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and disease, sickness, and "other contingencies” (mainly low income) as a share
of GDP. The second is a measure of actual redistribution. It is calculated as the
Gini coefficient for pretax-pretransfer household income minus the Gini coeffi-
cient for posttax-posttransfer household income. (Neither measure includes
spending on public services such as education, health care, child care, job train-
ing, and so on.)

Figure 8. Posttax-Posttransfer Income Inequality among
Working-Age Households by Pretax-Pretransfer income
Inequality among Working-Age Households, 2000
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Note: Chart axes are truncated. For data definitions and sources,
see the appendix.

The two measures of redistribution tell a similar story. The four Nordic coun-
tries have the highest levels. And in each of these four nations redistribution in-
creased significantly, though temporarily, in the early 1990s in response to the
countries' economic crises. The continental and Anglo countries have had lower
and roughly similar levels of redistribution. On the cash social expenditures
measure the United States stands apart as the least redistributive country, while
on the measure of actual redistribution Italy is at the low end. Both measures
indicate a decline in redistribution in the Netherlands, which is a product of em-
ployment replacing the welfare state as the principal source of income for many
households at the low end of the distribution.



Figure 9. Redistribution: Government Cash Social Expenditures on the Working-Age Population, 1979ff.
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Note: For data definitions and sources, see the appendix.



Figure 10. Redistribution: Pretax-Pretransfer Income Inequality among Working-Age Households Minus Posttax-Posttransfer Income Inequality among Working-Age Households, 1979ff.
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Note: For data definitions and sources, see the appendix. For France and Italy, only information on redistribution via transfers (not taxes) is available.



Figure 11. Posttax-Posttransfer Income Inequality among Working-Age Households, 1979ff.
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Note: Vertical axes are truncated. Vertical axis scale is the same as for pretax-pretransfer inequality in figure 5. For data definitions and sources, see the appendix.
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Posttax-Posttransfer Household Income Inequality

Figure 10 shows inequality of posttax-posttransfer household income since the
late 1970s. As already suggested in figure 8, the Nordic countries have tended to
have the lowest levels, followed by the continental countries, with the highest
levels in the Anglo nations (see also Smeeding 2004; Forster and d'Ercole 2005).
This rank-ordering is not surprising. The Nordic countries have featured low-to-
moderate market inequality and high redistribution. The continental countries
have had moderate market inequality and moderate-to-low redistribution. And
the Anglo countries have had moderate-to-high market inequality and moderate-
to-low redistribution.

In the 1990s posttax-posttransfer inequality increased in three of the four
Nordic countries — Finland, Norway, and Sweden. By 2000 these countries had
levels similar to France and Germany, with Denmark and the Netherlands
slightly lower. The level of inequality in Italy increased sharply in the early
1990s, putting it at the high end among the twelve nations along with the United
Kingdom and Untied States. The Anglo countries diverged somewhat over the
two decades. They began the 1980s with similar levels of posttax-posttransfer
inequality, and inequality increased in all four, but it did so to a much greater
extent in the United States and United Kingdom than in Australia and Canada.

Posttax-posttransfer income inequality increased most dramatically in the
1980s and 1990s in the United States, the United Kingdom, and Italy. This is not
because they suffered the largest rise in market inequality (figure 5). It is mainly
because in these three countries there was little or no increase in redistribution to
compensate for the increase in market inequality (figure 10). In the Nordic coun-
tries, and particularly in Sweden and Finland, redistribution did increase in re-
sponse to the rise in market inequality of the early nineties. It did so not because
social programs were made more generous by policy makers, but rather because
unemployment insurance, social assistance, and other programs kicked in auto-
matically as people lost jobs during the deep recessions in these countries (Ken-
worthy 2004, ch. 3; Kenworthy and Pontusson 2005). The United States, United
Kingdom, and Italy have less generous programs, and the rise in market inequal-
ity was less a function of job loss in those countries. Hence the "automatic com-
pensation™ effect of redistributive programs (Rhodes 1996) was weaker in those
three countries.

At the end of the 1990s, on the other hand, posttax-posttransfer inequality
increased in Finland, Norway, and Sweden. This happened despite the fact that
market inequality rose less rapidly than it had earlier in the decade (figure 5). It
was due to declining redistribution (figures 9 and 10), a product of reductions in
the generosity of social programs that occurred during the early and mid-1990s.
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In each of these countries replacement rates were reduced and eligibility re-
quirements stiffened (Ploug 1999; Huber and Stephens 2001; Pierson 2001;
Swank 2002). The changes were relatively minor, and the Nordic countries' pro-
grams remain comparatively generous. But the cutbacks do appear to have had
the effect of allowing posttax-posttransfer income inequality to rise.

Thus, while much of the cross-country variation in levels of posttax-
posttransfer income inequality is a product of differences in levels of market
inequality (figure 8), redistribution is also important. And for understanding de-
velopments over time, redistribution is front and center (see also Kenworthy
2004, ch. 3; Kenworthy and Pontusson 2005).

What Path to Low Inequality?

Wages, jobs, households, and redistribution each play a role in influencing the
degree of income inequality in a society. On which of these should countries
focus in attempting to limit inequality of posttax-posttransfer household in-
comes? In my view, the focus ought to be chiefly on employment and redistribu-
tion, rather than on wage inequality and/or household composition.

As a practical matter, it is likely to be difficult to contain rising wage ine-
quality in coming years. Unions have been weakening steadily in many affluent
countries, and wage setting has tended to become more decentralized. The share
of the work force covered by collective bargaining agreements has remained
fairly stable, and in some countries temporary "pacts" between labor and em-
ployers associations, sometimes with government involvement, have had a recen-
tralizing effect (EC 2004, ch. 1). Yet the trend toward increased autonomy for
individual firms in determining wages is clear, and there is no compelling reason
to think that this will be reversed. In addition, factors that may have already con-
tributed to rising wage inequality, such as skill-biased technological change,
globalization, and immigration, may generate further pressure in this direction
(Nahuis and de Groot 2003). As of the mid-2000s earnings inequality among the
full-time employed had risen to only a limited extent in most countries (figure 1).
But this shift seems likely to continue. Moreover, there may be reason to favor
greater individual-level earnings inequality (Kenworthy 2008, ch. 5). | do not
mean to suggest that wage compression should be abandoned — merely that it
should not be the centerpiece of a strategy for low inequality.

Of the four sources of inequality, household composition is probably the
most difficult to change via policy. Policy makers are not impotent in this area,
but in a liberal democratic society there are severe limits on the degree to which
they can influence individuals' choices about forming partnerships (marital or
otherwise) and remaining in them. And even if it were desirable to do so, it is not
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clear that policy makers could have much impact on the degree of marital ho-
mogamy.

To be sure, there also are limits on what can be done via redistribution. But
those limits have mainly to do with resources. One way to increase the resources
available for redistribution is to increase employment. When more people are
employed, the tax base is larger; tax revenues are increased without an increase
in tax rates. Higher employment is also likely to reduce the need for redistribu-
tion, as fewer individuals and households will have very low market incomes.

These considerations suggest an egalitarian path in which there may be a
moderate degree of individual earnings inequality and a moderate or even high
proportion of single-adult households, and in which inequality is held in check
principally via high employment and redistribution. The key, then, is to figure
out how to combine high employment with generously redistributive social poli-
cies. For one attempt to do so, see Kenworthy (2008).

Appendix: Data Definitions and Sources

Employment. Employed persons as a share of the population age 15 to 64.
Source: Author's calculations from data in OECD (2006, 2008).

Employment: part-time. Persons employed part-time as a share of the population
age 15 to 64 (or as a share of total employment). Defined as usually working
less than 30 hours per week. Source: Author's calculations from data in
OECD (2006, 2008).

Government cash social expenditures on the working-age population. Sum of
family benefits and benefits for incapacity (disability, occupational injury
and disease, sickness), unemployment, and "other contingencies” (mainly
low income) as a share of GDP. The categories of public social expenditures
that I do not include in this measure are old age, survivors, health, active la-
bor market programs, and housing assistance. Source: Author's calculations
from data in OECD (2004a).

Inequality of earnings among full-time employed individuals. Ratio of pretax
earnings of a person at the 90th percentile of the earnings distribution to a
person at the 10th percentile. Or the 75th to the 25th. Annual earnings for
Canada, Finland, France (posttax), the Netherlands, and Sweden. Monthly
earnings for Germany and Italy. Weekly earnings for Australia, the United
Kingdom, and the United States. Hourly earnings for Denmark and Norway.
The P75/P25 ratios are estimated for Denmark, France, Italy, and Sweden.
Source: Author's calculations from data in OECD (2007).

Inequality of income among households. Gini coefficient for pretax-pretransfer or
posttax-posttransfer household income. Households with heads age 25 to 59
only. Income adjusted for household size using the square root of the number
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of persons in the household as the equivalence scale. Incomes top-coded at
10 times the unequivalized median and bottom-coded at 1% of the equival-
ized mean. For France and Italy, the pretax-pretransfer income data actually
are posttax-pretransfer. Source: Author's calculations from Luxembourg In-
come Study data (variables: Mi, DPI).

Marital homogamy. Pearson correlation between earnings of household "heads"
and earnings of household "spouses." Households with heads age 25 to 59
only. Source: Author's calculations from Luxembourg Income Study data
(variables: v39, v41).

Single-adult households. Single-adult households as a share of all households.
Households with heads age 25 to 59 only. Source: Author's calculations from
Luxembourg Income Study data (variables: D4, D27).

Zero-earner households. Share of households with heads age 25 to 59 that have
no earners. Source: Author's calculations from Luxembourg Income Study
data (variable: D6).
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