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Income Inequality and Labour Income Share in CIS Countries: Trends, Impactsandi€auses

Abstract

Object: The purpose of this paper is to study trends, reasons of income inequality and labeur in¢eme share“m CIS
countries.

Methods: The study relies on the use of secondary research methods. It is a researchincthod 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 incomegwhere the prospect of having a job
has higher implications in terms of income inequality. Various changes have oc€urred 1a 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 resc¢arch miethods where publications by the IMF and
the World Bank have been given the top priority and used in conjunctionith other sources from legitimate sources. It
has been established that CIS region is characterized by countriegfthatyare'deeply immersed in the situation of rising
income inequalities and declining labor shares.

Keywords: income, inequality, labour, CIS regions, LorenzicurveyGini index

Introduction

Governments across the Commonwealth of Indepefident 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 psoblems associated with the attainment of the desired rates of eco-
nomic growth, overcoming acute finaneial defieits, and introducing the principles of social equality in wealth
distribution. Efforts have been mad¢ towards supporting the development and inclusive growth to pave the
way for reducing the high level§yof inequality and poverty.

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

Literature review

Research hagydoeumented 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
incomingistagnating er’declining cases have been experienced.

Data hasyalsoffevealed that the share of the national income associated with labor has declined in nearly
all CIS,¢ountries when productivity has been rising much faster than the real wages across these countries
(Dabla-Nerris; 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 Mone Fund
(IMF) and the World Bank have formed the basis for the investigation. The research has beengenriched and
undertaken to the highest quality expectations with peer-reviewed journal articles fromysome of ding
researchers and other publications.

Results
Trends. Income Inequality
A comprehensive situational analysis of the CIS region leads to the unders% a worrying trend
iC
id

toward rising inequality has also been closely associated with declining la es, even though the ex-
tents of such situations vary across countries. A general observation is th ing income inequality
based on the Gini Coefficient values indicates significant rises across thes es. In some countries, the
figures have reached what can be regarded as historical highs. V'S

The understanding in this context is that great volumes of the g mestic product (GDP) and GDP
per capita do not necessarily imply the situation of equal distsi Nf income. The Gini index comes into
function as the main indices that capture the differences in the i e of the people within the CIS countries.
The figures below indicate that the highest Gini index iated with Georgia, Lithuania, and Russia. The
lowest figures are observed in the cases of Ukrai .

The countries have eventually been organiz roups. The data indicate that in the first group,
the unfavorable situation of income distribution is . The situation of the second group is relatively
better even though it is still uncertain based ofi the prevailing economic conditions in those countries and the
high levels of corruption. Poverty levels have temained high in Georgia even though they have been declin-

ing in recent years.
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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 shar eclined in most countries world-
wide (International Monetary Fund (IMF), 2007). Even though a ed and unadjusted labor income
shares have been showmg con31stent trends in developed ec ies,the same has not been the case in most

ituation linked to the difficulties of esti-
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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
come essential to the labor income share. In the countries experiencing declining labor share rating
wage growth was experienced, lagging behind productivity growth (Hyytinen, A. & Taiva
the context of the CIS countries, it is evident that labor productivity has gone way beyond&l

Unemployment in CIS Region 6
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¢ 4:'Unemployment in CIS Region
Source: IMF and ILO
The share of employed working duals is a second factor within the labor market. It is a factor that
is based on the availability nt openings. In CIS countries, employment remains the major source
of income where the pros ving a job has higher implications in terms of income inequality. Various
changes have occurred fin i equality in recent years due to the global financial crisis and the pandem-
ic. It, therefore, oc 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-
imeand anent jobs within the formal economy has also emerged as a source of inequality in

the CIS economies have been characterized by temporary and part-time work and informal
jobs well-remunerated compared to permanent ones. These are the situations that can be taken to
partly e e 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 ‘Sshare has
also declined. It is a topic that has been greatly researched to understand and address the effects,of riging 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 €rendsytherein.) The
most prominent factors are technological changes, globalization, changes in labor matkes institutions, chang-
es in product markets, and privatization. Technological change has been noted as _the maify factor, followed
by other factors like the weakening of the trade unions that affect the bargainingfpowers of the workers and
the growth of the financial sectors.

Intensification of technology characterized by the situations of capitdl déépening and the diffusion of
skill-based technology have continued to account for a large extent of the décling 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¥aborintensive 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 oneQf the causesiof income inequality and the decrease in
labor income shares. The workers' bargaining powers havie,been reduced across the CIS region since there is
an intense situation of competition and the entryief what 1§'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;¥hus disadvantaging the local workers.

Recent years have been characterized by, increased changes in labor market institutions and policies.
Studies have established that weakening laber market institutions have been paving the way for the frustrated
distribution of labor income shares, espeeially m'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 unionizatign'ratesyandsthe weakening of the various labor market institutions.

The regulatory reforms initiatéd across the CIS region to strengthen production and ensure market com-
petition have been counterproductive t some situations. They have affected how technological changes and
globalization have translated intg 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. Theyetfeets offthe complementary policies have also been called into question regarding the
income inequality Situation.

Finally, financialtdeepening has also been cited as a cause of income inequality and the decline of the
labogfincome, shategin the CIS region. Situations have emerged where there has been increased pressure for
profithimaXimization and sharcholder value at the expense of sharing profits with the workers. Firms have
also beemyincrasingly pressured to focus on the core activities where they subcontract labor-intensive activi-
ties (WorldiBank, 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. Kypmanranuena, E. Alimaram6eroB, b. CnanoBa, A. MbIp:kbIkOaeBa

TM/I ennepingeri Tadbic TeHci3airi :koHe eHOeK KipicTepiHiH yiaeci:
TeHJeHIUsIap, caajaapbl MeH cedenTepi

Anoamna:
Maxcamwi: MakanansiH MakcaTsl TM/] ennepineri TabbIc TEHCI3AITIHIH TEHACHIUSIIAPBIH, ceOenTepin
JKoHE eHOCK KipiCTepiHiH YJIECiH 3epTTey.
Ooici: 3epTTey KalTtagama 3epTTey OIICTEPiH KOJJaHyFa Heri3fenreH. by 3epTrey 00BeKTiCi Typaibl
aKmapar ajry YIIiH KOJJIJaHBICTaFbl JKapHUsUIaHFaH KY>KaTTapbl MailaanyFa OarbITTalIFaH 3epTTEY 9JIICI.
Kopoimuinowi: TM], enpepinne KyMBICTIEH KaMTy HeTi3ri TaObIC Ke3i Oonbin Kaja Oepeni, MyHna
JKYMBICKa OpHaJIacy MYMKIHIITI TaOBIC TeHCi3iTiHEe Kobipek acep eTemi. COHFBI KBUIIAPHl QJIEMIIIK KapKbl
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JaFaapbIiChl MEH MaHAeMUsFa OalaHBICTBI TaOBIC TEHCI3AIriHAE SpTypii e3repicrep Oomnmel. Ocbuiaiiia,
MaKpOIKOHOMHKAJIBIK CasicaT Ta, eHOCK HApPBIFBIHAAFHI casicaT Ta )KaFJalabl )KEHUIICTKeH CHSIKTHI.

Tyorcvipvimoap: 3eprrey XBK Men [lyauexys3inik baHKTiH skapHsiIaHbIMIAphIHA €H KOFaphl 0aCHIMIBIK
OepisireH KoHE 3aHIBI AepPeKKe3leplcH Oacka JepeKkkesaepMeH Oipre malanaHbUFaH KalTalama 3epTrey
onmictepiH maimananyra OarpITTanran. TM/l aiiMarbiHa TaObIC TEHCI3HITiHIH KYILIEHO1 JKOHE >KYMBIC KYIIi
YJIECiHIH a3arobl KaFIaibIHA TepeH OoIaFaH eiep TOH eKeHi aHbIKTAIIIbI.

Kinm ce30ep: Tabbic, TeHCI3IK, s)xyMbIc Ky, TM/]I aiimaktapbl, JIopeHIl KUChIFbI, JIDKHHU HHICKCI.

JI. Kypmanraimesa, E. Aiimaramé6eroB, b. CnanoBa, A. MbIp:kbIkOaeBa

HepaBeHcTBO 10X0/10B M [10J1 TPYA0OBbIX 10X0/10B B cTpanax CHI':
TeHAeHIUH, MOCJIeICTBUS U MPUIUHBI

Annomauusn

Lens: Lenbto HaCTOSIICH CTAaThU SIBJISETCS U3yYE€HUE TEHICHUUH, MPUYMH HEPABEHCTBA JOXOROB UMIQIIU TPYI0-
BBbIX J10X0/10B B cTpanax CHI'.

Memoouwl: ViccnenoBanrue OCHOBAHO Ha MCIIOIB30BAHUN BTOPHUYHBIX METOJIOB MCCIICIOBAHLSY TO)eCTh JaHHBIN Me-
To (POKyCHpYyeTCs Ha MPUMEHEHHH CYIIECTBYIOIINX OITyOIMKOBAaHHBIX JOKYMEHTOB LA TIOJyUYCHHS MHPOpMAIUN 00
00BEKTE MCCIIENOBAHUS.

Peszyromamer: B crpanax CHI™ 3aHATOCTB OCTaeTCsi OCHOBHBIM MCTOYHUKOM ZIOXO/a, Iie MepCreKTHBa UMETh pa-
60Ty nMeeT Ooliee cepbe3HbIE MOCIEACTBUS C TOYKU 3pEHHs HEPaBeHCTBA J0X0A0B. BiTio€iieqHre roasl B HEPaBeHCTBE
J0X0J0B HpOI/ISOLLUII/I pasnanble N3MCHCHUSA B CBSI3H C FJ'IO6aJ'H>HI>IM (I)I/IHaHCOBLIM KpI/ISI/ICOM nu naHaeMneﬁ. TaKI/IM
00pa3oM, MOJIyYaeTcs, YTO Kak MaKPO3IKOHOMUYECKAs MOJUTHKA, TAKWM TQIUTHKA HA PHIHKE TPYy/aa OOJICIYMIId CUTya-
IIUIO.

Buigoowr: ViccnemoBanne ObUIO COCPEIOTOUCHO HA MCIONB30BAHKMU BETQPUYHBIX METOIOB HCCIICIOBAaHUS, TC My0-
mukarsivy MB® u BecemupHoro 6anka ObLT OT/IaH BBICIIAN MPUOPHTET WyOHAMCIIOIH30BAICE B COUYCTAHUH C IPYTUMHU
WMCTOYHUKAMU U3 3aKOHHBIX HUCTOYHHUKOB. YCTaHOBJIEHO, yTQyperuon CHIPxapakrepusyercs crpaHamMu, KOTOpPBIE IITy-
0OKO ITOTPYKCHEI B CUTYAIIHIO PACcTYIIETO HEPABEHCTBA B JOXOHaX W CHIDKCHUS JOTH Pab0Uei CHITBL.

Knrueeste cnosa: moxon, HEPaBEHCTBO B IOoXOMax, padodast cwuia, peruonsl CHI', xpuBas JlopeHma, WHOEKC
JXvuHU, CHIDKEHHE 0T paboyei CHITbL.
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