























ranking varies with the inequality measure.* We compare the Lorenz curves at decile points,
assuming that two curves are distinct only when their difference at some point exceeds 0.3
percentage points in order to allow, however imperfectly, for sampling variability. The
results are reported in Table 1, where the sign “+” indicates that the country in the column
dominates the country in the row, the sign “~” indicates the opposite, and the sign “?”
indicates that the Lorenz curves cross, or are not distinguishable at any decile point according
to the mentioned criterion. Thus, the two “~” signs in the last row of Table 1 tell us that
Mexico and Russia are the only countries where incomes are more unequally distributed than
in the United States, while the “?” sign suggests that inequality cannot be unequivocally
stated to be higher in Portugal than in the United States, or vice versa, unless an inequality
measure is specified. This complex pattern of bilateral comparisons is summarized in the
Hasse diagram in Figure 2. Income inequality falls by moving from the top to the bottom: a
traceable line downwards from country A to country B (e.g., Mexico and Estonia) implies that
the Lorenz curve for country A lies above that for country B; when this is not possible, like
for Israel and the United Kingdom, countries A and B are not comparable without ambiguity.
The merit of Figure 2 is to make it explicit that many comparisons are indeed ambiguous. At
the same time, it confirms the basic pattern of international inequality sketched above:
Mexico and Russia are at the top, followed by the English-speaking countries intertwined
with the southern European countries; the other continental European nations come next,
while the Nordic countries show the lowest level of inequality; Eastern European countries

are spread along the entire tree.

* The Lorenz curve plots the share of income of the bottom 100x percent of the population against the
population share x; it is convex to the origin and always lies below the 45 degree line of perfect equality.



Absolute differences

It is often argued that the higher the average standard of living in a particular nation,
the better off its citizens. By this argument, the United States resident is, “on average”, better
off than are residents of Italy or Finland, because the U.S. real Gross Domestic Product
(GDP) per capita in 2000 is 34,300 international dollars, compared to 25,300 international
dollars in Italy and Finland (International Monetary Fund, 2006). But does this higher
average U.S. standard of living extend to all levels of the income distribution ?

In order to answer this question, we must compare real incomes, i.e. incomes deflated
by a Purchasing Power Parity (PPP) index. This is a standard, but crude, way of measuring
the amount of goods and services that a certain income can purchase. On the one side, it is
questionable that the same conversion factor should be applied across the entire distribution,
although the same concern could be raised for within-country differences in the cost of
living. On the other side, real disposable income does not account for goods and services
such as education and health care that are provided at different prices and under different
financing schemes in different nations. As low-income citizens in some countries need to
spend more out of pocket for these goods than do low-income citizens in other countries,
their living standard is relatively lower than that measured by PPP-adjusted income
(Smeeding and Rainwater 2004). Further complications arise because the PPP indices are
available for various aggregates and from different sources,”> and are computed for national

accounts, which are intrinsically different from survey data (Deaton 2005).°

® PPP indices are routinely estimated by various international agencies, such as the Organisation for Economic
Co-operation and Development or the World Bank, or international research projects like the Penn World Table
(Summers and Heston 1991); moreover, they are computed for various national accounts aggregates, like GDP
or household final consumption expenditure. Methods to estimate PPPs also differ, as discussed for instance by
Dowrick and Akmal (2005).

® This difference shows up in sizeable shortfalls of total survey incomes from GDP aggregates. As these
shortfalls vary across countries, comparisons of living standards based on survey means may differ from those
based on national accounts, although the correlation between per capita GDP and survey disposable income per



The statistics for real equivalised incomes in 2000 international dollars are reported in
Figure 3. Original incomes are adjusted by the national consumer price indices in the case of
non-base year observations, and are converted by means of PPP indices for GDP drawn from
International Monetary Fund (2006). In each country, the real P10, P90 and median are
recomputed as a fraction of the U.S. median real income.

Even if we are mostly considering rich nations, differences in average real living
standards are huge. The median person in middle-income economies earns less than a third of
the median American, about a tenth in Russia, but variation is considerable also among high-
income economies: in Portugal, Slovenia and Greece median real income is below half of the
U.S. value, while only in Luxembourg do we find that the median is higher than in the United
States. But these differences do not necessarily carry forward to the rest of the income
distribution. If the living standard of the median Belgian or Finnish appears to be between 63
and 72 percent of that of the median American, the living standard of poor Belgian and
Finnish is roughly the same as that of their American counterparts, around 37 percent of the
U.S. median. Low-income people in Denmark, Norway, Switzerland and, especially,
Luxembourg are much better off than elsewhere. In all southern European countries but also,
to a lesser extent, in Australia, Ireland and the United Kingdom, the living standards of low-
income households are lower than in the United States. Of course, they are a great deal lower
in all middle-income economies. At the other extreme, the rich Americans far surpass the rich
in any other nation observed, save for the Luxembourgers. For instance, the rich American is
60 percentage points above the rich Canadian and 71 points above the rich British person.

The horizontal bars in Figure 3 are proportional to the absolute distance between top

and bottom incomes. The absolute gap in the United States is twice as high as in Switzerland,

person is positive, if less than one. The comparisons of real incomes discussed below would be affected should
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Taiwan and Canada, and is much higher than in any of the remaining countries. The claim
that the United States enjoys the world’s highest living standard must be evaluated alongside
the equally valid claim that the United States enjoys the greatest absolute inequality between
the rich and the poor among developed countries. While the rich in America are truly well off
by any measure of living standards, many poor Americans at the same time have living

standards below those in other nations which are not as rich as the United States

Levels of monetary redistribution

Every nation’s tax and benefit system reduces market income inequality, but not all
are equally effective in doing so. The efficiency with which nations accomplish this
redistribution may vary over time as well as across space. A common measure of the level of
redistribution is represented by the difference between the Gini index for market incomes,
that is, before public transfers are added and taxes and social security contributions are
deducted, and the Gini index for disposable incomes. This difference provides only a first
estimate of the actual impact of public redistribution, as it ignores how market income
inequality would be different if there were no taxes and benefits. Figure 4 uses the LIS data
to compare inequality in market and disposable incomes in 16 nations using the Gini index.

In all nations disposable incomes are more equally distributed than market incomes,
suggesting that the tax and benefit system narrows the overall distribution. On average,
inequality falls by about a third, from a Gini index of 44 to one of 29 per cent. Cross-country
variation in original inequality is wider than after redistribution: the Gini index ranges from
33 to 52 per cent for market incomes, and from 23 to 37 per cent for disposable incomes. The

United States has the highest inequality of disposable incomes, although the dispersion of

we align household-level data to aggregate statistics.
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market incomes is on the high side but not far from most other countries; it is as high as in
Germany and Australia and below the values recorded for the United Kingdom, Poland and
Israel. The fact is that the percentage reduction in before-tax-and-benefit inequality in the
United States is a mere 23 per cent. If we exclude Taiwan, where redistribution has a tiny
impact, only Switzerland shows a reduction as low as the United States, but the Swiss start
from a much more equal distribution and end with a Gini index below the average.

These percentage reductions are very consistent with the patterns of aggregate public
expenditure (see Smeeding 2005 about non-elderly spending). High-spending northern and
central European nations have the highest degree of inequality reduction, from 36 to 47 per
cent; the Anglo-Saxon (excluding the United States) nations and Israel are next with 28 to 33
per cent reductions; the United States and Switzerland are, as just seen, at the bottom of the
scale. The degree of redistribution in southern Europe is lower than in Ireland and the United
Kingdom, especially if public pensions are not included among transfers, according to the
EUROMOD estimates based on micro-simulations rather than the records of the original
micro-data sources (Immervoll et al., 2005). The nations that redistribute the most are not
necessarily those with the greatest degree of market income inequality: before-tax-and-
benefit incomes in Finland and the Netherlands are far more equally distributed than in the
United States. In fact, Schwabish, Smeeding, and Osberg (2006) find almost no correlation

between the P10 value for market income and the level of social spending.

Benefits in kind

None of the estimates above include benefits in kind or indirect taxes. How much
difference do they make? In their study of the distribution in seven rich countries in the early
1980s, Smeeding et al. (1993) found that including the value of non-cash benefits in

household income reinforced the redistributive impact of cash tax-and-transfer mechanisms
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in all countries, but did not affect markedly the pattern of national differences in income
inequality from that which emerged from the analysis of cash income alone. More recent
analysis for ten rich countries in the late 1990s by Garfinkel, Rainwater, and Smeeding
(2006) confirms the egalitarian impact of non-cash redistribution. After augmenting income
to include the value of non-cash benefits for health care and education net of both direct and
indirect taxes, the income of the poor turns out to be much closer to the median and the
distance between the rich and the poor falls in all countries, except Belgium and Finland.
Changes are largest among the English-speaking nations, with the United States showing the
greatest drop in the decile ratio. Differences across countries appear to shrink considerably.

Two reasons can account for these results. First, compared to other advanced nations,
the English-speaking nations tend to be short on cash and long on in-kind benefits. Thus
relatively equal non cash benefits can go a long way toward equalizing command over total
resources, including more unequally distributed cash benefits and other incomes. Second,
these countries rely less heavily than the big spending national welfare states on indirect
taxes and taxation of cash benefits. Together, these two factors explain the big shift when
moving from cash disposable income to augmented income.

These results are to be taken with caution, because they depend crucially on the
assumptions made to evaluate and impute non-cash benefits. While this caveat has to be
borne in mind, it is clear conceptually that these benefits are worth some nontrivial amount to
both rich and poor alike. Empirically, health and education transfers are as large as or a much
larger part of what the welfare state does for families than are the provision of cash benefits
in all nations. This fact must be taken in consideration in studying the relative effectiveness

and generosity of all welfare states, and their effect in inequality.
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3. Post-War Inequality Trends in Selected Rich Countries

The previous section has offered a snapshot of income inequality and redistribution
around the turn of the century. However, as is well-known, inequality has increased
considerably in last decades in several countries, prominently in the United States and the
United Kingdom (Gottschalk and Smeeding 2000). It is therefore worth considering the long-
run patterns which have emerged in selected rich countries: three Anglo-Saxon nations
(Canada, the United States, the United Kingdom), two Nordic nations (Finland, Sweden) and
four continental European countries (the Netherlands, West Germany, France, Italy). The
evidence at our disposal is summarized in one figure for each country. Before turning to this
evidence, we must emphasize that reported series are a selection of those internally consistent
for a sufficiently long span of time; they are not necessarily comparable across nations, nor
one with the other within the same nation. Furthermore, these statistics are somewhat more

uncertain than those in other fields, such as national accounts.’

" The main sources on income distribution have increasingly become household sample surveys; tax returns and
other administrative data are still extensively used, notably in Nordic countries, but often in conjunction with
survey information on family characteristics. Generally speaking, basic statistics have become more
representative, as they have been extended to cover the whole household population. This fact alone points to
being cautious in comparing post-war and pre-war records, as well as the earlier post-war figures with the more
recent ones. Another difficulty for temporal comparisons originates in the periodic revisions of statistical
procedures to collect and elaborate the data. Moreover, series may differ for: (a) the measure of income, namely
whether it is before taxes and transfers (market income), after transfers but before taxes (gross income), or after
direct taxes and transfers (disposable income), and to what extent it includes capital gains or non-cash items
such as perks or in-kind benefits; (b) the reference unit (household, family, person or taxpayer); (c) the
weighting unit, the main alternatives being between weighting on a family-basis, i.e. counting each family or
household as one regardless of its size, or a person-basis, i.e. replicating the observation as many times as the
members of the family (so called person weights used in Figures 1-3 above); (d) the allowance for family
composition, that is whether income is adjusted by an equivalence scale to account for differences in needs and
economies of scale. Lastly, the Gini index is chosen since it is the single measure most readily available in
international statistics, often the only one found in country sources, especially back in time. However, it must be
kept in mind that not only levels, as seen above, but also changes over time can differ across alternative
inequality measures — although the conclusions on long-run trends are unlikely to be seriously affected.
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The United States, the United Kingdom, and Canada

In the United States pre-tax inequality exhibits a very sharp fall between 1929 and
1944, according to the Bureau of Economic Analysis (BEA) statistics (Figure 5). This pre-
war change in income distribution was judged “... for its magnitude and persistence ...
unmatched in the record” by Kuznets (1953, p. xxxvii) — the first to detect it on the basis of
his estimates of the income shares of upper income groups — and promptly described by
Arthur Burns as “one of the great social revolutions of history” (quoted by Pechman 1958, p.
108). In the following three decades, the Gini index showed some fluctuations around a
flattened trend according to the BEA figures, or a moderately declining trend according to the
Current Population Survey (CPS) series for families of two or more people.? It is in the light
of this evidence that we must read Solow’s conclusion that the personal distribution of
income “... is a facet of economic life which changes slowly when it changes at all” (1960,
pp. 109-10), or Aaron’s infamous remark that tracking changes in the distribution of income
is “like watching the grass grow” (1978, p. 17).

The post-war relative immobility of the distribution lasted until the 1970s, when the
United States entered a period of unrelenting increases in income inequality. According to
CPS figures (both excluding and including unrelated individuals), the Gini index returned by
1980-81 to the level of thirty years earlier, and further rose in the following decade. An
extensive methodological revision led to a major break in the CPS series between 1992 and
1993 (hence, the interruptions in the Figure; see Ryscavage 1995). However, the tendency of

inequality to rise has continued thereafter, even if at a more moderate pace. The CPS most

® The BEA statistics differ from the CPS series for the more comprehensive income definition and for being
based on “synthetic” methods, whereby the distribution is estimated “... from a wide variety of sources,
including — besides field surveys such as the CPS — tax returns, other business and governmental administrative
records, and the income type aggregates as contained in the National Income Accounts” (Budd and Radner
1975, p. 451).
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comprehensive series for disposable income — including capital gains and non-cash benefits —
confirms the widening of the distribution since 1980. (The spike in 1986 was most probably
driven by capital gains, which reflected the performance of the stock market.). The increase
in inequality from 1979 to 2001 is even more pronounced in Congressional Budget Office
data, which are adjusted for under-reporting using register data and more accurate measures
of capital accumulations by high-income persons (Smeeding 2005).

Also in the United Kingdom income inequality has traced a U-shape in the last sixty
years, and the period around the Second World War seems to have been a watershed (Figure
6). According to the Blue Book series (BB) relative to tax units, the Gini index fell by over
five percentage points for incomes before taxes and seven points for incomes after taxes
between 1938 and 1949.° The leveling of incomes continued, at a much slower pace and with
some minor recrudescence, until the late 1970s, when the trend abruptly reversed. The values
of the Gini index in 1984/85, when the series was discontinued, were not too different from
those prevailing in the aftermath of the war. The series published in Economic Trends (ET)
for the distribution of disposable income among households shows a much flatter trend than
the corresponding BB series in the period where they overlap. The five years between 1985
and 1990 saw an unprecedented rise of income inequality, as testified by the seven-point
increase of the Gini index for equivalent disposable income. Ever since, the concentration of
income has shown some changes but no sustained trend, as also confirmed by Jenkins’ (2000)
estimates based on the British Household Panel Survey. The consistent time series

reconstructed at the Institute for Fiscal Studies (IFS) for Great Britain exhibits basically the

° Note, however, that the Royal Commission on the Distribution of Income and Wealth warns that the figures
for 1938 and 1949 “... should not be interpreted as precise comparisons ... but rather as approximate indicators
of a significant change in the distribution between these two years” (1979, p. 17).
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same pattern as the ET series. As regards the distribution of market incomes, inequality
steadily rose in the 1960s, 1970s, and especially 1980s, and then stabilized in the 1990s.

Two features of distributive changes in the United Kingdom need to be highlighted
(Atkinson 2003). The first is the mere size of the upsurge in inequality in the second half of
the 1980s — far higher than in the United States. In part, this rise reflects the failure of public
redistributive policies to counteract the pressure towards greater inequality generated in the
economy. This is clearly illustrated by the comparison between the Gini index for equivalent
market income and that for equivalent disposable income: between 1985 and 1990, the
former rose by three percentage points, whilst the latter went up by seven points. The reforms
of personal income taxation, unemployment benefits and social assistance implemented in
that period all went in the direction of widening the distribution of disposable income (e.g.,
Johnson and Webb 1993; Atkinson and Micklewright 1989; Atkinson 1993). The second
feature worth mentioning is that inequality stopped growing during the 1990s. What needs to
be explained in the British historical pattern is a single episode of extraordinary intensity
leading to a new higher inequality plateau, more than a lasting long-run tendency.

The experience of Canada differs from that of the two other Anglo-Saxon countries
(Figure 7). The distribution of pre-tax monetary incomes among families and unrelated
individuals has not varied much from 1965 to late 1980s, although we may discern episodes
when inequality was virtually stable (1983 to 1989), ascending (1965 to 1971, 1981 to 1983),
or descending (second half of the 1970s). The pattern for the Gini index of incomes after
taxes was much the same, except perhaps for a slight equalizing tendency over the entire
period. This “stasis amid change”, as labeled by Wolfson (1986), is noteworthy when
contrasted with the widening of the distribution of market incomes, particularly sharp in the

early 1980s. What distinguishes Canada from the United Kingdom and the United States
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appears to be the redistributive role of public transfers in offsetting the increasing inequality
generated by market mechanisms (Fritzell 1993; Osberg, Erskoy and Phipps 1997).

The 1990s marked a change as inequality begun to rise. From 1989 to 2004, the Gini
index for disposable income has steadily gone up by overall four percentage points. Initially,
public policies counteracted underlying forces towards a more unequal income distribution:
between 1989 and 1996 the Gini index rose by three points for disposable income against six
points for market income. This balancing role ceased after the mid-1990s. Frenette, Green,
and Picot (2004) explain the change by the reduction of personal tax rates, especially for
highest incomes, and the tightening of social benefits such as the unemployment insurance,
whose reform in 1996 led to a halving of the ratio of beneficiaries to the unemployed. In
short, Canada has experienced some noticeable increase in disposable income inequality in
the last decade, after a long period of virtual stability; the worsening has however been much

less pronounced than the overall widening in the distribution of market income.

Sweden and Finland

In Sweden the dispersion of equivalent family incomes decreased considerably from
1967 to 1975 and kept falling, more moderately, until 1981-1982 (Figure 8). While both
transfers and direct taxes contributed to the narrowing between 1967 and 1975, Gustafsson
and Palmer show that in subsequent years “... the development of transfers [was] a major
cause of the decrease in inequality ... and was instrumental in offsetting the tendency of direct
taxes to work in the direction of increased inequality” (Gustafsson and Palmer 1997, p. 308).

The trend reversed in the early 1980s. By 1990 inequality was back to the level of 1975, and
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it continued to rise throughout the 1990s.”° Both the ascending tendency and the greater
variability of the last fifteen years reflect the broadening of the income tax base brought
about by the tax reform of 1991, which caused a major break in the IDS series. Moreover, the
reform introduced incentives to realize capital gains on equities in 1991 and 1994, which
being now included in the tax base produced sharp temporary increases of the Gini index
(Bjorklund 1998; Eriksson and Pettersson 2000). Also the peak of inequality in 2000 follows
from high capital gains in that year (Statistics Sweden 2004). Excluding capital gains from
the income definition smoothes out the movements of inequality and dampens down its
tendency to rise, as shown by the comparison of lines (2a) and (2b) in the Figure.

The Finnish distributions of gross and disposable income became substantially less
unequal from 1966 to 1976, and then remained fairly stable over the 1980s and early 1990s
(Figure 9). This is confirmed by the analysis of Lorenz dominance by Jantti and Ritakallio
(1997). Although part of the fall reflected the compression of the wage distribution brought
about by income policies, these dynamics were mainly driven by the steady increase of
government transfers (Uusitalo 1989). Their equalizing effect first amplified the decline in
the inequality of market incomes from 1966 to 1976, then offset the considerable rise from
1981 to 1994. Redistribution was particularly effective during the severe and prolonged
recession of the early 1990s, when the unemployment rate rose from 3.1 percent in 1990 to
16.6 in 1994. These patterns changed dramatically in the last years of the past century, as the
redistributive impact of transfers and, to a much lesser extent, direct taxes weakened

considerably: between 1994 and 2000 the Gini indices of gross and disposable incomes

10 All three series labeled (1) in the Figure refer to families, which are narrowly defined to include only an adult
or a couple and all children below 18. The implication is to assume lower (statistical) income sharing within the
household — e.g., children older than 18 living with their parents are treated as a separate family unit, and are
not attributed the whole (equivalent) household income. This drives up measured inequality, as shown by the
comparison of lines (2a) and (1c) in the Figure.
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increased by around five percentage points and returned to the values recorded in 1971,
despite a modest rise in the concentration of market incomes. Inequality indices has flattened

out over the first half of the current decade.

The Netherlands, West Germany, France, and Italy

In the last group of countries, all from continental Europe, the evidence is more
mixed. In the Netherlands, there was a sharp rise in inequality towards the end of the 1980s,
but from 1977 to 1985 and from 1990 onwards there has been little change, once statistical
breaks are taken into account (Figure 10). The Gini index for equivalent disposable incomes
fell in West Germany by four percentage points between 1962 and 1973, but the tendency
reversed in the following quarter of a century, according to the Income and Consumption
Survey (EVS, Einkommens- und Verbrauchsstichproben; Figure 11). The findings of the
Socio-Economic Panel (SOEP), which are broadly in line with the EVS results in overlapping
years, suggest that inequality has gone up through 2004, with an overall increase of the Gini
index by almost four points between 1983 and 2004. The concentration of market incomes
rose markedly from 1973 to 1978 and more moderately until 1988, but remained stable in the
1990s. All in all, the impact of public redistribution in Germany remained high and fairly
stable from 1978 to 1998.

In France the Gini index of gross income did not vary from 1956 to 1962, fell
considerably until 1990, and then was unchanged between 1990 and 1997; the Gini index of
equivalent disposable income decreased until 1997, and then stabilized through 2004 (Figure
12). Thus, income inequality has not shown to date any upward trend in France. Note,
however, that these estimates derives from the Tax Revenue Survey (ERF, Enquéte Revenus
Fiscaux) which is based on fiscal records supplemented with imputed social assistance

benefits: as undeclared property incomes (i.e. those which are not taxed or are subject to
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withholding tax) are not included in the income definition, inequality is understated
(Guillemin and Roux 2003, p. 404) and the effect on time variations is uncertain. As regards
Italy, a markedly egalitarian phase begun in the 1970s and lasted until the early 1980s; it has
followed a period of fluctuations around a stationary or slightly rising trend (Figure 13). Post-
tax income inequality rose sharply during the recession of 1992-93, the worst downturn since
the Second World War, but remained surprisingly stable afterwards, in a period of many

changes for the Italian economy, especially in the labor market (Boeri and Brandolini 2004).

Trends in monetary redistribution

The previous summary has shown how the evolution of inequality may differ whether
it is measured for market income or for disposable income. This suggests that the trend in the
redistributive impact of tax-and-transfer systems may also vary considerably. This is shown
for six countries in Figure 14, again by looking at the absolute difference between the Gini
index for market income and that for disposable income. Note that these time series also
reflect national practices and so the level of redistribution is not completely comparable
across nations. Despite the evidence of a “U-turn” in the US and UK, patterns vary by time
period and country (see Alderson and Nielsen 2003; Smeeding 2002).

What emerges is a general pattern suggesting that the redistributive impact of taxes
and transfers initially increased and then stabilized or dropped in all countries except for the
United States, where it remained quite stable over time (but the series starts only in 1979).
The United Kingdom stands out for having the most dramatic switch of regime, as in the
early 1980s it apparently shifted from a situation not too different from the two Nordic
countries to a model closer to that of the two North American countries. It is not possible to
infer from this simple measure whether changes in redistribution are the automatic response

of a progressive tax-and-benefit system to changes in the distribution of market incomes, or
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are instead the product of explicit policy choices (Atkinson, 2004). Nevertheless, they
confirm that a widening of the market income distribution need not result in a drastic increase
in the inequality of disposable incomes. Rising levels of redistribution in Finland, Sweden,
and to a lesser extent Canada — where policies have been increasingly targeted to the poor —
have been more effective in muting increasing market income inequality than have stable but
low levels of redistribution in the United States, though periods do matter (see also Mahler

and Jesuit 2006, on this topic).

4. Conclusions

In this chapter, we have shown that there are considerable differences in the level of
disposable income inequality across rich countries. Mexico and Russia have the most unequal
distributions, followed by English-speaking countries intertwined with southern European
countries; other continental European nations come next, and the Nordic countries show the
lowest level of inequality; most eastern European countries show low to medium levels of
inequality, while Taiwan and Japan are in an intermediate position. This clustering owes
much to the working of the national tax-and-benefit systems, which have a considerable role
in narrowing the original market income distribution. A further egalitarian impact is due to
benefits in kind, although the evidence is still limited.

National experiences vary during the last four decades and there is no one overarching
common story. There was some tendency for the disposable income distribution to narrow
until the mid-1970s. Then, income inequality rose sharply in the United Kingdom in the
1980s and in the United States in the 1980s and 1990s( and still continuing), but more
moderately in Canada, Sweden, Finland and West Germany in the 1990s. Moreover, the
timing and magnitude of the increase differed widely across nations. Inequality did not show

any persistent tendency to rise in the Netherlands, France and Italy. Commonality seems to
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be greater for market income inequality: in five of the six countries for which we have data,
we observe an increase in the 1980s and early 1990s and a substantial stability afterwards.
Changing public monetary redistribution appears to be an important determinant of the time
pattern of the inequality of disposable incomes.

Changes in inequality do not exhibit clear trajectories, but rather irregular movements,
with more substantial changes often concentrated in rather short lapses of time. Together with
the lack of a common international pattern, this suggests to look at explanations based on the
joint working of multiple factors which sometimes balance out, sometimes reinforce each
other, rather than to focus on explanations centered on a single cause like de-
industrialization, skill-biased technological progress, or globalization. ldentifying and
characterizing episodes and turning points in the dynamics of inequality may reveal more
fruitful than searching for overarching general tendencies.

All countries considered in this chapter share what we very loosely defined a western-
type democracy. The large cross-country variation in levels and trends of inequality suggests
that the specific features of a democratic political system must be taken into account in order
to explain its interconnections with income distribution. The electoral system, the division of
power between the central and local administrations, the political inclination of running
coalitions may all be relevant factors behind observed changes in inequality, that interact
with other institutional characteristics and the operation of economic forces. The variable, but
always noticeable, effect on inequality that is attributable to public redistribution confirms
the importance of understanding how the political system mediates and brings to a realization
people’s political views. Whatever the link between democracy and inequality, it is unlikely

to be a simple one.
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Figure 1. The Distribution of Equivalent Disposable Income in 32 Countries

P10 Length of bars represents the gap P90 P90/P10 Gini
(Low income) between high and low income individuals (High income) (Decile ratio) index
High-income economies
Denmark 2000 57 I 155 2.8 0.225
Norway 2000 57 I 159 2.8 0.251
Finland 2000 57 I 164 2.9 0.247
Sweden 2000 57 I 168 3.0 0.252
Netherlands 1999 56 I 167 3.0 0.248
Slovenia 1999 53 I 167 3.2 0.249
Austria 2000 55 I 173 3.2 0.260
Luxembourg 2000 57 I 184 3.2 0.260
Belgium 2000 53 I 174 3.3 0.277
Switzerland 2000 55 I 182 3.3 0.280
Germany 2000 54 ] 180 3.4 0.275
France 2000 55 I 188 3.4 0.278
Taiwan 2000 52 I 196 3.8 0.296
Canada 2000 48 188 3.9 0.302
Japan 1992 46 192 4.2 0.315
Australia 2001 47 199 4.2 0.317
Italy 2000 45 199 4.5 0.333
Ireland 2000 41 189 4.6 0.323
United Kingdom 1999 47 215 4.6 0.343
Greece 2000 43 207 4.8 0.338
Spain 2000 44 209 4.8 0.340
Israel 2001 43 216 5.0 0.346
Portugal 2000 45 226 5.0 0.363
United States 2000 37 212 5.7 0.370
Middle-income economies
Slovak Republic 1996 56 S 162 2.9 0.241
Czech Republic 1996 59 I 179 3.0 0.259
Romania 1997 53 I 180 3.4 0.277
Hungary 1999 54 I 194 3.6 0.295
Poland 1999 52 S 188 3.6 0.293
Estonia 2000 46 234 5.1 0.361
Russia 2000 33 276 8.4 0.434
Mexico 2000 32 331 10.4 0.491
0 50 100 150 200 250 300 350

Source: Authors’ calculations from the Luxembourg Income Study database, as of 10 March 2007 (figures
coincide with those reported in http://www.lisproject.org/keyfigures/ineqtable.htm), and, for Portugal, from the
European Community Household Panel database (Waves 1-8, December 2003); statistics for Japan were
computed according to the same methodology as all other figures by Ishikawa for Gottschalk and Smeeding
(2000). P10 and P90 are the ratios to the median of the 10th and 90th percentiles, respectively. Observations are
bottom-coded at 1 percent of the mean of equivalent disposable income and top-coded at 10 times the median of
unadjusted disposable income. Incomes are adjusted for household size by the square-root equivalence scale.
Economies are classified by the World Bank (2005) according to 2004 per capita gross national income in the
following income groups: low-income economies (LIC), $825 or less; lower-middle-income economies (LMC),
$826-3,255; upper-middle income economies (UMC), $3,256-10,065; and high-income economies (HIC),
$10,066 or more.



Table 1. Lorenz Comparison for the Distribution of Equivalent Disposable Income in 32 Countries
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Source: Authors’ calculations, as described in source of Figure 1. Comparisons are based on cumulative decile points. A + (=) indicates that the Lorenz curve of the country shown in the row lies
below (above) that of the country shown in the column, with a difference exceeding 0.3 percentage point for at least a cumulative decile group; a ? indicates that the Lorenz curves cross.



Figure 2. Hasse Diagram for the Distribution of Equivalent Disposable Income in 32 Countries
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Source: Authors’ calculations on the basis of information contained in Table 1.




Figure 3. The Distribution of Real Disposable Income in 32 High- and Middle-Income Economies

Real P10 Length of bars represents the gap Real P90 P90/P10 Real
(Low income) between high and low income individuals (High income) (Decile ratio) median
High-income economies
Denmark 2000 45 125 2.8 80
Norway 2000 48 134 2.8 84
Finland 2000 36 103 2.9 63
Sweden 2000 34 99 3.0 59
Netherlands 1999 39 116 3.0 69
Slovenia 1999 23 73 3.2 44
Austria 2000 41 129 3.2 75
Luxembourg 2000 65 209 3.2 114
Belgium 2000 38 125 33 72
Switzerland 2000 45 150 33 82
Germany 2000 39 130 3.4 72
France 2000 34 117 3.4 62
Taiwan 2000 39 150 3.8 76
Canada 2000 39 152 3.9 81
Japan 1992 4.2
Australia 2001 30 129 4.2 65
Italy 2000 25 111 45 56
Ireland 2000 30 136 4.6 72
United Kingdom 1999 31 141 4.6 66
Greece 2000 20 96 4.8 46
Spain 2000 25 121 4.8 58
Israel 2001 23 115 5.0 53
Portugal 2000 18 91 5.0 40
United States 2000 37 212 5.7 100
Middle-income economies
Slovak Republic 1996 14 _— 40 2.9 25
Czech Republic 1996 18 — 54 3.0 30
Romania 1997 8 - 27 3.4 15
Hungary 1999 12 — 44 3.6 23
Poland 1999 12 - 45 3.6 24
Estonia 2000 9 . 47 5.1 20
Russia 2000 3 - 26 8.4 10
Mexico 2000 4 — 46 10.4 14
0 50 100 150 200 250

Source: Authors’ calculations from the Luxembourg Income Study database, as of 10 March 2007, and, for
Portugal, from the European Community Household Panel database (Waves 1-8, December 2003); statistics for
Japan were computed according to the same methodology as all other figures by Ishikawa for Gottschalk and
Smeeding (2000). Real P10 and P90 are the percentage ratios to the U.S. median of the 10th and 90th
percentiles, respectively; real median is expressed as a percentage ratio of the U.S. median. Observations are
bottom-coded at 1 percent of the mean of equivalent disposable income and top-coded at 10 times the median of
unadjusted disposable income. Incomes are adjusted for household size by the square-root equivalence scale.
Consumer price indices and purchasing power parity conversion factors from local currency units to
international dollars are from International Monetary Fund (2006).
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Figure 4. Gini Indices of Market Income and Disposable Income in 16 OECD Countries (percent)

Reduction in
Gini index (1)
Denmark 2000 47
Finland 2000 36
Netherlands 1999 36
Norway 2000 39
Sweden 2000 45
Czech R. 1996 41
Germany 2000 43
Romania 1997 27
Switzerland 2000 22
Poland 1999 41
Taiwan 2000 9
Canada 2000 28
Australia 2001 34
United Kingdom 1999 33
Israel 2001 33
United States 2000 23
0 10 20 30 40 50
OGini index of market income B Gini index of disposable income

Source: Authors’ calculations from the Luxembourg Income Study database, as of 10 March 2007.
Observations for disposable income are bottom-coded at 1 per cent of the mean of equivalent disposable income
and top-coded at 10 times the median of unadjusted disposable income. Changes in disposable incomes due to
bottom- and top-coding are entirely attributed to market incomes. Both market and disposable incomes are
adjusted for household size by the square-root equivalence scale. (1) Difference between the Gini index for
market income and the Gini index for disposable income, expressed as a percentage of the former.
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Figure 5: Gini index in the United States (percent)
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Sources: (1) Brandolini (1998, table Al): estimates from BEA grouped data for gross incomes of households.
(2) U.S. Census Bureau (2006a), data from Current Population Survey (CPS): gross money income of families;
weighted by family; shown the major discontinuity between 1992 and 1993, but not other minor breaks. (3)
U.S. Census Bureau (2006b), data from CPS: gross money income of households (families and unattached
individuals); weighted by household; shown the major discontinuity between 1992 and 1993 and the break in
2000 (for which two figures are given), but not other minor breaks. (4) U.S. Census Bureau (2006c), data from
CPS: (a) market income including capital gains and health insurance supplements to wage and salary income of
households (Definition 4); (b) disposable income including capital gains and health insurance supplements to
wage and salary income of households (Definition 15); in both cases, weighted by household; shown the major
discontinuity between 1992 and 1993, but not other minor breaks.
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Figure 6: Gini index in the United Kingdom (percent)
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Sources: (1) Official publications of the Royal Commission on the Distribution of Income and Wealth and of
the national statistical office as detailed in Brandolini (1998, table A3), data from Blue Book (BB): (a) gross
income of tax units; (b) disposable income of tax units; in both cases, weighted by tax unit; the first series is for
incomes net of amounts spent on mortgage interest (old basis), while the second is for incomes gross of those
amounts (new basis); figures refer to calendar years until 1967 and to financial years afterwards (starting in the
year indicated in the figure, e.g. 1968 for 1968/69). (2) Official publications of the Royal Commission on the
Distribution of Income and Wealth and of the national statistical office as detailed in Brandolini (1998, table
A3) for data prior to 1980; Jones (2006, table 27, p. 39) for 1980-2004/05, data from Family Expenditure
Survey (FES) until 2000/01 and Expenditure and Food Survey (EFS) since 2001/02: (a) market income; (b)
disposable income; in both cases, weighted by household; the first series refers to unadjusted incomes, the
second series to equivalent income; McClements equivalence scale; figures refer to calendar years until 1993
and to financial years afterwards. (3) Brewer et al. (2006), data from FES for 1961-1993/94 and from Family
Resources Survey (FRS) for 1994/95-2004/05: equivalent disposable income of households, before housing
cost; weighted by person; McClements equivalent scale. Figures refer to Great Britain alone, but in the period
1961-1991 they differ by at most 0.4 percentage point from the corresponding series for the whole United
Kingdom computed by Goodman and Webb (1994).
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Figure 7: Gini index in Canada (percent)
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Sources: (1) Stark (1977, table 18, p. 33) for 1965-1975, Statistics Canada (1996, table 6, p. 34) for 1971-1994,
and Statistics Canada (2007) for 1980-2004, data from Survey of Consumer Finances (SCF) for 1965-1995 and
Survey of Labour and Income Dynamics (SLID) for 1996-2000: (a) market money income of households; (b)
gross money income of households; (c) disposable money income of households; weighted by household.
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Figure 8: Gini index in Sweden (percent)
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Sources: (1) Gustafsson and Uusitalo (1990, table 2, p. 85, table 3, p. 89, table 4, p. 91) for 1967-1985 and
Statistics Sweden (2006a) for 1975-2004, data from Level-of-Living Survey (LLS) for 1967 and Income
Distribution Survey (IDS) for 1975-2004: (a) equivalent market income of families; (b) equivalent gross income
of families; (c) equivalent disposable income of families; in all cases, weighted by person; social assistance
equivalence scale; second and third series differ for the definition of income. (2) Statistics Sweden (2006b,c):
(a) equivalent disposable income of households, including capital gains; (b) equivalent disposable income of
households, excluding capital gains; in both cases, weighted by person; social assistance equivalence scale.
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Figure 9: Gini index in Finland (percent)
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Sources: (1) Statistics Finland (2006), data from Household Budget Survey (HBS) for 1966-1981 and Income
Distribution Survey (IDS) for 1987-2004: (a) equivalent market income of households; (b) equivalent gross
income of households; (c) equivalent disposable income of households; in all cases, weighted by person; OECD
equivalence scale.
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Figure 10: Gini index in the Netherlands (percent)
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Sources: (1) Personal communication by Wim Bos of the Central Bureau of Statistics, data from Income
Distribution Survey for 1977, 1981 and 1985 and form Income Panel Survey for 1989-2004: (a) equivalent
disposable income of households; weighted by household; (b) equivalent disposable income of households;

weighted by person; in both case, CBS equivalence scale.
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Figure 11: Gini index in West Germany (percent)
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Sources: (1) Becker (1997, table 1, p. 47) for 1962-1988 and Becker et al. (2003, table 3.3, pp. 78-80) for 1983-
1998, data from Income and Consumption Survey (EVS): equivalent disposable income of households;
weighted by person; OECD equivalence scale; only German population. (2) Hauser and Becker (2001, p. 86)
for 1973-1998 and Becker et al. (2003, table 3.1, pp. 73-4) for 1983-1998, EVS data: equivalent market income
of households; weighted by person; OECD equivalence scale; only German population. (3) SOEP (2006, pp.
83-4), data from Socio-Economic Panel (SOEP): equivalent disposable income of households, included imputed
rent; weighted by person; modified OECD equivalence scale.
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Figure 12: Gini index in France (percent)
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Sources: (1) United Nations (1981, pp. 108 and 110) for 1956-1975 and Concialdi (1997, table 11.11, p. 256)
for 1962-1984, data from Tax Revenue Survey (ERF): gross taxable income of households, excluding non-
taxable incomes (the majority of social benefits, some property income); weighted by household. (2) Hourriez
and Roux (2001, table 1, p. 280), data from ERF: equivalent gross taxable income of households, excluding
property income and some social benefits; weighted by household; OECD modified equivalence scale; only
households with non-negative taxable income and positive disposable income. (3) Chevalier et al. (2006, figure
4, p. 449; figures provided by Pascal Chevalier) for 1970-2002 and INSEE (2006, table 2, p. 71) for 2003-04,
data from ERF: equivalent disposable taxable income of households, excluding property income and some
social benefits; weighted by person; OECD modified equivalence scale; only persons in households with non-
negative taxable income and positive disposable income.

42



Figure 13: Gini index in Italy (percent)
46 -

A

SHIW, disposable income (2)

42 1

A
A * AQ
.

PR
SHIW, 4
38 4 disposable

income (1)
34 4
30 4
SHIW, equivalent disposable income (3)
26 L) L) L) L) L) T T 1
1965 1970 1975 1980 1985 1990 1995 2000 2005

Sources: (1) Brandolini (2004, table 1, p. 14, column 4), data from the Bank of Italy’s Survey of Household
Income and Wealth (SHIW): disposable income of households, excluding imputed rents, interest and dividends;
weighted by household; figures for 1968-1972 estimated from grouped data. (2) Brandolini (2004, table 1, p.
14, column 5), data from SHIW: disposable income of households, excluding interest and dividends; weighted
by household; figures for 1973-1975 estimated from grouped data. (3) Brandolini (2004, table 1, p. 14, column
8), data from SHIW: equivalent disposable income of households; weighted by person; square root equivalence
scale.
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Figure 14. Equalizing effect of taxes and transfers (percent)
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Source: authors’ computation on data derived from the sources listed in previous figures. Absolute difference
between the Gini index of market income and the Gini index of disposable income.
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