transparency is an important ingredient of social capital, understood here to constitute 

the adhesive that holds society together and enables it to prosper through solid 
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y = 0.0839x + 9.1463
R² = 0.179

6

7

8

9

10

11

12

-12 -10 -8 -6 -4 -2 0 2 4 6 8 10 12

L
o

g 
G

N
I 

p
er

 p
er

so
n

 2
0

1
6

 (
U

SD
, p

p
p

) 



 

 

9 

 

earned popular trust. By weakening social capital, a lack of transparency can undermine 

social cohesion, democracy, and growth. Louis Brandeis, U. S. Supreme Court Justice 

1916-1939, understood this. He said: “Publicity is justly commended as a remedy for 

social and industrial diseases. Sunlight is said to be the best of disinfectants; electric 

light the most efficient policeman.”  

No independent statistical measure of transparency exists yet. Even so, the 

Corruption Perceptions Index (CPI) from Transparency International may come close. 

By construction, the CPI varies inversely with corruption. We can, therefore, as a first 

approximation, define transparency as  

Transparency = Corruption Perceptions Index. 

How does transparency, thus assessed, vary with economic and political diversification? 

Figures 5 and 6 show how. 

Figure 5 shows how average transparency for the years 2012-2016 and economic 

diversification as measured in Figures 2 and 3 go together across countries. The 

correlation between the two is 0.41. The estimated slope of the regression line suggests 

that an increase in the CPI by 20 points goes along with an increase in economic 

diversification equivalent to 0.5 points or 10% of the scale from 2 to 7 in the figure. 

 

Figure 5. Transparency index 2012-2016 and Theil index of export diversification 

1962-2010 (159 countries) 

 

Note: Horizontal axis shows Transparency index. 
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Figure 6. Transparency index 2012-2016 and Polity2 index of democracy  

1960-2012 (158 countries) 

   

Note: Horizontal axis shows Transparency index. 
 

Figure 6 shows how transparency and democracy go together. The correlation between 

the two is 0.48. The estimated slope of the regression line suggests that an increase in 
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Figures 7 and 8 show the relationship between each type of diversification and the 

rule of law. In both figures, there is a clear tendency for the rule of law to go along with 

diversification. The correlations are 0.59 and 0.60.  

 

Figure 7. Rule of law index 2012-2018 and Theil index of export diversification 

1962-2010 (110 countries) 

 

Note: Horizontal axis shows Rule of law index. 
 

Figure 8. Rule of law index 2012-2018 and Polity2 index of democracy 1960-2012 

(151 countries) 

   

Note: Horizontal axis shows Rule of law index. 
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Trust is yet another part of social capital. Lack of trust can undermine social cohesion, 

democracy, and growth. Putnam (2000) documents many different signs of declining 

trust in the United States and so does the World Values Survey (2014) as do regular 

reports from various management consulting firms. Gallup´s (2018) opinion polls have 

charted the erosion of public confidence in societal institutions in the United States and 

elsewhere. For example, the polls show that 

• Trust in the U. S. Congress decreased from 42% in 1972 to 12% in 2017. 

• Trust in the U. S. presidency decreased from 52% in 1975 to 32% in 2017. 

• Trust in OECD banks decreased from 55% in 2007 to 46% in 2015.  

 

Figure 9. Trust index 1981-2014 and Theil index of export diversification 1962-

2010 (100 countries) 

 

Note: Horizontal axis shows Trust index. 

 

Figures 9 and 10 show the relationship between economic and political diversification 
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the basis of how respondents report their interaction with other people. Some express 

the sentiment that “Most people can be trusted.” Others are more apprehensive, figuring 

that they “Need to be very careful” in their dealings with other people. Figures 9 and 10 
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are weaker than before, 0.29 in Figure 9 and 0.21 in Figure 10. Even so, the slopes of 

both regression lines are statistically significant with t = 3.0 and t = 2.1 in Figures 9 and 

10, respectively. 

 

Figure 10. Trust index 1981-2014 and Polity2 index of democracy 1960-2012  

(98 countries) 

   

Note: Horizontal axis shows Trust index. 
 

Figure 11. Transparency index 2012-2016 and Trust index 1981-2014  

(98 countries) 

   

Note: Horizontal axis shows Transparency index. 
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Are transparency, trust, and the rule of law related? Figure 11 suggests that trust 

inspires transparency, and vice versa. The cross-country correlation is 0.47.  

 

Figure 12. Trust index 1981-2014 and Rule of law index 1981-2014  

(80 countries) 

   

Note: Horizontal axis shows Trust index. 

 

Figure 13. Rule of law index 2012-2018 and Transparency index 2012-2016 

  (80 countries) 

    

Note: Horizontal axis shows Rule of law index. 
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Figure 12 suggests a correlation of 0.60 between trust and the rule of law. A strong rule 

of law inspires trust. A lack of trust corrodes the rule of law.  Similarly, Figure 13 

suggests a correlation of 0.77 between the rule of law and transparency.  

To summarize, we have seen in this section that three important pillars of social 

capital – transparency, rule of law, and trust – vary directly with export diversification 

and democracy across countries as well as with one another. The next question is 

whether each of these three variables – transparency, rule of law, and trust – can be 

seen to vary systematically also with per capita GNI across countries. Figures 14, 15, 

and 16 suggest that they do. Figure 14 shows how trust and per capita income go 

together across countries. The correlation is 0.47. In Figure 15, the correlation between 

the rule of law index and per capita income is 0.73. In Figure 16, the correlation 

between transparency and per capita GNI is 0.60. Each of these pillars of social capital 

varies strongly with per capita income across countries just as each of them was earlier 

seen to vary directly with export diversification and democracy. Thus far, everything 

hangs together.  

In the next section we ask whether yet another pillar of social capital, equality, fits 

the general pattern described here.  

 

Figure 14. Trust index 1981-2014 and log per capita GNI 2016  

(102 countries) 

   

Note: Horizontal axis shows Trust index. 
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Figure 15. Rule of law index 1981-2014 and log per capita GNI 2016  

(111 countries) 

 

Note: Horizontal axis shows Rule of law index. 
 

Figure 16. Transparency index 1981-2014 and log per capita GNI 2016  

(169 countries) 

 

Note: Horizontal axis shows Transparency index. 

y = 5.6117x + 6.2287
R² = 0.5314

6

7

8

9

10

11

12

0.2 0.3 0.4 0.5 0.6 0.7 0.8 0.9 1.0

y = 0.0383x + 7.5944
R² = 0.3565

6

7

8

9

10

11

12

0 10 20 30 40 50 60 70 80 90 100



 

 

17 

 

 4. From equality to democracy and growth 

To cite him again, U. S. Supreme Court Justice Louis Brandeis said: “We can have 

democracy in this country, or we can have great wealth concentrated in the hands of a 

few, but we can't have both.” In his time, inequality was a matter of public debate as it 

has now become again, since about 1980. As mentioned in Section 1, the top 1% of 

households saw its share in total pre-tax income rise from 8% in 1980 to 12% in Europe 

and to 20% in United States in 2015 as in Russia. Further, the top 1% of households saw 

its share of total net personal wealth rise from 20% in 1980-1990 to 40% in 2015 in 

both Europe and the United States as in Russia (World Inequality Database 2018).5 In 

Italy, the pre-tax share of the top 1% of households in national income rose from 6% in 

1983 to 10% in 2008. Corresponding data on the distribution of wealth in Italy are not 

available. In France, for comparison, the pre-tax share of the top 1% of households in 

national income rose from 8% in 1983 to 12% in 2008 while the pre-tax share of the top 

1% of households in total net personal wealth rose from 16% to 22%. English-speaking 

countries (United States, United Kingdom, Canada, Australia, and Ireland) have seen a 

greater resurgence of inequality since 1980 than continental European countries and 

Japan. The English-speaking countries have experienced a return to the inequality of the 

1920s, with the top 1% receiving 10% (Australia, Ireland) to 20% (United States) of 

national income. By contrast, European countries and Japan have seen a reduction in the 

share of national income accruing to the top 1% of households from 15% to 25% in the 

1920s to anywhere from 6% (Denmark, the Netherlands) to 11% (France, Japan) in 

recent years. Zucman (2013, 2015) explains why personal wealth hidden in tax havens, 

estimated at 6% of world output in 2008, throws doubt on the accuracy of official 

estimates of economic inequality.  

Be that as it may, but how do such shifts in economic inequality interact with other 

ingredients of social capital? We measure income inequality in two ways: by the World 

Bank Gini index and by the Gini index taken from The Standardized World Income 

Inequality Database (SWIID). The World Bank data cover the years 1979-2016 at most, 

usually much shorter periods, and they offer only a few scattered data points for each 

country.  The SWIID is more comprehensive, contains more countries and years, 1962-

2017, and has fewer gaps. The correlation between the two series is 0.86 (Figure 17).   

                                                             

5 See also Global Wealth Report (2017).  
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Figure 17. Standardized Gini index 1962-2017 and World Bank Gini index 

1979-2016 (163 countries) 

   

Note: The variable on the horizontal axis is 100 minus World Bank Gini index. Equality 
rises upward along both axis. 
 

Figure 18. Trust index 1981-2014 and World Bank Gini index of inequality  

1979-2016 (95 countries) 

   

Note: Horizontal axis shows Trust index. Equality rises upward along vertical axis. 
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Figure 17 where the variable shown on both axes is 100 minus one or the other of the 

two Gini indices. This is done to have equality rise along the axes. In Figure 18, trust and 

equality are seen to go hand in hand from country to country. Equality inspires trust. 

Trust fosters equality. The correlation is 0.46. Essentially the same pattern emerges 

when Figure 18 is reproduced by using the standardized SWIID Gini index is used in lieu 

of the World Bank Gini index for a larger sample of 103 countries (not shown).  

How does equality interact with the rule of law and transparency? Figure 19 shows 

the relationship between the rule of law as measured in Figures 7, 8, 12, 13, and 15 and 

equality as measured in Figure 18. The correlation between the two is 0.44. Figure 20 

shows the relationship between transparency as measured in Figures 5, 6, 11, 13, and 

16 and equality as measured in Figures 18 and 19. Even if the correlation between the 

two, 0.24, is weak, the slope of the regression line in Figure 20 is statistically significant 

(t = 3.1). Inequality undermines the rule of law as well as transparency, encouraging 

lawlessness and corruption, and vice versa. Weak rule of law empowers economic and 

political elites to expropriate privileges and wealth with impunity.  

 

Figure 19. World Bank Gini index 1979-2016 and Rule of law index 2012-2018 

(100 countries) 

   

Note: Horizontal axes show 100 minus World Bank Gini. Equality rises from left to right. 
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Figure 20. World Bank Gini index 1979-2016 and Transparency index 2012-2016 

(155 countries) 

 

Note: Horizontal axes show 100 minus World Bank Gini. Equality rises from left to right. 

 

Figure 21. World Bank Gini index 1979-2016 and Theil index of export 

diversification 1962-2010 (146 countries) 

 

Note: Horizontal axis shows 100 minus World Bank Gini index. Equality rises from left to right. 
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correlation between the two is 0.39. Using the standardized SWIID index rather than the 

World Bank Gini index increases the sample size from 146 to 159 but leaves the cross-

sectional pattern observed essentially unchanged (not shown).  

The relationship between equality and democracy is weaker as shown in Figure 22 

where the correlation between the two variables is 0.17. Using the standardized index 

rather than the World Bank index increases the sample size from 146 to 156 and the 

correlation from 0.17 to 0.22 but produces a similar pattern (not shown). Even if the 

correlation is weak, however, the slope of the regression line in Figure 22 is statistically 

significant (t = 2.0). In sum, the general pattern remains quite clear, by and large, even if 

some transmission channels appear more open than others. Several different 

components of social capital tend to move together in ways that reinforce its uplifting 

effect on economic growth.  

 

Figure 22. World Bank Gini index 1979-2016 and Polity2 index of democracy 

1960-2012 (146 countries) 

 

Note: Horizontal axis shows 100 minus World Bank Gini index. Equality rises from left to right.  
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the World Bank Gini index the sample size increases from 161 to 180 and the 

correlation decreases from 0.35 to 0.30 but the cross-sectional pattern observed 

remains essentially the same (not shown).  This pattern accords broadly with the 

results of Berg and Ostry (2017) and Berg et al. (2018).6 Equality appears to be good for 

growth across the globe, partly perhaps because equality goes along with several other 

ingredients of social capital – democracy, transparency, trust, and the rule of law – that 

are also good for growth. Good things go together. Taken together, Figures 22 and 23 

suggest that inequality undermines democracy and growth.   

 

Figure 23. World Bank Gini index 1979-2016 and log per capita GNI 2016  

(161 countries) 

  

Note: Horizontal axis show 100 minus World Bank Gini index. Equality rises from left to right.  

 

5. Conclusion 

Where do we stand at the end of this brief bird´s-eye-type tour of international cross-

sectional data on economic performance in conjunction with the interplay of different 

ingredients of social capital? We have seen statistically and economically significant 

bivariate cross-country relationships between the variables shown in Figure 1, pair by 

pair. Specifically, we have seen that  

                                                             

6 See also Alesina and Rodrik (1994), Persson and Tabellini (1994), and Gylfason and Zoega 
(2003). For a survey of the literature on inequality in macroeconomics, see Rios-Rull and 
Quadrini (2015). 

y = 0.0469x + 6.2988
R² = 0.1192

5

6

7

8

9

10

11

12

30 40 50 60 70 80

L
o

g 
G

N
I 

p
er

 p
er

so
n

 2
0

1
6

 (
U

SD
, p

p
p

) 



 

 

23 

 

• Economic diversification as measured by the IMF and political diversification 

through fortified democracy as measured by the Polity IV Project at the University of 

Maryland go together across countries (Figure 2); 

• Both economic and political diversification are positively correlated with per capita 

GNI across countries (Figures 3 and 4); 

• Transparency as measured by the Corruption Perceptions Index from Transparency 

International goes along with economic and political diversification (Figures 5 and 

6); 

• The rule of law as assessed by the World Justice Project also goes along with 

economic and political diversification (Figures 7 and 8); 

• Trust as measured by the World Values Survey goes along with economic and 

political diversification (Figures 9 and 10); 

• Transparency, trust, and the rule of law are closely connected with one another from 

country to country (Figures 11, 12, and 13) and also with per capita GNI across 

countries (Figures 14, 15 and 16); 

• Two different measures of income equality, one from the World Bank and the other 

from The Standardized World Income Inequality Database, are closely correlated and 

can be used interchangeably (Figure 17); 

• Income equality is positively correlated with trust, the rule of law, and transparency 

(Figures 18, 19, and 20) and also with export diversification, democracy, and per 

capita GNI across countries (Figures 21, 22, and 23).  

In sum, various aspects of social capital – democracy, transparency, rule of law, trust, 

and equality – have been shown to vary systematically and significantly with one 

another and with economic diversification as well as with per capita income.  

These relationships matter to the modern world. A burgeoning political science 

literature now describes the United States as an oligarchy that systematically 

disrespects the will of the people (Page and Gilens 2017). Many Europeans and others 

also worry about recent political developments within the European Union, especially in 

Hungary and Poland in view of their governments´ advocacy of “illiberal democracy.” 

The grim lessons from the early 20th century remind us that increased inequality has 

undermined democracy before (Snyder 2018). More could hardly be at stake. 

Reasonable equality in the distribution of income, wealth, and health, the rule of law, 

democracy, pluralism, transparency, trust, and economic welfare underpinned by rapid 
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growth are not only desirable in themselves, each in its own right, but they also appear 

to hang together across countries through an intricate web of bivariate linkages. 

Weakening one risks weakening the others. All of these different aspects of social 

capital are good for growth, as are saving, investment, education, and health care while 

natural resources can cut both ways. When so many different determinants of growth 

are closely correlated, however, the usefulness of multiple cross-country growth 

regressions may suffer due to multicollinearity.  
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