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Abstract: 1 consider as misplaced the current emphasis on income and wealth inequalities as compared to the
socially more relevant consumption inequalities, which have been significantly reduced over the last decades and
most likely for a much longer period of time. One important factor has been the development of social transfers in
kind which add significant resources to the lowest income quintile as compared to the highest quintile. I present the
main characteristics of developments of income and wealth inequalities over time (since 1920): The share of the
top 1% of earners followed a downward trend until the 1970-79 decade, and an upward trend afterwards, reaching
in the 2010-19 decade a level similar to that of the 1920-29 decade. The share of the top 10% of earners followed a
similar movement. The same picture is observed for wealth inequality. Similar increases in income inequality over
the last four decades are also observed in music and sports.
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Résumé : Je considére regrettable 1'accent mis actuellement sur les inégalités de revenus et de richesse par rapport
aux inégalités de consommation socialement plus pertinentes et considérablement réduites au cours des derniéres
décennies et plus. Un facteur important a été le développement des transferts sociaux en nature qui ajoutent des
ressources importantes au quintile inférieur de revenu comparativement au quintile supérieur. Je présente les
principales caractéristiques de l'évolution des inégalités de revenu et de richesse depuis 1920 : la part du 1% plus
riche a suivi une tendance a la baisse jusqu'a la décennie 1970-79, puis une tendance a la hausse par la suite,
atteignant en 2010-19 un niveau similaire a celui de la décennie 1920-29. La part du 10% plus riche a suivi un
mouvement similaire. On observe un portrait similaire pour l'inégalité de richesse. Au cours des quatre dernicres
décennies, on observe des augmentations similaires de l'inégalité des revenus dans la musique et les sports.
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1. Introduction: Inequalities, the Research Program

The question of inequalities in society, their determining factors, and their evolution over time is a
recurring theme of significant research efforts in academia and public policy circles. Together with
calls for the reform of capitalism, it is a theme that attracts lots of discussions in public opinion

pages of newspapers and magazines and social media platforms.

This paper presents the main characteristics of developments of income and wealth inequalities over
time (since 1920), but it challenges the current emphasis on such inequalities as compared to the
socially more relevant consumption inequalities, which have been significantly reduced over the last

decades and most likely for a much longer period of time.

The level of inequality in income and wealth decreased between 1920 and 1980 but increased
between 1980 and today with late signs of reversion, while inequality in consumption, arguably the
most important form of inequality, has most likely decreased over that period, although data on a
reasonably encompassing measure of consumption are lacking. However, we begin to have such a
measure for a period covering the last two decades, with Statistics Canada at the forefront of those

developments.

This is the second of three papers on inequalities. The first paper' discussed the relative
compensation of CEOs, a central focus of discussions on inequalities. Based on data for 500 of the
largest corporations compiled by Bloomberg (S&P500 firms) from SEC filings by firms (Table 1),
we obtain that the CEOs of those large companies earned an average 14.2 million US$ and a median
$12.4 million US$ in 2018-19. The CEO pay ratio, defined as the firm’s CEO pay over the firm’s
median employee salary, reached 281 this last year for the S&P500 firms. However, firms greatly
differ in size and more representative ratios are the median CEO pay ratio of 170 and the weighted
average CEO pay ratio (measured as the total paid to all CEOs divided by the total of all median
salaries over all 500 firms) of 185. Although media coverage reports mainly the 281 ratio, it may
not be the most informative and relevant measure of the discrepancy between the CEO pay and the

median pay in the firm.

Each of the 26 million employees in those 500 firms “contributes” on average $273 to the annual

pay of their CEO, or about one half of one percent of their respective salary. Seen differently, if we

! Marcel Boyer (2019), “CEO Pay in Perspective”, CIRANO 2019s-33 and Toulouse School of Economics WP 1059,
52p. http://www.cirano.qc.ca/files/publications/2019s-33.pdf
https://www.tse-fr.eu/sites/default/files/TSE/documents/doc/wp/2019/wp_tse_1059.pdf




were to divide the CEO pay equally among all employees, the resulting employee annual pay
increase would be $273. If we do it proportionately to the employee salary, the resulting employee

pay increase would be one half of one percent (0.50%).

As expected, those measures, namely the CEO pay ratio, the CEO pay per employee, and the B-
ratio vary across firms and industries. There are different reasons for this variability, including how
critical and specific the role and importance or impact of the CEO leadership and competencies in
the design, implementation, and management of the firm strategies and actions. In general, the CEO-
led exercise of the firm’s underlying real options have significant impacts on the performance,
profitability, and growth of the firm and, in so doing, on the overall well-being of employees,
shareholders, and other stakeholders, including suppliers and clients. But this CEO role and
importance may differ across firms and industries as well as across countries. Understanding how

and why is therefore essential.

The third (forthcoming) paper of the trilogy is “The Social Role of Inequalities: Why significant
inequality levels in income and wealth are important for our prosperity and collective wellbeing”.
It will deal with the social role of inequalities in income and wealth. I show that inequalities in
income and wealth may be understood as meeting three related incentive-based social needs or
imperatives, namely the need to ensure a proper level of savings and investments, the need to allow
proper creative destruction through innovation, and the need to induce the proper but individually
costly development and acquisition of new competencies. Those three factors or social needs, which
require some (optimal) level of income and wealth inequality, are favoring increased levels of

productivity, economic growth, and prosperity for all.

I develop in this forthcoming paper the nature of these three factors or social imperatives. I define
the social role of the higher income and wealth groups as “Save and Invest”. This social role of the
rich may have become more important in recent decades, say the last four since 1980. But who
among all of us as candidates should be given this role, which comes with responsibilities but also

with significant advantages?
2. Income and Wealth Inequality: An Historical Perspective

Since Atkinson and Harrison (1978) and Piketty and Saez (2003) articles on the historic perspective
on inequality, the interest has been revived and the subject has seen a large influx of studies. The

large majority of those studies have dealt with income and wealth distributions. More recently, some



authors attempted to characterize with a mitigated success the consumption inequality question (see

below).

Chancel (2019)? present ten facts about income and wealth inequality measures and the trend
associated with them. An important caveat is that it is hard to disentangle and measure different
measures and expressions of inequality because of its complex nature and the many shapes it can

take. Chancel’s ten facts are the following.

The data available to measure inequality is scarce and the quality is often questionable. Across
countries and over time, comparability between measures of income and wealth inequality is lacking
as surveys have multiple limitations, especially at the top of the distribution. While tax data is in
general better, the tax code is different between countries and exclusions/inclusions are not always
perfectly matched. There is also the issue of the missing sources of information. Whereas some

work is made towards reconciling both types of data, it is just in its infancy.

After 1980, income inequality started to rise, after a prolonged decline, albeit at different speeds
across countries. The top 1% of earners went from capturing 17-20% of national income in the early
1900s to 8% in the 1970s and 1980s to 10%-20% as of today (see Figure 1). According to Chancel,
the pre-1980 decline was probably due to the fall of capital incomes (Piketty and Saez 2003).

Osberg (2018)* writes: “The income share of the top one per cent in Canada and the United States
was very high in the 1920s, fell abruptly during the 1940s and then edged down marginally during
the 1950s, 1960s and 1970s. Since the 1980s, however, there has been a clear long-run trend upward
in the income share of the top one per cent (with ups and downs around this trend during booms and

recessions).”

Advanced economies have become richer, but the relative size of the government has been
diminishing. There has been a transition of public wealth ownership to private wealth: in the 1970s,
net private wealth (all assets net of debt detained by private actors) over national income ratios were
about 200-300% and have soared to 400-600% recently. Conversely, net public wealth (all assets
minus debt detained by governments) over national income ratios went from 50% to 100% in the
1970s to an average of 0% recently in most developed countries. Negative public wealth implies

that debt is higher than assets (which means that the wealth is owned by private owners).

2 Lucas Chancel (2019), “Ten Facts About Inequality in Advanced Economies”, WID.world working paper 2019/15.
3 Lars Osbeg (2018), The Age of Increasing Inequality: The Astonishing Rise of Canada’s 1%, Lorimer and Company,
Toronto.



Capital is back at the top of the distribution. Wealth concentration is back to the level observed at
the beginning of the 20" century, although the situation has been less dramatic in Western Europe,
which experienced a larger decline in wealth concentration followed by a smaller increase since the
1980s. Also, growth of wealth (through return on capital) has been higher for the top (8,9%) than
for the average (2,7%). Average incomes only grew at an average of 1% per year. Savings rate
display a similar pattern. For the top 1%, the savings rate went from 30% to 35%, while for the next

9%, it went from 30% to 15%. For the bottom 90%, it went from 10% to 0%.

The Great recession has not stopped the trend of income and wealth inequality growth in most
advanced economies. Top income and wealth shares fell during the recession but came back to the
same level as before and even higher in some countries. For income, the situation has been much

more nuanced.

The nature of inequality has changed: it is more about class than about the nationality. Income

distributions in advanced economies are more in line with the global inequality spectrum.

There is a link between high inequality and low mobility. For Scandinavian countries, with a top
10% income share of 25-30%, the intergenerational income/earnings elasticity* is low at 0,15-0,2
indicating a relatively mobile society. In the US, where the share is 45%, the elasticity is 0,5
indicting a relatively low mobility society. This relationship, called the “Great Gatsby curve”,’
represents the fact that high inequality does not pave the way to a higher intergenerational mobility

(which one might assume in theory).

While racial and gender income gaps were greatly reduced in the 20" century, they remain high
even today. The workforce participation of women has risen in the past decades (it is now over 46%
in most advanced countries). This has resulted in a significant reduction in income inequalities
between genders, and it has reduced inequality across the entire population. However, since the
1980s, the total income gap was not significantly reduced. The pre-tax income ratio was reduced
from 250-200% in the 1980s to about 180% in 2014. For full-time workers, the decrease has been a

little bit steeper, from a ratio of 170% to a ratio of 130% in 2014 (differences in occupation and

4 The intergenerational elasticity measures the percentage change in children income over the percentage change in
parent income, measured by the income of children and parents at the main stage of the respective lifecycle. For
Canada, a recent estimate is 0.32 (Wen-Hao Chen, Yuri Ostrovsky and Patrizio Piraino 2016, “Intergenerational
Income Transmission: New Evidence from Canada,” Analytical Studies Branch Research Paper Series 11F0019M No.
379, Statistics Canada), somewhat higher than the previous one of 0.2 (Miles Corak and Andrew Heisz 1999, “The
Intergenerational Earnings and Income Mobility of Canadian Men: Evidence from Longitudinal Income Tax Data,”
The Journal of Human Resources 34 (3): 504-533).

5> The expression “Great Gatsby Curve” (2012) is from the late Alan Krueger, former Chairman of the U.S. Council of
Economic Advisers.



industries could represent up to 50% of the pay gap of full-time workers in the US). Also, women
are underrepresented at the top of the distribution: only about 25% of the top 10% are women and

the representation is worse in the higher end of the distribution (10% of top 0,1%).

The racial wealth inequalities have also decreased (especially in the second half of the 20™ century:
white/black earnings ratio was 250% in the 1960s and 130% in the 1980s). Since then, no further
decrease in disparities happened and wealth disparities have increased. The wealth gap used to be

around 500-600% but is now over 700%.

Accessibility to education, health and high-salary jobs tend to reduce the disadvantages of the
individuals at the bottom of the distribution. Since technological change and the globalization are
key factors of the increase in income and wealth inequality in rich countries (often called « superstar
effect », where the access to a larger market means that a skilled individual might set themselves
apart even more), highly skilled workers tend to have benefited from this factor. The supply of skills

must increase through education to match demand increase.

The impact of education on future inequalities is high. While tax policies are important, pre-tax
income inequality often mirrors post-tax inequality, which means that focusing on social policies
might be more effective than focusing on the tax code. For example, Scandinavian countries and
most Western European countries have more socially oriented policies and are amongst the
countries with the lowest income disparities. They are also the countries associated with public

health systems.

In the US, there is a 14-year life expectancy gap between the top 1% and the bottom 1%, which
suggests poor health at the bottom of the distribution (resulting in reduced productivity and mobility,
accentuating inequalities). Those inequalities are not seen in countries with universal public access

to healthcare.

Minimum wage is also a lot higher in proportion to the average income than it is in the US. It might

be due to the importance of unions which is correlated with pre-tax income inequality.

These different impacts suggest that the trade growth or the technological changes might not have

been the main factors to explain the rising trend in inequality.

Tax policies are still important (progressiveness), especially at the top of the income distribution.
After the 1970s, top tax rates were greatly reduced, and pre-tax income shares grew across both rich

and emerging countries. The figure below, which presents average federal, state and local tax rate



by pretax income group in the US between 1950 and 2018 (Source. Lucas Chancel 2019, Appendix
Figure 15), shows that tax rates have increased by an average of five percentage points, except for

the 99" percentile, for which rates have dropped significantly.
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Effective taxation for the top 0,01% went from 50% in the 1950s to less than 40% after the 1980s.
For the top 400 in the US, it declined from 60% in the 1960s to about 30% more recently (which is
less than the rest of the population in proportion paid). Fall in corporate taxation increased the
alternative compensations of CEOs. This reduction was also accompanied by a rise of the middle-

class tax rate.

Other factors might also explain and drive trends in income and wealth inequality in the future, such
as automation, artificial intelligence, biogenetic, climate change. Regarding the last factor, Chancel
states that carbon taxes are inherently regressive. But given that carbon taxes are environmental
prices, their regressivity is not surprising as all prices of all goods and services, seen from a taxation

viewpoint, are in a way regressive.



The following figure is from The Economist (13® April 2019). It compares pre-tax Gini coefficient

to after-tax Gini coefficient to show how taxes and transfers affect the redistribution of income: The

difference between the two measures reflects approximately how progressive the system of taxes

and transfers is in each country. Since the pre-tax Gini coefficient is high for the United States, it

must redistribute more than most countries to have low after-tax income inequality. On the other

hand, South Korea must do less to achieve low income inequality.
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Also, the after-tax measure is strongly correlated with the size of the government (share of GDP).

While France and the United States have close levels of income inequality before taxes, after-tax

inequality of France is lower than the United States. The respective shares of GDP of their

government are 57% and 35%. For Ireland, the change in the coefficient is the highest, because

income taxes are high (while corporate taxes, which represent most of the tax revenue, are low).



Tables 1 to 4 show that income and wealth inequalities in Canada, France, the UK and the USA
generally decreased from the early 1920 till 1980 and increased afterwards.

For Canada (Table 1), we observe that the income share of the top 1% of earners followed a
downward trend until the 1970-79 decade, and an upward trend afterwards, reaching in the 2010-19
decade a level similar to that of the 1920-29 decade. The share of the top 10% of earners followed
a similar movement.

Table 1: Pre-tax income shares — decadal averages (Canada)

(WID - World Inequality Database https://wid.world/data/ 21-09-2019;
Note that the last decade has missing entries.)

Income share Income share

of the top 10% of the top 1%
1920-1929 14,9%
1930-1939 17,2%
1940-1949 38,8% 11,3%
1950-1959 37,7% 10,0%
1960-1969 37,7% 9,3%
1970-1979 37,2% 8,6%
1980-1989 36,7% 9,4%
1990-1999 39,0% 11,5%
2000-2009 41,4% 14,2%
2010-2019 41,4% 13,6%

Variations decade over decade

1920-1929

1930-1939 15,4%
1940-1949 -34,3%
1950-1959 -3,0% -11,4%
1960-1969 -0,1% -7,3%
1970-1979 -1,2% -6,8%
1980-1989 -1,4% 9,1%

1990-1999 6,3% 21,6%
2000-2009 6,1% 24,2%

2010-2019 0,0% -4,4%




For France (Table 2), we observe that the income shares of the top 1% of earners followed a
downward trend until the 1980-89 decade and an upward trend afterwards, without reaching in the
2010-16 period a level similar to that of the 1920-29 and 1930-39 decades. The share of the top 10%
followed a similar movement if less pronounced. As for wealth distribution, we observe similar
trends, a reduction in the top 1% and the top 10% wealth shares between 1920 and 1990 followed
by an upward trend.

Table 2: Pre-tax income shares — decadal averages (France)

(WID - World Inequality Database https://wid.world/data/ 21-09-2019;
Note that the last decade has missing entries.)

Period Income shares Income shares Wealth shares top Wealth shares
top 10% top 1% 10% top 1%
1920-1929 47,0% 20,9% 80,3% 47,8%
1930-1939 44,8% 17,2% 77,3% 43,9%
1940-1949 35,7% 11,9% 72,6% 34,2%
1950-1959 35,6% 10,9% 70,9% 32,0%
1960-1969 36,9% 10,8% 68,0% 29,6%
1970-1979 32,8% 9,2% 55,2% 18,9%
1980-1989 30,8% 8,2% 50,5% 16,7%
1990-1999 32,1% 9,6% 52,8% 21,4%
2000-2009 33,2% 11,2% 54,1% 23,9%
2010-2016 32,7% 10,9% 55,1% 23,0%
Variations decade over decade
1920-1929
1930-1939 -4,6% -17,8% -3,8% -8,3%
1940-1949 -20,3% -30,8% -6,1% -22,1%
1950-1959 -0,3% -8,5% -2,3% -6,4%
1960-1969 3,4% -0,9% -4,1% -7,5%
1970-1979 -10,9% -14,6% -18,9% -36,2%
1980-1989 -6,2% -10,7% -8,4% -11,6%
1990-1999 4,2% 16,9% 4,5% 28,1%
2000-2009 3,5% 16,7% 2,4% 12,0%
2010-2016 -1,8% -3,4% 2,0% -3,8%
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For the UK (Table 3), data on income inequality are missing before 1980. From 1980 till today, the
trend is positive and the shares of the top 1% and the top 10% of income earners are increasing. As
for wealth distribution, we observe a negative trend in the top 1% and the top 10% wealth shares

between 1920 and 1990 followed by an upward trend.

Table 3: Pre-tax income shares — decadal averages (UK)
(WID - World Inequality Database https://wid.world/data/ 21-09-2019;
Note that the last decade has missing entries.)

Period Income shares Income shares Wealth shares top Wealth shares top
top 10% top 1% 10% 1%
1920-1929 87,8% 58,8%
1930-1939 85,6% 54,0%
1940-1949 83,0% 46,6%
1950-1959 75,5% 38,7%
1960-1969 67,7% 31,5%
1970-1979 60,8% 23,8%
1980-1989 29,9% 7,3% 49,8% 16,7%
1990-1999 32,3% 9,0% 48,8% 17,6%
2000-2009 34,6% 11,4% 51,3% 18,8%
2010-2016 33,6% 11,2% 51,9% 19,9%
Variations decade over decade

1920-1929

1930-1939 -2,5% -8,2%
1940-1949 -3,0% -13,7%
1950-1959 -9,1% -16,9%
1960-1969 -10,3% -18,8%
1970-1979 -10,1% -24,2%
1980-1989 -18,1% -30,1%
1990-1999 7,7% 23,6% -2,1% 5,8%
2000-2009 7,2% 26,7% 5,2% 6,6%

2010-2016 -2,8% -1,7% 1,2% 5,9%




For the USA (Table 4), we observe that the income shares, measured in the WID database, of the
top 1% and the top 10% of earners followed a downward trend until the 1970-79 decade and an
upward trend afterwards, reaching in the 2010-16 period a level similar to that of the 1920-29
decade. The corrections proposed by Geloso et al. (2020) reduce the USA pre-1950 income
inequality but do not change the picture in a significant way. As for the wealth distribution, we
observe similar trends, a reduction in the top 1% and the top 10% wealth shares between 1920 and
1980 or 1990, followed by an upward trend to a level just below the level of the 1920-29 decade.
Table 4: Pre-tax income and wealth shares — decadal averages (USA)

(WID - World Inequality Database https://wid.world/data/ 21-09-2019)
(Geloso: Geloso, Magness, Moore, Schlosser, EJ 2020)

Income shares Income shares Wealth shares top Wealth shares top
Period top 10% top 1% 10% 1%

WID Geloso WID Geloso
1920-1929 46,0% 39,0% 19,3% 15,9% 81,5% 41,0%
1930-1939 46,8% 37,6% 17,1% 13,5% 82,6% 40,9%
1940-1949 39,6% 34,5% 16,3% 10,8% 71,9% 31,9%
1950-1959 36,5% 13,8% 68,4% 27,6%
1960-1969 35,7% 12,4% 70,1% 28,3%
1970-1979 34,5% 10,8% 66,5% 24,1%
1980-1989 36,4% 12,4% 62,5% 24,3%
1990-1999 40,7% 15,5% 65,7% 29,0%
2000-2009 44,3% 18,6% 69,0% 33,4%
2010-2016 46,4% 20,0% 73,6% 38,4%

*the last decade has missing entries.

Variations decade over decade

1920-1929

1930-1939 1,7% -11,4% 1,4% -0,1%
1940-1949 -15,3% -4,3% -12,9% -22,1%
1950-1959 -8,0% -15,5% -4,9% -13,3%
1960-1969 -2,0% -10,1% 2,5% 2,4%

1970-1979 -3,5% -12,9% -5,1% -14,6%
1980-1989 5,6% 15,1% -6,0% 0,8%

1990-1999 11,7% 24,8% 5,2% 19,1%
2000-2009 8,8% 19,5% 5,0% 15,2%
2010-2016 4,9% 7,8% 6,7% 15,1%
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Geloso (2019)° claim that most studies treat inequality as an aggregate, while it comes from many
subcomponents. The general narrative is that inequality in the US plummeted from the late 19th
century to the 1960s and then started to rise after 1975 (in between those years, inequality seems to
have plateaued). What different authors have called « The great-levelling » (convergence of shares
of income) comes down to multiple factors, such as geography, gender and ethnic gaps,

immigration, and much more.

Overall, the main writers on the subject, such as Piketty, have argued that inequality fell because of
the rise of the welfare state. While it could have played its part, Geloso notes that a lot of the
government decisions were regressive (Jim Crow laws, taxes that the blacks were forced to pay even
if they were not benefiting from social programs, etc.). Evidence is not so clear also after 1970,
when government spending was high and redistributive policies were flourishing, but inequality was
on a rising trajectory. He also disagrees with Piketty’s view that the reason behind the rise in
inequality was due to the fact that return on capital was higher than the growth rate, which would in

turn imply higher revenue growth for the rich.

Geloso attributes the fall and the rise of inequality to the following factors instead: immigration,
relative factor price, discrimination, regulation, international trade, urbanization, labour force
participation, skill-biased technological change, market integration, etc. Before the 1970s,
inequality measures are based on tax data, which is sensitive to the problem of tax evasion. Thus,

those measures would be understating inequality in this period.

Also, the income gap between whites and blacks was very large. Throughout the 20th century,
blacks started migrating from the South to the North of the United States, making regions more
homogeneous (reducing inequality). For example, the income ratio (blacks/whites) increased from
25% to 40% by 1940 and to 55% by 1970. The income gap between men and women fell too, mostly
because of technological reasons which made work more accessible for women (contraception,
running water, appliances, and many others). Immigration restrictions during this period also played
a major role in bringing down inequality, since immigration is inequality inducing by definition (if

an individual diverges from the median, he increases inequality). The fact that the share of

¢ Vincent Geloso (2019), “The Fall and Rise of Inequality: Disaggregating Narratives”, chapter 10 in Austrian Economics: The Next
Generation, Advances in Austrian Economics, Volume 23, 161-175 (Emerald Publishing Limited).
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immigrants in the entire population fell from 13,2% to 4,7% between 1920 to 1970 convinces

Geloso that this effect has been considerable.

After 1970, except for shrinking gender differences (more accessibility to enter the workforce), most
factors reversed in trends, and started contributing towards a rise in inequality. For example, the
immigration share went up, regional differences too, which is mostly related to different price
variations between groups. While controversial, the income gap between whites and blacks might
have started to rise, but surveys may not paint an accurate representation, since they skim the
population in prison, which earns mostly nothing. Housing and zoning laws are another suggestion,
since owners are benefiting from a rent increase while renters have a larger share of their income
dedicated to rent as limiting supply increases prices. Since renters tend to be in the lower end of the

distribution and owners on the higher end, this could have resulted in an increase in inequality.

All in all, it is important when analyzing inequality to look not only at aggregated measures, but
also at measures that include micro foundations to avoid broad statements that could miss the true
nature of inequality. However, the general U-shape movement in income and wealth inequality

appear to resist to criticisms although the exact curvature remains at issue.

Figure 1 illustrates the U-shape curve of the top 1% national income share across the world. And
Figure 2 illustrates quite clearly the U-shape curve of the top 1% personal wealth share in rich
countries. As for Figure 3, it illustrates the income growth between 1980 and 2015 in France and
the USA for different income groups. The analysis of the income growth will be developed in the
third paper of the trilogy (“The Social Role of Inequalities: Why significant inequality levels in

income and wealth are important for our prosperity and collective wellbeing”).
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Figure 1: Income (pretax NI per adult) inequality U-shape curve over time
Top 1% national income share across the world, 1900-2018
(Source. Lucas Chancel 2019, Figure 3; Western Europe is the average of France, UK, Germany and Sweden)
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Figure 2: Wealth inequality U-shape curve over time
Top 1% personal wealth share in rich countries, 1915-2014
(Source. Lucas Chancel 2019, Figure 6)
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Figure 3: Income growth in France and the US, 1980-2017
(Source. Lucas Chancel 2019, Appendix Figure 7)
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The effect of taxes

One expects that the effect of taxes and transfers will be to reduce income inequalities. Indeed, taxes
do so in a significant way. The next figure and table shed light on this reality and the information

they contain complements the information conveyed in the previous figures.

The first figure shows the effect of taxes and transfers on the ratio of the top 10% to the bottom 50%
average income in four non-intersecting regions of Europe. We observe that “pre-tax and transfers”
inequality, measured by the [(top 10%) / (bottom 50%)] ratio is higher in Western Europe than in
the other regions. However, the effect of taxes and transfers is more important in Western Europe
as it translates into a reduction of 29% in the ratio, compared to 15% for Eastern Europe, 23% for
Southern Europe, and 23% for Northern Europe. Post-taxes and transfers income inequality
becomes lower in Western Europe than in Eastern Europe but remains higher than in Southern

Europe and Northern Europe.

Figure 4: Pre-tax/transfers vs. Post-tax/transfers income inequality in Europe, 2017
(Source. Thomas Blanchet, Lucas Chancel, Amory Gethin 2019, Figure 20)
The boxed percentages represent the reduction in inequality due to the tax and transfer systems

Ratio of top 10 % to bottom 50 % average income
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Table 5 indicates that for Canada, the progressivity of taxation has increased between 1999 and
2018. We observe that the shares of total taxes paid by the highest quintile have increased while
that of the lowest quintile has decreased. The ratio of shares [(highest quintile) / (lowest quintile)]
has increased from 41.3 to 53.9, which means that the top 20% of income earners pays in 2018
close to 54 times more taxes than the bottom 20% of income earners, while it was 41 times in
1999.

Table 5: Share (%) of taxes paid per quintile’
Canada 1999-2017

Lowest Second Third Fourth Highest Ratio
quintile quintile quintile quintile quintile highest/lowest

1999 1.3 6.2 14.1 22.9 55.5 41.3
2000 21 6.4 13.8 22.3 55.5 26.9
2001 1.1 6.1 13.7 22.2 56.8 52.9
2002 1.3 6.3 13.3 22.1 57.0 43.6
2003 1.2 6.1 13.5 22.6 56.6 47.4
2004 1.1 5.9 134 22.3 57.4 54.1
2005 1.3 6.1 13.2 22.7 56.7 44.3
2006 1.3 6.1 13.5 22.8 56.2 43.6
2007 1.2 5.5 12.9 22.6 57.8 49.0
2008 1.0 5.8 13.0 22.9 57.3 60.3
2009 0.7 5.2 12.8 23.2 58.1 85.3
2010 1.2 5.1 12.6 22.8 58.3 47.8
2011 0.9 5.5 13.3 23.4 56.9 66.1
2012 1.2 5.8 13.5 22.8 56.7 48.5
2013 0.9 5.6 13.1 23.0 57.5 62.0
2014 1.4 5.7 13.1 22.7 57.1 41.0
2015 1.1 5.8 13.2 22.8 57.2 52.1
2016 1.1 6.0 12.9 22.7 57.2 51.1
2017 1.1 5.4 12.8 22.3 58.4 53.9
Change -19.5% -12.8% -9.0% -2.2% 5.1% 30.5%

7 Source:

https://www150.statcan.gc.ca/t1/tbl1/en/cv!recreate.action?pid=1110019301&selectedNodelds=2D2.2D3,3D2,3D3 &check

edLevels=0D1,3D1,3D2&refPeriods=19990101,20170101&dimensionLayouts=layout2.layout2,layout2.layout2.layout3&v

ectorDisplay=false
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3. Measuring Consumption Inequality: Challenges and Pitfalls

Income inequality estimates come mostly from disposable income. However, there is more to well-
being than disposable income insofar as consumption of health, education, access to public goods,

quality of the environment, public safety, etc., may not require financial outlays.

I first review some research articles and papers that look at consumption inequality before looking at the
OECD program on the definition of a more comprehensive measure of disposable income. The program
objective is to obtain a more informative characterization of income inequality across countries and
within countries. A key element of the program is the measurement of social transfers in kind (STiK) in

different countries.

Statistics Canada released new measures of household actual final consumption (HAFC) in March 20192
by adding to household final consumption expenditure (HFCE) the social transfers in kind (STiK).
Statistics Canada defines the social transfers in-kind as transfers in kind to households made by the
various levels of government as well as by non-profit institutions serving households (NPISH). Those
transfers include off-market production (services with zero or insignificant prices) of household services.
They also include the purchase of goods and services intended to be transferred to households. Using

the data released by Statistics Canada will allow a better characterization of consumption inequality.
A short review of research on consumption inequality

Gravel et al. (2005)° aim to expand the notion of inequality beyond disposable income. They write:
“Disposable income is not the only ingredient of well-being. Also important are health, education (or
information) and free access to various public goods such as roads and public transportation, quality
of the environment, public safety, etc. Hence a mere focus on the distribution of disposable income
fall quite short of providing us with an adequate picture of the distribution of well-being in the

population.”

They first introduce besides disposable income two public goods: infant mortality, a proxy for health
system efficiency and coverage, and pupil/teacher ratio at public schools, a proxy for education
spending. In spite of significant data challenges, they conclude that “a comparison of standard
unidimensional inequality indices based on the distribution of disposable income alone with
multidimensional ones suggests a strong correlation between the behavior of the indices. This at

least suggests that the widespread practice of focusing only on unidimensional income inequality

8 Released at 8:30 a.m. Eastern time in The Daily, Wednesday, March 20, 2019
% Nicolas Gravel, Arnaud Lefranc, Nicolas Pistolesi, Benoit Tarroux, Alain Trannoy (2005), “Appraising Inequalities in
the Western World: Is individual disposable income all that matters?”” mimeo.
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does not provide a too bad information of the overall performance of the OECD countries in terms

multidimensional inequalities with respect to both disposable income and public good.”

They then use a dataset containing national household surveys for nine countries to analyze the
inequality of opportunity compared to the inequality of outcomes. They find that “there is a
correlation between the ranking of countries based on disposable income and that based on the
equality of opportunity approach. This at least suggests that the standard practice of focusing on
income inequality alone does not provide a bad approximation of the ranking of countries that would

emerge from an equality of opportunity view point. Yet the correlation is not perfect.”!°

Meyer and Sullivan (2017)'! claim that inequality is often measured with income data while
consumption data shows a view more reflective of overall economic wellbeing. Indeed, income is
more variable than consumption because of saving and dissaving factors depending on the current
state of individuals. It also does not reflect the flow of consumption that ownership of houses or cars
might give. Consumption measures give a better picture of the effect of changes in the value of assets

or of debt burden and access to credit.

However, concerns with consumption measures reside in data quality. For consumption, under-
reporting is an issue and different surveys yield different results as a recall survey is less of a burden
than a diary survey for participants. To avoid this problem, the authors suggest focusing on
consumption categories that are well measured and equally important across household, such as food
athome, gas expenses, rental value of housing or vehicles, etc., while taking into account price changes

to reflect changes in overall spending.

Official measures based on pre-tax money income do not account for tax credits or transfers in-kind
such as housing benefits and food stamps. Using consumption inequality measure 90% / 10%, the
authors show that consumption inequality has risen moderately by 5% between the 1960s and 1990s,
while after-tax income inequality has risen by about 28% in the same timeframe. Using 50% / 10% or
90% / 50% ratios, the pattern is similar. Changes in the top 1% income share are not included because

consumption data for these individuals might be poorly measured.

The difference between income and consumption measures stems from the under-reporting of income

by low income families and its growth overtime. Also, for groups that receive high transfer income,

10 They add: “And the imperfection seems to take place in the set of countries that appear to show a ‘middl