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Income Inequality and Labour Income Share in CIS Countries: Trends, Impacts and Causes

Abstract

Object: The purpose of this paper is to study trends, reasons of income inequality and labour income share in CIS
countries.

Methods: The study relies on the use of secondary research methods. It is a research method that focuses on using
the existing published documents to generate insights into the object of the research.

Findings: In CIS countries, employment remains the major source of income where the prospect of having a job
has higher implications in terms of income inequality. Various changes have occurred in income inequality in recent
years due to the global financial crisis and the pandemic. It, therefore, occurs that both the macroeconomic policies and
the labor market policies have facilitated the situation.

Conclusions: The study has focused on the use of secondary research methods where publications by the IMF and
the World Bank have been given the top priority and used in conjunction with other sources from legitimate sources. It
has been established that CIS region is characterized by countries that are deeply immersed in the situation of rising
income inequalities and declining labor shares.
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Introduction

Governments across the Commonwealth of Independent States (CIS) have deliberated on numerous
mechanisms and frameworks to build market economies in the post-Soviet Union era. These are the coun-
tries that have continued to face lots of problems associated with the attainment of the desired rates of eco-
nomic growth, overcoming acute financial deficits, and introducing the principles of social equality in wealth
distribution. Efforts have been made towards supporting the development and inclusive growth to pave the
way for reducing the high levels of inequality and poverty.

It has emerged that the inclusiveness of growth, among other related aspects built around concerns of
the growing inequality and declining labor income shares, has become crucial in the policy debates across
the CIS and beyond.

Literature review

Research has documented the growing inequalities worldwide, including most CIS countries that have
recorded historic highs (Dabla-Norris, E. et al, 2015). It is a situation squeezing out the middle class where
incoming stagnating or declining cases have been experienced.

Data has also revealed that the share of the national income associated with labor has declined in nearly
all CIS countries when productivity has been rising much faster than the real wages across these countries
(Dabla-Norris, E. et al, 2015). In the context of the labor share, it has been documented that the highest earn-
ers have been getting increasingly large portions while their counterparts at the bottom have experienced de-
clined shares (Ostry, J. & Berg, A., 2014). The number of these countries have managed to pull millions of
people out of absolute poverty since the collapse of the Soviet Union. However, several have experienced
sharp increases in the levels of income inequality.

The few studies that analyze the relationship between labor force share and income inequality vary by
country and periods covered, as well as by the methodologies used. Daudey and Garcia-Penalosa (2007)
found that a larger share of the workforce was associated with a higher Gini coefficient for 39 developed and
developing countries between 1970 and 1994. Checchi and Garcia-Penalosa (2010) also found the same re-
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sult for 16 OECD countries for the period 1960-2000. Wolff (2010) shows that capital ownership is concen-
trated primarily at the top of the income distribution, which increases (decreases) the share of capital (labor)
and income inequality in the United States in the period 2001-2007. Adler and Schmid (2013) found that a
decrease in the share of labor income is associated with an increase in inequality in Germany in 2002-2008.

Methods

The study relies on the use of secondary research methods. It is a research method that focuses on using
the existing published documents to generate insights into the object of the research. The emphasis has been
laid on the prospect of synthesizing the existing data based on the meta-analysis of the published journal arti-
cles and the comparison to past studies.

The sampling of the publications has been based on the convenience and availability framework, where
those associated with authentic sources have been prioritized. Databases of the International Monetary Fund
(IMF) and the World Bank have formed the basis for the investigation. The research has been enriched and
undertaken to the highest quality expectations with peer-reviewed journal articles from some of the leading
researchers and other publications.

Results

Trends. Income Inequality

A comprehensive situational analysis of the CIS region leads to the understanding that a worrying trend
toward rising inequality has also been closely associated with declining labor incomes, even though the ex-
tents of such situations vary across countries. A general observation is that the widening income inequality
based on the Gini Coefficient values indicates significant rises across these countries. In some countries, the
figures have reached what can be regarded as historical highs.

The understanding in this context is that great volumes of the gross domestic product (GDP) and GDP
per capita do not necessarily imply the situation of equal distribution of income. The Gini index comes into
function as the main indices that capture the differences in the income of the people within the CIS countries.
The figures below indicate that the highest Gini index is associated with Georgia, Lithuania, and Russia. The
lowest figures are observed in the cases of Ukraine and Moldavia.

The countries have eventually been organized into two groups. The data indicate that in the first group,
the unfavorable situation of income distribution is evident. The situation of the second group is relatively
better even though it is still uncertain based on the prevailing economic conditions in those countries and the
high levels of corruption. Poverty levels have remained high in Georgia even though they have been declin-
ing in recent years.

Gini Index in CIS Region (2015-2021)
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Figure 1: Gini Index in CIS Region
Source: IMF and ILO

It is also evident that the Gini index of Tajikistan has been comparatively higher than most of the CIS
countries. Analysis of the population living below the poverty line indicates that Armenia, Kyrgyzstan, and
Tajikistan have a high index that has prevented the formation of the middle class in recent years. The index
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has remained high in Georgia despite the notable decreases. It can be argued that relatively better situations
have been captured in Ukraine, Moldavia, Belarus, and Kazakhstan.
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Figure 2: Lorenz Curve for ICS Region
Source: IMF and ILO

Labor Income Share

Recent evidence has led to the understanding that labor shares have declined in most countries world-
wide (International Monetary Fund (IMF), 2007). Even though the adjusted and unadjusted labor income
shares have been showing consistent trends in developed economies, the same has not been the case in most
emerging economies, like the majority of the CIS countries. It is a situation linked to the difficulties of esti-
mating the components and size of income for those in informal and self-employment within the emerging
economies (Basilia T., Silagadze A., Chikvaidze T., 2001).

Labor Income Share in CIS Region
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Figure 3: Labor Income Share in CIS Region
Source: IMF and ILO

The declining share associated with labor income has been distributed unevenly, where the top income
earners are the greatest beneficiaries. The labor incomes of the top earners increased by more than 20 percent
when those of the low-income earners slumped significantly (Jenkins, S., 2014). The trends observed in this
context indicate that labor income share has been declining with the increase in income inequality. The im-
plication is that countries that manage to reduce inequality are likely to observe the situation of increases in
labor share.
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In theory, it can be noted that the relationship between the two variables is not clear-cut based on the
extent to which capital and labor incomes are distributed and also the magnitude of the alternative sources of
income in situations where taxes and social transfers are taken into consideration (Milanovic, B. & van der
Weide, R., 2014). Recent evidence has proved that the declines in labor income shares are associated with
increased cases of inequality. Such a conclusion is not unique since labor income usually represents the
higher share of total income associated with the low and middle-income groups (World Bank, 2016).

Impacts

Labor Market and Employment

Analysis of the labor markets indicates that income inequality can emerge from various avenues led by
the gap between productivity and wages, increasing wage dispersion, employment levels, weakening market
situations, and changes in employment relationship patterns. The gaps between productivity and wages be-
come essential to the labor income share. In the countries experiencing declining labor shares, deteriorating
wage growth was experienced, lagging behind productivity growth (Hyytinen, A. & Toivanen, O., 2011). In
the context of the CIS countries, it is evident that labor productivity has gone way beyond real wage growth.

Unemployment in CIS Region
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Figure 4: Unemployment in CIS Region
Source: IMF and ILO

The share of employed working individuals is a second factor within the labor market. It is a factor that
is based on the availability of employment openings. In CIS countries, employment remains the major source
of income where the prospect of having a job has higher implications in terms of income inequality. Various
changes have occurred in income inequality in recent years due to the global financial crisis and the pandem-
ic. It, therefore, occurs that both the macroeconomic policies and the labor market policies have facilitated
the situation.

The changing nature of employment relationships characterized by the movement away from the tradi-
tional full-time and permanent jobs within the formal economy has also emerged as a source of inequality in
the labor market. The CIS economies have been characterized by temporary and part-time work and informal
jobs that are not well-remunerated compared to permanent ones. These are the situations that can be taken to
partly explain the situation of the declining labor shares and the persistent cases of inequality (Alderson, A. S.
& Nielsen, F., 1999).

Discussions

Social Protection and Redistribution

Situations of Decreasing labor income and income inequality have paved the way for situations of redis-
tribution. These are the government's aspects via policies that include taxes and transfers. In CIS countries,
mostly emerging economies, it is evident that there are limited cases of fiscal redistribution reflecting the
lower levels of taxes and social spending. Moreover, these countries have continuously allocated a relatively
smaller share of the incomes set aside for social spending t which can be described as progressive redistribu-
tion compared to the advanced economies (Devaux, M., 2015).
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The CIS governments have been relying on the instances of indirect taxes that include the value-added
taxes that, unfortunately, have continued being regressive. The implication is that the differences associated
with the redistributive impacts of spending and tax can explain most of the differences between the disposa-
ble income Gini coefficients between the CIS countries and the advanced economies (Sergi, B. S., Paunovic,
S., & Kosanovi¢, R., 2018). It can, however, be noted that there exist considerable variations among the CIS
countries concerning the impact of the redistributive policies and the role that they are playing moving for-
ward.

Causes

Policymakers within the CIS countries are obligated to acquit themselves with the causes of the various
undesirable trends to formulate and implement effective policy responses moving forward. Data has shown
that in the CIS region, levels of inequality have escalated in recent years at a time when the labor share has
also declined. It is a topic that has been greatly researched to understand and address the effects of rising in-
equality on the situations associated with economic growth (Lacroix, G., 2019).

Various factors have been identified by numerous studies about the topic and the trends therein. The
most prominent factors are technological changes, globalization, changes in labor market institutions, chang-
es in product markets, and privatization. Technological change has been noted as the main factor, followed
by other factors like the weakening of the trade unions that affect the bargaining powers of the workers and
the growth of the financial sectors.

Intensification of technology characterized by the situations of capital deepening and the diffusion of
skill-based technology have continued to account for a large extent of the decline of the income associated
with labor and, thus, the increased inequality in the levels of income (Mahutga, M. C., & Jorgenson, A. K.,
2016). Secondly, the sector shifts that have seen the move from the labor-intensive to capital-intensive sec-
tors associated with limited labor demands have been explaining the decline in labor shares (Cambois, E., et
al., 2016).

Globalization has also been greatly cited as one of the causes of income inequality and the decrease in
labor income shares. The workers' bargaining powers have been reduced across the CIS region since there is
an intense situation of competition and the entry of what is regarded as labor-abundant countries from Asia
into the global economy. Workers are finding situations where some of the production activities are under-
taken in countries with comparatively lower labor costs, thus disadvantaging the local workers.

Recent years have been characterized by increased changes in labor market institutions and policies.
Studies have established that weakening labor market institutions have been paving the way for the frustrated
distribution of labor income shares, especially in the cases of the bottom and the low cadre of jobs (Pilc, M.,
2015). The bargaining powers of workers have been greatly disrupted and eroded. Moreover, there have been
cases of a decline in unionization rates and the weakening of the various labor market institutions.

The regulatory reforms initiated across the CIS region to strengthen production and ensure market com-
petition have been counterproductive in some situations. They have affected how technological changes and
globalization have translated into distributional changes. Most of the policies are linked to the widening
wage disparities where highly-skilled individuals have been getting more benefits than their low-skilled
counterparts. The effects of the complementary policies have also been called into question regarding the
income inequality situation.

Finally, financial deepening has also been cited as a cause of income inequality and the decline of the
labor income share in the CIS region. Situations have emerged where there has been increased pressure for
profit maximization and sharcholder value at the expense of sharing profits with the workers. Firms have
also been increasingly pressured to focus on the core activities where they subcontract labor-intensive activi-
ties (World Bank, 2020).

Conclusions

The study has focused on the use of secondary research methods where publications by the IMF and the
World Bank have been given the top priority and used in conjunction with other sources from legitimate
sources. It has been established that CIS region is characterized by countries that are deeply immersed in the
situation of rising income inequalities and declining labor shares. It is a situation that has been comprehen-
sively analyzed in this context. Moving forward, efforts have to be made to ensure that the possible mecha-
nisms are laid in place to create additional millions of jobs and regulate the markets to ensure that the income
aspects of workers are addressed in the best ways possible. Governments will have to work in unison under
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the umbrella of CIS and individually to ensure that proper policies are formulated and implemented in the
best ways possible moving into the unforeseeable future.
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JI. KypmanranueBa, E. Alimaram0eToB, b. CnanoBa, A. MbIp:kbIKOaeBa

TM/JI ennepingeri TadbIc TeHCI3AIri :KoHe eHOEK KipicTepiHiH yJeci:
TeHJeHIHsIap, caIapbl MeH cebenTepi

Anoamna:
Maxcamepi: MakananslH MakcaTsl TM/] enmepineri TaObIic TEHCI3AITHIH TeHACHIUIaPbIH, CCOCTTEPiH
JKoHE eHOCK KipiCTepiHiH YJIECIH 3epTTey.
Odici: 3epTTey KaliTajgaMa 3epTTey 9IICTEepiH KoJiJaHyFa HerizaeireH. by 3epTrey oObeKTici Typaisl
aKnapaT aiy YIIiH KOJIaHBICTAFbI KapusUIaHFaH KyKaTTapbl Maiigaianyra OarbITTalFaH 3epTTey dici.
Kopvimuvinovr: TM]I ennepinme *XYMBICIIEH KaMTy HeETi3ri TaObic Ke31 Oonbim Kama Oepemi, MyHzAa
KYMBICKa OpHaIacy MYMKIHZIr TaObICc TeHci3airine ke0ipek acep ereai. COHFBI JKbULAAPHI SJIEMIIK KapiKbl
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JaFraapbIiChl MEH MaHAEeMUsiFa OallnaHBICTBI TaOBIC TEHCI3AIriHAE SpTypii esrepicrep Oomnapl. OchLiaiimia,
MaKpPO3KOHOMUKAJIBIK casicat Ta, eHOSK HAPBIFBIHJIAFbI CAsICAT Ta JKaF Ak bl JKEHUIIETKCH CHUSIKTHI.

Tyorcoipvimoap: 3eprrey XBK Men JlyHnexy3inik baHKTiH kapUsiIlaHBIMIaphIHA €H JKOFaphl 0aCHIMIBIK
OepisreH xoHEe 3aHIbl AepeKKe3neplacH Oacka AepeKKesaepMeH Oipre maiganaHbUIFaH KaWTanama 3epTTey
omicTepiH maijmananyra OarbiTTajraH. TMJl aifimMarbiHa TaOBIC TEHCI3MITIHIH KYIICHOl JKOHE MKYMBIC KYIIi
YJI€CiHIH a3alobl JKaraaiibiHa TepeH OoWIaraH eJifiep TOH €KEHI aHBIKTaJIIbI.

Kinm ce3dep: Talvic, TeHCI31IK, xyMbIc Kymi, TM/] aiimakrapsl, JlopeHI KUCBIFBL, J)KMHN HHIEKCI.

JI. KypmanranueBa, E. Alimaram6eToB, b. CnanoBa, A. MbIp:kbIKOaeBa

HepaBeHcTBO 10X0/10B U 10151 TPYAOBBIX /10X010B B ctpanax CHI':
TeHIeHIHH, TOCJIeICTBUS H NPUYNHBI

Annomauusn

Lenv: Lenbto HacTOSIIEH CTAaThU SBJIAETCS U3yUYECHUE TCHICHUUHN, MPUYUH HEPABEHCTBA JOXOAOB U JIOJIU TPYIO-
BBIX 0X0/10B B cTpanax CHI'.

Memoowr: ViccnenoBanue OCHOBAHO Ha MCIOJIb30BAHUU BTOPHYHBIX METOJIOB MCCIICIOBAHUS, TO €CTh TAHHBIN Me-
TOX (OKYCHpYyeTCs Ha MPUMEHEHNHN CYIISCTBYIONINX OIMyOIMKOBAaHHBIX JOKYMEHTOB JUIA MOJy4YeHHUs HMH(popMarmu 00
00BEKTE UCCIENOBAHMS.

Pesynomamur: B crpanax CHIT 3aHATOCTB OCTaeTCsi OCHOBHBIM HCTOYHHUKOM JIOXOM4, TIE MEPCIeKTHBA UMETh pa-
60Ty nMeeT Ooilee cepbe3HbIE MOCIESACTBUS C TOUYKN 3pSHHS HEPABCHCTBA JOX00B. B mociiegnne roasl B HEPaBeHCTBE
JTIOXOJIOB MPOM3OIUIN Pa3INYHbIC U3MCHEHUS B CBSA3M C IJI00ANBHBIM (DHHAHCOBBIM KPH3HCOM U maHaemueil. Taxwmm
00pa3oM, MmosrydaeTcs, 9To Kak MaKpO3KOHOMHYECKas MOJUTHKA, TaK U IOJINTHKA HA PBIHKE TPyAa OOJIETYIIIN CUTYa-
LIUIO.

Buigoowt: ViccnenoBanue OBUIO COCPEIOTOUCHO HA MCIOIh30BAHUU BTOPUYHBIX METOJIOB MCCIICOBAHUS, TIC My0-
mukaismM MB® u BeemupHoro 6aHka ObUT OTZIaH BBICIIUE IPUOPUTET M OHH UCIIONB30BAJIMCh B COYCTAHUH C APYTUMHU
HMCTOYHUKAMU U3 3aKOHHBIX MCTOYHUKOB. ¥YCTaHOBIEHO, 4To peruon CHI' xapakrepusyercs cTpaHaMmH, KOTOPBIE IIIy-
0OKO MOrPYKEHBI B CUTYAIIHIO PACTYIIEr0 HEPABEHCTBA B JIOX0aX U CHIKCHHUS JIOJIU pad0OYCH CHIIBL.

Knrwouesvle cnosa: 1oxon, HEpaBeHCTBO B JI0XOAax, pabouas cwia, pernonsl CHI', kpusas JlopeHua, nHaeKc
JIKWHH, CHUKSHHE JOTN padodeil CHITBI.
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