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I. INTRODUCTION 
 

This paper explores the intricate relationship 

between income inequality and capitalism, focusing 

on the systemic mechanisms that perpetuate 

disparities within and across societies. Despite 

significant economic growth under capitalism, the 

issue of income inequality has escalated, bringing 

profound economic, social, and political 

ramifications. While socialism attempted to address 

these disparities, its failures have paved the way for 

capitalism—a system that has provided economic 

solutions but exacerbated income inequality in the 

process. 

 

 

The paper operates under the hypothesis that 

capitalism inherently intensifies income inequality 

by favoring wealth accumulation among a select 

few. It examines the structural underpinnings of 

capitalism’s wealth-generation systems and their 

implications for income distribution. Furthermore,  

 

the study discusses the role of government policies 

in addressing intra-country income disparities and 

evaluates their effectiveness in mitigating the 

widening gap between rich and poor. 

 

II. FRAMEWORK AND PERSPECTIVE 
 

The ideological spectrum of economic thought 

ranges from Charles Darwin’s scientific rationalism 

to Karl Marx’s socialist morality. While this paper 

does not align explicitly with either view, it 

acknowledges the polarizing effects of capitalism 

on global economies. Capitalism, while driving 

short-term economic growth and improving 

productivity, poses significant long-term risks, 

including heightened poverty and environmental 

degradation. These challenges stem primarily from 

the unequal distribution of income and wealth. 

 

Statistical evidence underscores a stark reality: 

income inequality persists both within and between 

nations. The global economic order lacks a 
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competent international authority to address inter-

country inequalities effectively. Domestically, 

governments are often unable to implement 

successful policies to eradicate intra-country 

disparities. The failure of such measures highlights 

the growing dominance of capitalist structures, 

which prioritize profit over equitable wealth 

distribution. 

 

III. CAPITALISM’S ROLE IN INCOME 

INEQUALITY 
 

Modern economies have increasingly embraced 

capitalism, with socialist regimes often devolving 

into autocratic or totalitarian states. Proponents of 

capitalism argue that the "invisible hand" ensures 

economic efficiency and personal welfare, but in 

practice, this mechanism often benefits only the 

economically powerful. Wealth accumulation by the 

elite has created a significant imbalance in income 

distribution, as illustrated by worsening Gini 

coefficients worldwide. 

 

The Impact on Population and Income 

Distribution 

The dynamics of income distribution reveal that: 

 Population Distribution: A majority of the 

population remains in the lower-income 

bracket, while a negligible fraction enjoys high 

income. 

 Income Distribution: National income is 

disproportionately concentrated in the hands of 

a few, leaving the majority with minimal 

financial resources. 

 Policy Impact: Government policies aimed at 

economic growth often disproportionately 

benefit the middle and upper classes, sidelining 

the poor. 

 

Despite policy interventions like public distribution 

systems (PDS) and productivity-enhancing schemes, 

structural barriers such as low education levels and 

limited adaptability hinder the poor from reaping 

long-term benefits. Wage inequality further 

exacerbates income disparities, with the top 10% 

earning significantly more than the bottom 50%. 

India’s Gini coefficient has risen from 0.32 to 0.38 

since the 1990s, reflecting a widening inequality 

gap. 

 

Global Trends and Future Implications 

The phenomenon of unequal income distribution is 

not unique to developing countries. Even advanced 

economies like the United States and Nordic 

countries exhibit notable Gini coefficients. 

Globalization has further deepened these 

disparities, as highlighted in reports by 

international organizations like UNCTAD. 

 

Economic Growth and Wealth Accumulation 

Economic growth is driven by the marginal 

propensity to consume, with the poor contributing 

on the demand side and the rich on the supply 

side. However, wealth accumulation predominantly 

favors the wealthy due to their ownership of 

production means. This trend perpetuates a cycle 

where income growth flows disproportionately 

from lower-income groups to the upper echelons 

of society. 

 

The Middle Class and Capitalist Dynamics 

While the middle class benefits from education and 

skill acquisition, they remain vulnerable to the 

overarching influence of capitalists. The latter 

leverage their ownership of production means and 

exploit unemployment to suppress wages, further 

consolidating wealth and power. 

 

It means that three distributions have their 

averages (mean, mode and median) at different 

places. The policy for the poor people does not do 

much good to enhance productivity as they are 

supplied from the demand side instead of 

increasing productivity. Whatever expenditure is 

incurred for enhancing productivity they have 

leakages and are much weaker in the final effect. A 

good example, in this case, is the Indian 

Governments PDS. The same thing is on the supply 

side of the public expenditure. 
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Figure 1: Income Distribution 

 

India spends less than 5% of its GDP on social 

protection schemes as compared to Brazil's more 

than 15%. Its tax revenue as the proportion of GDP 

is under 20%—the lowest of all emerging 

economies, and just half that of developed 

countries. Even after that in Brazil Gini coefficient is 

56.7, in the US 45. Imagine what will be the new 

distribution of income in India. 

 

Look at the American economy the top decile 

income share, went up from 31 per cent in 1973 to 

42 per cent in 1997. The top 0.01 percent income 

share went up from 0.5% in 1973 to 2.6 % in 1998.  

 

With the maturity of capitalism income inequalities 

become more and more serious. Whenever 

capitalism was in the intricacy because of recession 

Progressivity of the Federal Income Tax in the US 

went up showing relatively more equal distribution 

and when there is a boom progressively went down 

making a more unequal distribution of income. This 

is shown in the following graph. 

 

 
Figure 2: Income and Tax % 

Year Top 1% Income Share (A) Top 1% 

Tax Share (B) Progressivity (B/A) 

1980 8.46% 19.05% 2.25 

1991 12.99% 24.82% 1.91 

2007 22.83% 40.41% 1.77 

2018 16.93% 36.73% 2.17 

Progressivity of the Federal Income Tax Code 

 

The same will be experienced by the newly 

capitalist economies of the world in the new far 

future. The above-discussed effect was capitalism 

without the free flow of capital. Income 

concentration was within the state. If under the 

globalisation capital allowed freely, this 

concentration of income will be at the international 

level. In that case, the income pooling power of rich 

countries with low population will be high and that 

of poor countries will be less. New world order will 

come with new equations. All these effects will not 

be visible in the process. Today developing 

countries are experiencing good growth but it is 

the growth of inequality. Capitalism is heap making 

process. As socialism failed because it was not able 

to manage itself, similarly, capitalism will continue 

so far as it can manage its heap of wealth. 

Ultimately, the solution will be provided by the 

abolition of this property and the world will have to 

come again to socialism. 

 

The system of capitalism is similar to Darwin’s 

natural system ‘struggle for survival and survival of 

fittest. What about those who failed; no survival, no 

witness as they are never born. No one will bother 

about them, no one will regret and there is no 

question of admitting fallacies of capitalism. That is 

why, Karl Marx, who declared himself as an atheist, 

was talking about the noble, godly system, things 

where even god would have been happiest. 

 

IV. CONCLUSION  
 

The relationship between capital inflows and 

income inequality remains complex, influenced by 

diverse factors such as institutional quality, labor 

market dynamics, and the nature of capital flows. 

This study confirms that while capital inflows can 

contribute to economic growth and development, 

they often amplify income disparities, particularly in 
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countries with weaker governance and financial 

systems. The analysis underscores the urgency of 

implementing inclusive policy measures, such as 

progressive taxation, education reforms, and social 

safety nets, to counterbalance inequality. 

Furthermore, international collaboration is essential 

to promote stable and equitable capital flows, 

particularly in a rapidly globalizing world. Looking 

ahead, future research should focus on the long-

term effects of digital capital flows and the role of 

emerging technologies in shaping the relationship 

between global finance and inequality. By 

addressing these challenges, policymakers can 

harness the benefits of capital inflows while 

ensuring equitable economic outcomes. 
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