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L INTRODUCTION

Personal income distribution, low relative income, and income inequality in general are
increasingly important subjects for economic and social policymakers in OECD countries,
particularly as they become more interdependent. In the study of these issues, there is now great
interest in the comparison of the experience of different countries. Interest in cross-national
distribution research did not come about by accident; comparable cross-national data on
distribution allow for comparison of similarities and differences across countries and over time.
Such comparisons help us understand how market forces, demographic forces, and public policy
affect the relative economic status of various groups. We have recently undertaken a major study
on behalf of the OECD to investigate this issue using the most expansive of these databases, the
Luxembourg Income Study (LIS). This brief paper summarizes a small part of what was learned
in this study (Atkinson, Rainwater, and Smeeding, 1995, 1995a).

Such inferences as one might draw from these comparisons are heavily dependent on the
underlying quality and comparability of the income data upon which such studies rest.
“Empirical facts” are treacherous objects. The subject of income distribution is littered with
“facts” that have ceased to hold or which proved on closer examination to be mere statistical
artifacts rather than genuine economic regularities (remember Keynes’ constancy of the share of
labor?). The value of empirical generalizations has more often been found in the theoretical
process used to explain them than in the empirical observation itself. It can be argued that
the—very substantial—contribution of Kuznets’ Presidential Address to the American Economic
Association {1955) lay in his analytical framework rather than in the much celebrated Kuznets

curve indicating that inequality first rises and then falls as a country develops.
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This paper (and our study) starts therefore from a position of modesty as to what can be
achieved by a summary of the empirical evidence. Comparisons of income inequality should not
be regarded as a Procrustean bed to which theoretical ideas have to be confined. Not the least
of the reasons for this are the difficulties in making such comparisons, and it is with their
limitations that the paper begins in Section II. The second difficulty in writing a paper on
“empirical facts” is that these have many dimensions. Here we have chosen to concentrate on
the comparison of income inequality across countries, and across time. Section II covers the
specific terms and definitions used to make these comparisons. In order to realize the full range
of choices and their potential applications, the entire study needs to be consulted (Atkinson,
Rainwater, and Smeeding, 1995, Chapters 2, 3; Appendices 2 through 6).

The purpose of this study is to compare income distribution across a wide range of OECD
countries using microdata generated by the Luxembourg Income Study (LIS) database,
supplemented by national studies for the major OECD nations. The LIS database, which is
described in Appendix 1, for the first time allows comparisons of cross-national distributions in
the environment of a unified household income database created explicitly for this purpose. By
relying on LIS in conjunction with country studies, we hope to avoid some of the problems faced
by previous studies in this area, notably in the study by Sawyer (1976), to which we make
reference and comparison in the beginning of Section II. While most OECD countries are
included in this study, several levels of comparison are extant. Thus, one will find at least some
mention of 20 of the 24 OECD countries in the report though the 16 OECD nations that were
members of LIS as of 1993 are most heavily used (Table A-2).

This study appears to be particularly interesting at the present time on account of the
economic, social, and political forces which have coincided to produce a widening in the income
distribution in several OECD nations (Gardiner, 1993; Gottschalk, 1993; Green, Henley, and
Tsakalokos, 1992; Milanovic, 1993; Taylor, 1992). It is of interest, therefore, to know first, the

relative level of inequality in OECD nations, and then second, how far this has been a general



3

trend and what differences there are in country experience. Section III therefore summarizes for
a range of OECD countries the extent of income inequality in the 1980s. Can one identify
distinct groupings of countries with different degrees of inequality? Is there a world-wide trend
toward greater inequality? Or are the Anglo-Saxon countries unusual? Section IV discusses the
trend in inequality in recent years. The fifth section briefly reviews our sub-analyses concerning
how differences in primary and market incomes, and then government intervention (direct taxes
and transfers), affect change in the income distribution in general and in low incomes in
particular. The final section summarizes the paper and offers suggestions on further research.
Each section ends with brief conclusions.

Even within the field delimited above, any compilation of empirical facts is bound to be
selective, and there is a high probability that the selected tables and graphs in this paper fail to
answer particular questions in the reader’s mind. It is our belief that this method of
dissemination should be supplemented by one that takes advantage of modem microtechnology.
We should move to a situation where subsets of variables from full micro datasets are available
in a form where the reader can choose, within limits, the method of presentation. This, however,
requires a change in the rules of official statistical agencies, and greater cross-national support
for projects such as LIS which attempt to make such data available via electronic mail while still
honoring the restrictions placed on the microdata by its various owners and data collection

agencies.



IL. ON ENTERING THE MINE FIELD: CHOICES, TERMINOLOGY
AND DATA QUALITY
Comparison of income distributions across countries, or across time, raises many issues.’
There are currently no international standards for income distribution which parallel the
international standards used for systems of national income accounts. We need to decide what
we want to measure and how far we can measure it on a comparable basis. The LIS offers the
reader many choices of perspective in terms of country, income measure, accounting unit, and
time frame. And the terminology of income measurement has its roots in both microeconomics
and macroeconomics. Subsequently, but no less importantly, the issue of the relative quality of
the data with which we are working must enter the discussion.
Choices: Inequality of What among Whom on Whose Terms?
Our attention is focused primarily on the distribution of disposable money income, that
is income after direct taxes and including transfer payments. Several points should be noted:
a. income rather than consumption is taken as the indicator of resources, although
there may be both theoretical and empirical arguments favoring use of the latter;
b. the definition of income falls considerably short of the Haig-Simons
comprehensive definition, typically excluding much of capital gains, imputed

rents, home production, and income in Kind;

¢.  no account is taken of indirect taxes or of the benefits from public spending (other
than cash transfers) such as health care, education, or most housing subsidies;

d. the period of assessment is in general the calendar year with income measured on
an annual basis (although the United Kingdom evidence relates to weekly or
monthly income).

Thus, variables measured may be less than ideal and results may not be fully comparable across

countries. For example, one country may help low-income families through money benefits
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(included in cash income), whereas another provides subsidized housing or education (which is
not taken into account).

Two concepts of income are also used here: primary income, which includes earnings
(wages and salaries plus income from self-employment), and market income, which adds
property income (but not capital gains or losses) and other private cash income transfers
(occupational pensions, alimony, and child support) to primary income. To reach disposable
income, governments add public transfer payments (social retirement, family allowances,
unemployment compensation, welfare benefits) and deduct personal income tax and social
security contributions from market income.

The question of distribution “among whom” is here given the simplest answer—among
individuals. When assessing disposable income inequality, however, the unit of assessment is
the household: the incomes of all household members are aggregated and then divided by an
equivalence scale to arrive at individual equivalent income. The choice of the household, rather
than a narrower unit such as the spending unit or the family, is open to debate. It captures the
economies of scale extant in shared living arrangements, but it assumes a degree of income-
sharing within the household that may not take place. Moreover, the choice of unit may affect
comparisons across countries in light of different household structures. For the most part, the
household—all persons sharing the same housing unit regardless of familial relationship—is the
common unit of analysis. However, for Sweden and Canada more restrictive nuclear family
(Sweden) and economic family (Canada) definitions of the accounting unit are necessary (see
Atkinson, Rainwater, Smeeding, 1995, Chapter 2, for additional details). These restrictions
probably overstate the amount of household-based inequality in each of these nations. The same
arguments may apply to the choice of equivalence scale, and alternative assumptions are

considered below.?



Terminology

“On whose terms” refers to the perspective on which income distribution is viewed. The
subject of income distribution is an interstitial one. In theoretical terms, it lies between
microeconomics and macroeconomics; in statistical terms it lies between national accounts
statistics and household surveys. Each of these fields has its own terminology. In this paper we
have used terms as they are conventionally applied by the users of micro-data, At the same time,
in our larger report, we have taken care to relate these terms to those used in the other fields. In
particular our larger report (Atkinson, Smeeding, and Rainwater, 1995, Chapter 2) discusses
several other definitions of “income” and their relation to the United Nations Provisional
Guidelines on Statistics of the Distribution of Income, Consumption and Accumulation of
Households, Study M 61 (United Nations, 1977), and to the concepts of income used by those
who study Systems of National Accounts (e.g., Maurice, 1968).
Problems in Ensuring Comparability

The problems in ensuring a reasonable degree of comparability may be illustrated by
reference to one of the most widely cited international comparisons—that carried out by Sawyer
(1976) for the OECD—which is the forerunner of our larger study. Table 1 summarizes the main
findings for the size distribution of post-tax income for 12 OECD countries around 1970. The
countries are ranked in order of the Gini coefficient (highest at the top), and two other measures
of inequality are shown for comparison. The countries fall into three main groups, distinguished
by solid horizontal lines in the table (which correspond to differences in the Gini coefficient of
more than 2 1/2 percentage points):

. France, Italy, West Germany, and the United States

. Spain, Canada, and the Netherlands
e  United Kingdom, Japan, Australia, Norway, and Sweden.
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This grouping is rather surprising: it does not correspond to what might be expected in view of
the known features of these societies as generally accepted by social scientists (e.g., Esping-
Anderson, 1990).

The Sawyer study met with lively reactions, notably from the French Government, which
published a harsh reply (Bégué, 1976). There are indeed a number of serious problems, some
of which are indicated in the “Comments” column of Table 1, but many of which may not be
readily apparent:

a. The data are derived from different types of sources. In the majority of cases, the
source is a household survey, such as the U.S. Current Population Survey, but in other cases the
data are based on tax records (France, the Netherlands, and Norway) or a synthesis of different
sources (West Germany). Some indication of the consequences are provided by Sawyer’s
additional memorandum items for West Germany (which replaces the synthetic estimate by one
from a household income and expenditure survey) and the United Kingdom (which replaces the

expenditure survey figure by a synthetic estimate);’ the Gini coefficients are

Synthetic Survey

Estimate Estimate
West Germany 38.3 31.2
United Kingdom 33.5 31.8

Source: Sawyer (1976), Table 6.

Using consistent survey figures instead of those in Table 1 (italicized above) provides a rather
different picture of the relative income inequality in the two countries.
b. Intwo cases the data do not cover the whole population (Japan and Australia) and the

exclusions may be expected to reduce the recorded degree of inequality.



9

c. Sawyer did not have access to the original micro-data, and had in some cases to make
heroic aggregative adjustments, particularly in going from pre-tax income to post-tax income (the
countries marked by an * in the Comments column ).* As described by Sawyer,

“one of these distributions had to be estimated from the other by utilizing
data on the average amount of tax paid by each income class...inequality
tends to be under-estimated since households have not been ranked by the
derived income concept” (1976, p. 12).

d. The distributions relate to household income, but in the main figures no adjustment
is made for differences in household size.
Approach Adopted Here

The approach adopted here, based in large part on data from the Luxembourg Income
Study (LIS), overcomes some, but not all, of the problems of making comparisons across
countries and across time. The first problem outlined above remains: data are still drawn from
different types of sources. Table A-2 lists the countries covered and describes the origin of the
data. But most of the data are now drawn from household income surveys, or their equivalent,
and in no case is synthetic data used.” The main qualification concerns the French data, which
come from tax records that have been augmented to reflect income transfer receipt.

The major advantage is the availability of micro-data. The aim of the LIS project has
been to assemble a single database containing survey data from many countries that is as
consistent as possible. (The LIS project is described in more detail in Appendix 1). This paper
also includes results for countries not members of LIS for which micro-data are available through
cooperation with individual researchers or national statistical offices.

Access to the micro-data means that it is possible to produce results on the same basis,

starting from individual household records, and to test their sensitivity to alternative choices of
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units, definition and other concepts. It is therefore possible to make any desired adjustment for
household size (eliminating problem (d) above). Aggregate adjustments, such as that from pre-
tax to post-tax income (problem (c)), are not necessary, although in some cases imputations are
necessary at the household level.® The data all cover, at least in principle, the whole non-
institutionalized population (avoiding problem (b)).

The aim of the LIS project is to increase the degree of cross-national comparability, but
complete cross-national comparability is not possible, even if we were to administer our own
surveys in each nation. Comparability is a matter of degree, and all that one can hope for is to
reach an acceptably high level. It is left to the reader to decide if the level of comparability found
in this study is acceptable by his or her own standards; it is certainly better than what Sawyer
(1976) was able to achieve.

Data Quality Comparison with National Accounts

One common criticism of income distribution data derived from household surveys is that
they are seriously incomplete in coverage of income and that this differentially affects different
income ranges. It is therefore important to compare the total income of different types reported
in the surveys used with external information, notably that drawn from national accounts and
country data registers. The comparison with national accounts is also of interest in considering
the links between, on the one hand, explanations of the personal distribution and, on the other
hand, aggregate variables such as appear in macro- or growth models (as exemplified in
theoretical terms by Stiglitz (1969) and, at a more empirical level, by Bourguignon and Morrison
(1990 and 1992)).

In making such a comparison with national accounts, three considerations should be
borne in mind. First, national income accounts data may not be uniformly superior to survey
data. National accounts aggregates are themselves estimates, whose reliability has been the
subject of a long literature. In the United Kingdom, for example, Maurice (1968) grades different

variables according to their reliability. Self-employment income is placed in range B, with a 90
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percent confidence interval of + 3 to 10 percent. In the case of property income, she comments
that

like all figures obtained as residues, the estimate of personal income from

rent, dividends and net interest cannot be regarded as accurate (1968, p. 103).
Second, before survey data can be compared with national accounts data, the latter may need to
be adjusted to produce estimates for comparable income concepts and populations.” For
example, the national accounts may include not just households but also non-profit organizations.
We may have to subtract the income received by those households not in the survey population,
e.g., non-residents, the deceased, and the institutionalized. And national income accounts
concepts of self-employment income may differ from those used by tax authorities, household
survey takers, and household survey respondents (see Atkinson and Micklewright, 1983). Third,
in comparing income amounts, it is important to bear in mind that differences between income
aggregates may arise from a number of sources, and these may have different implications for
the measured distribution. Timing of income receipt versus accrual accounting by the SNA is
one example. Differences may also arise from differential non-response to the survey (for
example, a lower response rate among those with high incomes may cause investment or property
income to be understated), item non-response by households taking part, or inaccurate reporting
by respondents.

Unfortunately, because of the time consuming and painstaking nature of these
comparisons (see Smeeding, 1982), not all LIS countries have been able to compare survey data
with national accounts or other external data. In Appendix Table A-3 we have assembled
available information for ten countries and presented it on a comparative basis, showing for eight
countries the ratio of survey to administrative estimates for each of five categories of income.

Total or “all income” estimates are about 90 percent of the comparable national income

totals in six of the eight countries: Canada, Finland, Italy, the Netherlands, the United Kingdom,
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and the United States. In Australia and West Germany there is an aggregate shortfall of some
20 to 25 percent, but at least part of the difference can be explained by the fact that the totals are
not fully comparable. When we turn to specific categories, we find that wage and salary income
is generally well reported in all ten countries. Self-employment income reporting (and concepts)
differs substantially across surveys, as does that of government and private transfers. Incomplete
reporting of property income is a problem in all countries. Evidence from the United States
(Radner, 1983), indicates that this problem is primarily found among upper income households
with heads aged 65 or older.

The differences found in Table A-3 must be carefully noted when comparing relative
incomes across countries. Still, the major aggregates used in our study—primary income, market
income, and disposable income (not shown but derived by subtracting direct taxes from total or
gross income in the last row of Table A-3)—tend to be consistently reported across these
countries.

Conclusions

Full comparability of income distribution data is not attainable, and this needs to be borne
in mind throughout the rest of the paper. Clearly the LIS data project has lessened some major
comparability problems and at the same time highlighted others. Moreover, it has provided the
means to test the sensitivity of various choices of accounting unit, income definition, equivalence
scale adjustment and other factors. The major report which this paper summarizes has been
reviewed in great detail by each country studied and its officials. In some cases, errors were
found and were corrected. In summary, we now have a much better idea of where the land mines

are located, but we still have to tread very carefully.
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III. LEVEL AND TREND IN INCOME INEQUALITY IN OECD COUNTRIES
IN THE MID-1980S

This section looks at the distribution of disposable income for the most recent year available
in 17 OECD countries, of which 16 are members of LIS.® In most cases, the results relate to the
period 1984-1987. Estimates allow us to compare income inequality among different countries, but
it should be re-emphasized that, while access to micro-data allows a higher degree of comparability
than in earlier studies, there remain important respects in which the sources differ. The comparisons
may similarly be sensitive to the methods employed and to the form of presentation. We begin by
considering disposable income per equivalent adult, using an “intermediate” equivalence scale of
household size to the power of a half, and by looking at percentiles of the median.

Percentiles of the Distribution

The first method of presentation (Table 2) expresses the percentiles of the distribution as
percentages of the median, denoted by P. The percentile ratios are particularly appealing as a
measure of inequality because they are less dependent than income shares on such inter-survey
differences as non-uniform top and bottom coding of incomes, the treatment of negative incomes,
and underreporting of income at either tail of the distribution (see Atkinson, Rainwater, and
Smeeding, 1995, Chapters 2 and 3).

The percentile ratios can be read as follows: in the United States dataset for 1986, the
median equivalent income per adult was $13,364 per year. For a family of four, this corresponded
to a total income of $26,728, since the equivalence scale is simply the square root of family size
(or 2). In that year the average official poverty threshold for a family of four in the United States
was $11,203. The equivalent income per adult at the bottom decile was $4,639, so that P, was 34.7
percent. The top decile was $27,540, giving a percentage of 206.1 percent. The ratio of the top to

bottom decile, referred to as the decile ratio, is shown in the final column. The decile ratio in the



14

Table 2. Income Distribution in OECD Countries in Mid-1980s:
Percentile of Median and Decile Ratio*

pPY p® P P P PY/pe
Australia 1985 465 66.4 142.1 186.5 2185 4.0
Austria 1987° 56.3 75.9 129.9 162.5 186.7 2.89
" Belgium 1988 58.5 745 128.8 163.2 190.8 2.79
Canada 1987 45.8 68.5 137.5 184.2 218.0 4.02
Finland 1987 589 76.5 125.5 1527 173.6 2.59
France 1984 55.4 72.1 139.7 192.8 2335 3.48
Ireland 1987 49.5 66.7 150.9 209.2 252.2 423
Ttaly 1986 48.9 68.8 145.0 197.9 233.8 4.05 ||
[ Luxembourg 1985 58.5 75.1 1327 184.0 228.1 3.15
The Netherlands 1987 61.5 75.7 135.0 175.0 206.4 2.85
New Zealand 1987/88 53.6 186.6 3.48
Norway 1986 55.3 76.0 128.7 162.2 187.3 2.93
Sweden 1987 55.6 75.6 125.1 1515 170.4 2,72
Switzerland 1982 539 73.6 134.3 185.1 244.6 343 |
United Kingdom 1986 51.1 67.6 144.6 194.1 232.1 3.79
United States 1986 347 61.7 149.6 206.1 247.3 5.94
West Germany 1984 56.9 75.0 1327 170.8 201.7 3.00

*The results are for the distribution among persons of household disposable income adjusted by an
equivalence scale equal to (household size
®Austria excludes self-employment income; others use fully comparable definitions of income.

Source: Atkinson, Rainwater, and Smeeding, 1995, Table 4.1.
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United States is 5.94, which is the largest value recorded in Table 2. As may be seen from the left
hand panel in Figure 1, where countries are ranked according to the value of the decile ratio, the next
largest is Ireland, with a value of 4.23.

The lower part of the distribution of disposable income does appear to be different in the
United States from that in the other countries. The bottom decile is only slightly over a third of the
median, compared with values in excess of 50 percent in Belgium, France, Finland, Luxembourg,
New Zealand, Norway, Sweden, Switzerland, the United Kingdom, and West Germany. In the
Netherlands, the bottom decile is over 60 percent of the median.

At the top, the United States does not stand out to the same extent. The top decile is 209
percent of the median in Ireland, as compared to 206 percent in the United States, and it is close to
it in Italy and the United Kingdom. As far as Py is concerned, Ireland is now the highest at 252.2
percent, and the values for Australia, France, ftaly, Luxembourg, Switzerland, the United Kingdom,
and the United States all lie in the range of 225 percent to 250 percent. The distribution at the top
is noticeably less unequal in Austria, Belgium, Finland, Norway, and Sweden, with Germany and
The Netherlands having an intermediate position. It appears from these estimates that there is a
grouping of Northern European countries with distinctly less inequality in disposable equivalent
income: Finland, Sweden, Norway, Belgium, Luxembourg, the Netherlands, West Germany and
Austria, all with decile ratios of 3.00 or less.’

The second two columns of Figure 1 are intended to illustrate the sensitivity of this
conclusion to the method‘used to calculate equivalent income. If the equivalence scale is viewed
as a function of household size, S: S, where E is a parameter varying between 0 and 1 (as in
Buhmann, et al., 1988), then the per capita calculation represents one extreme. The other extreme
is to make no adjustment at all (£ = 0). The work of Coulter et al. (1992) suggests a U-shaped

relation with E, with measured inequality being highest at the extremes.
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Figure 1. Decile Ratios with Three Different Adjustments for Household Size
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Source: Atkinson, Rainwater, and Smeeding, 1995, Table 4.9.
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The central panel shows the ranking according to the decile ratio of per capita income.
Although standard practice in Eastern Europe (see Atkinson and Micklewright, 1992), per capita
distributions are rarely presented in OECD countries.'® For all countries, except the Netherlands,
the decile ratio is increased, but the difference varies across countries. The decile ratio in Sweden
increases from 2.72 to 2.95, while that in the Netherlands increases from 2.8 to 3.5, taking it out of
the “less unequal” group.

The third panel in Figure 1 shows that the decile ratio is usually higher on a no adjustment
basis than on a per capita basis. The exceptions are France and the United States, but in these cases
the no adjustment figures are higher than those with the intermediate square root (E = 0.5) scale.
Again the rankings are changed to some degree, with Sweden now having the same decile ratio as
France, and with Norway having a higher decile ratio than either of these two nations.!! While the
broad picture (in the first column of Figure 1 and as seen in Table 2) is not greatly changed by the
use of different equivalence scales, both the level of measured inequality and the positton of
individual countries can be materially affected (Buhmann et al., 1988).

Lorenz Curves

A second, and more common, form of presentation is as shares of total income, which are
the ingredients for the conventional Lorenz curve. Table 3 shows the cumulative shares by decile
groups, where we have reverted to the E = 0.5 equivalence scale. Countries are listed in order of
the decile ratio in Table 2, with the country with the lowest ratio (Finland) at the top. The most
obvious omission, compared with the work of Sawyer (1976), is that of Japan. The European
Community countries not covered are Denmark, Spain, Portugal, and Greece, also missing here is
Austria."

As is often the case, Lorenz curves are difficult to summarize as presented in Table 3. And
so, the decile shares in Table 3 are used in Table 4 to test whether or not the Lorenz curves cross.

A “+” in the table indicates that the Lorenz curve for the country shown in the row has Lorenz
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Table 3. Summary of Income Distribution in OECD Countries,
1979-87: Cumulative Decile Shares®

Year | S10 | S20 | 830 | S40 | S50 | S60 | S70 | S80 | S90 595
Australia 1985 29 771 137 | 210 | 294 | 390 | 502 | 63.0 | 783 | 873
Belgium 1988 4.2 102 | 17.1 | 250 | 33.8 | 435 | 543 | 664 | 803 | 884
Canada 1987 2.8 78 | 141 | 215 1 30.1 | 398 | 50.7 | 633 | 784 | 8§7.5
Finland 1987 4.5 10.8 | 18.1 | 264 | 35.6 | 45.6 | 56.6 | 68.6 | 822 | 90.0
France 1984 3.0 83| 146 | 218 | 299 | 391 | 495 | 61.6 | 763 | 85.5
Ireland 1987 25 71| 126 | 193 | 27.1 | 363 | 470 | 596 | 751 | 84.7
Ttaly 1986 3.1 80| 139 ] 207 | 287 | 380 | 487 | 61.2 | 762 | 854
Euxembourg 1985 43 102 ] 171 | 248 | 335 1 43.1 | 539 | 660 | 804 | 888
New Zealand 1988 32 85| 147 | 219 | 302 | 399 | 510 | 639 | 79.1 n.a.
Norway 1986 39 98 1169 | 249 | 339 | 43.7 | 546 | 667 | 80.6 | 887
Sweden 1987 33 951169 | 253 | 346 | 448 | 559 | 682 | 81.9 | 897
Switzerland 1982 2.8 8.0 | 141 ]| 210 | 290 | 378 | 47.7 | 589 | 725 | 813
The Netherlands 1987 4.1 10.1 | 169 | 245 | 33.0 | 425 | 532 | 653 | 794 | 878
West Germany 1984 4.0 98 | 166 | 242 | 329 | 425 | 532 | 653 | 794 | 878
United Kingdom 1986 25 75| 135 | 205 | 287 | 382 | 49.1 | 618 | 77.1 | 864
United States 1986 1.9 57| 112 | 180 | 262 | 357 | 469 | 602 | 763 | 862

*Excludes Austria, see endnote 12 for explanation.
Source: Atkinson, Rainwater, and Smeeding, 1995, Table 4.3.
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[ 132

superiority lies everywhere outside that for the country shown on the vertical axis; a “-” indicates
that the reverse is true. Only cases where differences exceed 1 percentage point for at least one
cumulative decile group are so marked. A blank indicates that the Lorenz curves cross or differ
everywhere by 1 percentage point or less. Of the 120 possible pair-wise comparisons in the 16
countries, there are 89 cases where one Lorenz curve dominates the other."

The partial ordering resulting from the Lorenz comparisons (taking any difference as
significant) are summarized in Figure 2 in terms of a Hasse diagram. The countries toward the top
of the diagram have lower levels of inequality; where a line can be traced downward from country
A to country B the line implies that the Lorenz curve for country A is superior to that of country B
(with the differences at some point exceeding 1 percentage point). Finland dominates all countries,
having lower inequality in 1987 than Sweden, Norway, Belgium, or Luxembourg. All four of these
are 1.0 percentage point or less apart or else cannot be unambiguously compared. Belgium’s Lorenz
curve cannot be differentiated from Sweden, but Belgium has a Lorenz curve which falls everywhere
inside those for the Netherlands and West Germany. Luxembourg, Norway, and Sweden do not
meet this criteria with respect to West Germany or the Netherlands. Thus, the shape of the drawing
and lines at the top of Figure 2.

Australia, Canada, France and New Zealand form a group in the middle, with New Zealand
dominating Italy and France, but not Australia or Canada. Australia and Canada dominate the
United Kingdom cannot be differentiated from France or Italy due to intersecting Lorenz curves.
The United Kingdom and France, but not Italy, dominate the United States. And France dominates
Switzerland, with the United States, Ireland, and Switzerland undistinguishable at the bottom.
Otherwise, the ranking corresponds largely with that found using the decile ratio, as is indicated by

the preponderance of “+” in Table 4 for these three countries.
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Taken as a whole, there appears to be a clear grouping of nations here, with Scandinavia and
Northern Europe at the top and with the United States and Ireland at the bottom. In the middle come
two groups the Commonwealth countries and Southern Europe. These cannot be ranked, since the
shares of both the lower and the higher deciles appear to be larger in Southern Europe.
Conclusions

This review for different OECD countries is only partial, but it suggests that certain

groupings may be made. The Gini coefficients are shown in brackets in Figure 2. These suggest the

following broad groupings:"*"
Scandinavia (Finland, Norway, Sweden), Belgium and 20 to 24 percent
Luxembourg
North Central Europe (Germany, The Netherlands) 25 to 27 percent
Southern Europe (France, Italy); Commonwealth (United 29 to 31 percent

Kingdom, Canada, Australia}

Switzerland, the United States, and Ireland 32 to 34 percent

IV. RECENT TRENDS IN INEQUALITY

There is considerable interest in how the distribution of income has changed over time,
particularly over the 1980s.' For 11 of the countries discussed in the previous section we have
information for two dates; Australia, Belgium, Canada, Finland, France, the Netherlands, New
Zealand, Norway, Sweden, the United Kingdom, and the United States. These cover a range of
countries, both with regard to their intrinsic features and with regard to what we have seen about
the degree of income inequality. In terms of the Gini coefficients in Figure 2, they rank (in
ascending order) 1,2, 3,4, 7, 8,9, 10, 11, and 15 out of 15. The results need to be interpreted with

care in view of the differing macroeconomic climate at different dates and in different countries.
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But we can supplement our LIS-based comparisons with additional evidence drawn from internally
consistent national studies of the trend in inequality in various nations, including countries for which
LIS has only an observation (e.g., West Germany, Ireland, Italy) and in Japan, Portugal, and Spain.
Percentiles of the Distribution

Percentile changes are shown in Table 5. In considering the changes over time, little
significance can be attached to small changes, such as the rise in the bottom decile in the United
Kingdom from 50.9 percent of the median to 51.1 percent. On the other hand, the top decile in the
United Kingdom moved significantly in the opposite direction, and the decile ratio rose from 3.53
to 3.79.

The decile ratio increased in Finland, the Netherlands, Norway, Sweden, the United
Kingdom, and the United States. It remained essentially unchanged in Australia, Belgium, France
and Canada, and fell slightly in New Zealand. In broad terms, this summarizes the picture that will
emerge throughout this section. The majority of countries covered here show a rise in inequality,
particularly the United States and the United Kingdom, but this was not universal.'” There is
diversity of experience across countries for the period over which we have data. The pattern of
change has its distinctive features in each of the 11 countries. Even among those where inequality
increased, we find differences. If, for instance, we look at the top decile relative to the median, we
find little change in the Netherlands and Sweden, where it 1s the decline in the relative position of
the bottom groups that is responsible for the rise in inequality. On the other hand, the rise in the
upper percentiles (Pys) is marked in the United Kingdom, the United States, and in France. In terms
of frequencies, in the United States there has been between 1979 and 1986 a large fall (5 percentage
points} in the range from 80 percent to 150 percent of the median, with a rise of 2 percentage points

below 50 percent of the median and a rise of 3.5 points above 200 percent of the median, thus
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Table 5. Trend Over Time in Income Distribution in Ten OECD Countries,
1979-87: Percentiles of Median

Pl(l PZ_S P‘?S P90 P95 P QI}IPIII
1981 46.0 68.3 141.9 186.3 216.4 4.05
Australia
1985 46.5 66.4 142.1 186.5 218.5 4.01
1985 593 74.7 128.7 162.5 187.2 2.74
Belgium
1988 58.5 74.5 128.8 163.2 190.8 2.79
1981 449 69.3 138.3 182.7 211.5 4,07
Canada
1987 45.8 68.5 137.5 184.2 218.0 4.02
1987 589 76.5 125.5 152.7 173.6 2.59
Finland
1990 57.0 76.4 126.2 156.2 178.5 2.74
1979 53.6. 72.5 138.4 186.5 2323 3.48
France
1984 55.4 72.1 139.7 192.8 2335 3.48
1983 64.8 77.2 135.5 176.1 208.1 2.72
The Netherlands
1987 61.5 75.7 135.0 175.0 206.4 2.85
1983/84 532 189.6 3.56
New Zealand
1087/88 53.6 186.6 348
1979 57.0 76,7 126.6 158.1 181.9 2.77
Norway
1986 55.3 76.0 128.7 162.2 187.3 2.93
1981 61.5 79.2 124.4 150.9 167.0 2.45
Sweden
1987 55.6 75.6 125.1 151.5 170.4 272
1979 50.9 70.4 138.5 179.7 208.9 3.53
United Kingdom
1986 51.1 67.6 144.6 194.1 232.1 3.79
1979 38.1 64.5 141.8 187.6 2219 493
United States
1986 347 61.7 149.6 206.1 247.3 5.94

Sources: Atkinson, Rainwater, and Smeeding, 1995, Table 4.5.
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corroborating United States evidence on the emptying of the middle class (e.g., Danziger and
Gottschalk, 1993; Duncan, Smeeding, and Rogers, 1994).
Lorenz Curves

Changes in the Lorenz curves, shown in Table 6, are similar to those already described. In
8 of the 11 countries, the maximum shift in the Lorenz curve is less than 1 percentage point. In five
of these eight countries, the Lorenz curves shifted outward; in the remaining three cases (Australia,
Canada, France) the curves cross. In the three countries where inequality unambiguously increased
(Sweden, United Kingdom, United States), the Lorenz curves shift outward by more than 1
percentage point, from the third decile upward in the case of the United States, and from the second
decile upward in the United Kingdom. In Sweden the significant difference is from the second
decile to the seventh.

Changes over time in the summary measures are not shown (see Atkinson, Rainwater, and
Smeeding, 1995, Table 4.8). However, they confirm and quantify the direction of change already
observed. In Canada and France there was virtually no change, with the Gini coefficient remaining
around 29 percent. Due to differences in observation periods across LIS country datasets during the
1980s, varying from three years (Finland, Belgium) to seven years (United Kingdom, United States),
we express changes in the Gini coefficient in terms of percentage points per year. In these terms,
the Gini increased by less than .2 points per year in Australia and Norway, and by about .25 points
per year in Belgium and Finland. In Sweden the Gini rose by .35 points per year, while the increase
in the Netherlands, United Kingdom, and United States were just under .5 points per year. By
historic standards, these last four represent noteworthy increases.

Conclusions from National Studies
In addition to the LIS-based work, we examined over 25 national studies using similar data

to see if our estimates of the level and trend in inequality correspond to theirs. In general, the results
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Table 6. Trend Over Time in Income Distribution: Cumulative

Decile Shares of Total Income

S10 520 530 S40 S50 S60 | S70 | S80 | S90 595

1981 2.8 7.7 13.9 21.3 208 | 396 | 50.7 | 63.7 | 79.0 | 88.1
Australia

19835 2.9 NI 13.7 21.0 294 1 390 | 502 ] 630 | 783 | 873 "

1985 4.2 10.3 17.3 25.1 340 | 439 | 548 | 669 | 809 | 89.1
Belgium

1988 4.2 10.2 17.1 25.0 338 | 435 | 543 | 664 | 80.3 88.4

1981 2.7 7.6 140 | 21.5 30.1 399 | 509 | 63.7 | 788 | 878
Canada

1987 2.8 7.8 14.1 21.5 30.1 | 398 | 507 | 633 | 784 | 875 "

1987 4.5 10.8 18.1 26.4 356 | 456 | 566 | 686 | R2.2 | 90.0
Finland

1990 4.3 10.5 17.17 26.0 35.1 | 45.1 | 56.0 | 68.1 | 81.8 | 89.7

1979 3.1 8.4 14.6 21.9 300 | 392 | 497 | 616 | 76.0 | 849
France

1984 3.0 8.3 14.6 21.8 209 [ 39.1 | 495 | 61.6 | 76.3 | 855

1984 3.3 8.7 14.9 22.2 305 | 401 | 512 | 64.1 | 792 n.a. "
New Zealand

1988 3.2 8.5 14.7 21.9 30.2 | 399 | 510 § 639 | 79.1 n.a.

1979 4.1 10.2 17.4 25.6 346 | 444 | 552 | 672 | 809 | 889
Norway

1986 39 9.8 16.9 24.9 339 | 437 | 546 | 66.7 | 80.6 | B8.7

1983 4.4 10.6 17.4 25.0 334 | 428 | 533 ]| 653 | 794 | R7.8
The Netherlands “

1987 4.1 10.1 16.9 24.5 330 | 425 | 53.2 | 653 | 794 | 87.8

1981 4.0 10.6 18.3 26.7 36.0 | 46.1 | 572 | 69.2 | 829 | 90.6
Sweden

1987 33 9.5 16.9 253 346 | 448 | 559 | 682 | B1.9 | 89.7

1979 35 8.7 15.1 22.6 31.1 | 408 | 518 | 644 | 792 | 88.0
United Kingdom

1986 2.5 7.5 13.5 20.5 28.7 | 382 | 49.1 | 61.8 | 77.1 86.4

1979 2.1 6.4 124 19.7 284 | 383 | 496 | 627 | 783 87.6
United States

1986 1.9 57 11.2 18.0 262 | 357 | 469 | 60.2 | 76.3 86.2

Sources: Atkinson, Rainwater, and Smeeding, 1995, Table 4.7.
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are consistent with those reported above, the differences being explicable largely by differences in
definitions.

We also wanted to compare our findings from the LIS dataset with those from other types
of data. Intwo cases (Finland and France) we compared the LIS data and the results from household
budget surveys. In the Finnish case the differences were reported to be small; in the case of France
the comparison suggested that there might be a difference of some 1+ percentage points in the
proportion estimated to be below 50 percent of the median. In two cases (United Kingdom and
West Germany), a comparison was made with synthetic estimates drawing on other data, such as
tax records. The differences here were large, the Gini coefficients in the synthetic estimates being
6-8 percentage points larger, although part of this could be explained by differences in definitions
and applications. One could therefore arrive at much higher figures for recorded inequality by
changing to an alternative source of data or strategy for measurement (choice of income definition,
inequality measure and software used to generate that measure, survey, weighting procedure,
equivalence scale, etc.).

To extend the range of countries, we brought in evidence for Austria, Japan, Portugal, and
Spain (some of which we allude to earlier). In the former two cases, the coverage of the data
sources did not allow comparison with estimates for other countries (Japan) or permitted only
limited comparisons (Austria), so that while the results for Austria and Japan are of considerable
interest in their own right, firm conclusions cannot be drawn about the relative degree of inequality.
The data for Portugal and Spain are more comparable in form and, as indicated above, the estimates
suggest that the degree of inequality is in broad terms between that in Italy and Treland, and probably
closer to the former.

Lastly, we sought to more fully develop our analysis of trends over time. The national

studies provide typically a longer run of years, and therefore allow us to place in temporal context



28

the two years considered in Section III above. The findings are summarized in Table 7, discussed
below.
Conclusion

The LIS results indicate that for the nations which we can study for two periods, inequality
rose in the majority of the nations studied and particularly in the United States, the United Kingdom,
and Australia. The results in other nations were more mixed.

Our examination of other nations is summarized in Table 7. The results for the LIS nations
for which we have two periods of data are corroborated by the summary comments in Table 7. We
can further add Japan and the Netherlands to the list of nations experiencing rising income
inequality. Several nations appear to have little trend or conflicting evidence, albeit for different
periods of time with most of these periods in the earlier 1980s (Austria, Canada, Finland, France,
Italy, Ireland, Norway). At least two nations (Italy, Portugal) seem to have experienced modest
declines in inequality. Of the 16 nations shown, three (Belgium, the Netherlands, West Germany)
show a “modest” rise in inequality, something on the order of a 1 to 2 percentage point increase in
the Gini. Five countries (Australia, Japan, Sweden, the United Kingdom and the United States)
show larger increases in income inequality during the 1980s. Thus, the overall evidence,
particularly for nations where we could observe the entire 1980s period, tends toward increasing
inequality, but it is somewhat mixed and certainly not universal.

V. ANALYSES OF COUNTRY DIFFERENCES: PRIMARY AND

MARKET INCOMES, TAXES AND TRANSFERS

The accepted approach to analysis of income inequality since the 1960s is to begin with
primary income (earnings) and market income inequality and then to analyze the direct effects of

government taxes and transfers on market driven income inequality. This is the approach that we
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Table 7. Summary of National and Academic Studies of Income
Inequality in OECD Countries®
Country (Period) Trend in Income Inequality Over the 1980s

Australia (1981/82-1989/90)

rise in inequality

Austria (1981-1987)

little apparent trend (in earnings distribution)

Belgium (1985-1992)

modest rise

Canada (1979-1983)

little change in the early 1980s

Finland (1981-1985)

little change in the early 1980s

France (1979-1984)

little change in the early 1980s

Ireland (1980-1987)

little change in the early 1980s

Italy (1980-1991)

downward trend with cyclical behavior

Japan (1980-1991)

rise in inequality

The Netherlands (1981-1989)

little change in first half of 1980s, rise in inequality in second half

Norway (1982-1990)

little apparent trend

Portugal (1980-1989)

modest fall in inequality

Sweden (1980-1990}

rise in inequality

United Xingdom (1980-1990)

definite rise in inequality

United States(1980-1991)

rise in inequality

West Germany (1983-1990)

modest rise in inequality

2See source for a complete listing of studies and sources consulted.
Source: Atkinson, Rainwater, and Smeeding, 1995, Chapter 5.
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follow in our report (Atkinson, Rainwater, Smeeding, 1995, chapters 6 and 7). We briefly review
the results of each of these steps in the exercise,
Primary Income and Market Income Inequality

Primary income (or earnings) is the traditional foundation of family incomes, meeting the
consumption needs of workers and providing the bulk of the tax base that supports redistributive
social welfare programs. Market income adds property income (interest, rents, and dividends
received on a regular basis) and transfers intermediated by other than governments: occupational
pensions from former employers, regular interhousehold cash transfers and court-ordered payments
in the form of child support and alimony. Our analyses here concentrated only on households with
non-zero levels of primary or market income.

Because of differences in labor force behavior (school leaving, unemployment, disability)
and differences in type and receipt of occupational pensions, child support and property income, the
percentage of the entire population with non-zero primary and market incomes in each country
varies substantially across nations (Table 8). Households with non-zero primary income regardless
of age average 82 percent, with the United Kingdom and the Netherlands at about 73 percent and
Canada, France, and the United States at 87 to 89 percent. Houscholds with non-zero market
incomes jump on average to 92 percent of all units, with Belgium at 79 percent, the Netherlands at
83 percent and Sweden and Switzerland at 98 percent coverage. While the overwhelming majority
of households have at least some earnings, almost 20 percent have no earner. In fact, on average
only 63 percent of all households headed by prime age (25 to 54) adults have non-zero earnings for
some member of the household unit. As little as 57 to 59 percent fit this definition in Sweden and
the United Kingdom.

Receipt of primary (or market) incomes does not always translate into dependence on such

income sources; the percent of households with market incomes being half or more of disposable
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as a Percent of all Housecholds

Table 8. Households with Nonzero Primary and Market Income

Nonzero Primary

Nonzero Primary

Nonzero Market

Income, Prime Age Income, All Income, All
Country Houscholds® Households Households
| Australia, 1987 65.4 81.4 93.8
Belgium, 1988 69.7 76.8 78.9 i
Canada, 1987 68.1 87.7 95.6
France, 1984 67.2 84.0 90.6
" Germany, 1984 62.6 81.1 947
Ireland, 1987 60.2 81.2 88.4
Italy, 1986 63.1 83.3 88.9
Luxembourg, 1985 67.9 82.3 85.5
Netherlands, 1987 63.0 74.2 85.5
Norway, 1979 61.7 87.9 94.6
Sweden, 1987 58.6 83.3 97.6
| Switzerland, 1982 65.1 85.2 98.3
United Kingdom, 1987 56.7 72.5 90.6
United States, 1986 65.6 85.9 94.6 |
Overall Average 639 81.9 91.3

“Prime age households are headed by a person aged 25 to 54.

I! Source: Atkinson, Rainwater, and Smeeding, 1995, Table 6.1.
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income is smaller still (Table 9). On average, little more than 60 percent of all houscholds are
headed by a prime age adult with half or more of their income from earnings, with fractions near
half (53 percent) of all households in Ireland, Sweden, and the United Kingdom. More than 20
percent of all households receive less than half of their income from market sources; more than 25
percent do not rely on earnings as their major income source. Clearly a substantial fraction of all
households now depend on government transfers for all, or at least a majority share, of their
household incomes.

Among households with primary and market incomes, we find patterns of income
distribution that are similar to those found for disposable income.'® Treland and the United States
have the most inequality, while Finland, the Netherlands, and Germany have the least. The only
major changes are for the United Kingdom and Sweden, which have a relatively higher ranking in
earned income inequality than in disposable income inequality. In Sweden, this ranking is due to
the high fraction of part-time workers, particularly women. The trend is toward greater inequality
in market incomes in most nations, and particularly in the United Kingdom, United States, Canada,
and Sweden, corroborating earlier LIS studies by Coder et al. (1992), Gottschalk (1993), and
Gottschalk and Joyce (1992). Australia, France, and Germany show no trend over the two periods
for which we have evidence. Market incomes show much the same pattern and trend, but with an
even greater trend toward inequality, with one exception (Belgium).

In fact, it is very difficult to pinpoint the exact source of these patterns both in level and
change in primary and market income inequality. Examination of the composition of earnings
(husband, wife, other adult, self-employment income) among the bottom half and the top 10 percent
of primary income recipients indicates that while husbands’ earnings dominate, with 75 percent of
total primary income among the bottom 50 percent of households, they are only about 55 percent
at the top, with wives’ earnings (18 percent) and self-employment income (17.4 percent) assuming

a large share (Figure 3). Moreover, there is a wide variance across nations. For instance, self-
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=
Table 9. Households with Primary and Market Income Greater
than Half of Gross Income as a Percent of all Househaolds
Primary Income,
" Prime Age Primary Income Market Income All "
Country Households® All Households Households
Australia, 1985 62.2 75.9 83.8
Belgium, 1988 66.1 70.2 72.3
Canada, 1987 64.6 80.2 87.1 |
France, 1984 62.4 74.6 77.6
Germany, 1984 60.7 76.5 78.7
Ireland, 1987 52.8 69.3 73.0
Italy, 1986 61.0 76.5 719 "
Luxembourg, 1985 66.3 71.7 79.5
Netherlands, 1987 61.2 70.9 76.1
Norway, 1979 59.5 80.0 82.6 "
Sweden, 1987 53.2 694 72.0
Iﬁwitzer]and, 1982 64.0 81.1 88.1
United Kingdom, 1987 533 65.7 733
United States, 1986 62.2 78.3 86.2
Overall Average 60.7 74.7 79.2

*Prime age households are headed by a person aged 25 to 54.

“ Source: Atkinson, Rainwater, and Smeeding, 1995, Table 6.0,




Figure 3

Shares of Primary Income in the Mid-1980's for All Households:
Husbands, Wives, Other Earnings and Self-Employment Income'
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IHouseholds with only one earner count earnings for heads as husbands.
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employment income makes up 40 percent of the primary incomes in the top decile in Italy but less
than 5 percent in Sweden. There is no one primary explanation that fits all cases—a combination
of factors is likely to be at work in most countries. Women’s labor force participation and earnings
are rising in all countries. Early retirement, part-time work trends, increasing returns to school and
other human capital variables, and cyclical and structural economic change all play a role in
explaining these patterns, with relatively greater or lesser importance depending on the country
being examined. While we feel that the trend is clearly toward greater inequality, sorting these
factors out must remain for future analysis.
Taxes and Transfers

Finally, we consider the distribution of taxes and transfers, and the relative importance of
each as components of disposable income. Our results are necessarily approximate since
information of taxes and transfers in the LIS datasets are not exactly comparable from country to
country. For example, in France unemployment payments are included in salaries; in some other
countries all (Switzerland) or part of child allowance is included in salaries. In some countries
occupational pensions are included with public pensions—in any case the dividing line between
public and “private” pensions is often ambiguous and the mix of taxes among direct (which we
count) and indirect (which we do not count) varies greatly by country. We accomplished the best
description possible with existing data (Atkinson, Rainwater, and Smeeding, 1995, Chapter 7).

Qur analysis examined the role of tax and transfers by quintiles of equivalent income, and
their role at different relative income levels measured in terms of ratios to median equivalent
income, in order to focus on issues of poverty and low income. Because transfer payments for
retirement are such a large part of total transfers, we examined separately the role of transfers to
households with heads under age 60 and those with heads aged 60 and over. What follows is only

a brief overview of part of this chapter.
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Taxes as measured in LIS include income tax and employee social insurance contributions.
There are no LIS income tax data for Italy and Luxembourg, so no results are presented for these

19 Qverall, taxes amounted to around one-fifth of aggregate gross income in low tax

countries.
countries (Canada). High tax countries paid 30 percent or more of gross income in direct taxes. To
compare the average level of direct taxes paid in different countries we calculated equivalized taxes
as a percent of median equivalent income. Direct taxes were progressively distributed in all
countries, particularly in Sweden and the Netherlands, but also in the United States, Canada, and
the United Kingdom.

We analyzed transfers as they affect low incomes for those households headed by persons
aged 60 and over and those under age 60 to separate the working age population from those in
retirement for 15 nations. Transfers are a principal source of income for the latter (42.3 percent of
median equivalent income) while much smaller (16.9 percent) for those of working age (Table 10,
Panel B). The proportion of persons who have low income—defined as less than half of median
adjusted income (Table 10, Panel A) showed a range of from 4.7 to 4.9 percent (Belgium and the
Netherlands) in the low income category to 18.4 percent (the United States), with the average being
8.8 percent. Persons in households with a head aged 60 and over were more likely to be poor (11.3
percent) than were persons in younger households (8.1 percent), but these differences varied widely
across countries (e.g., compare Luxembourg, Norway, or Australia to Ireland, Sweden, or the United
Kingdom). The United States had the highest low income rate for both groups.

In order to determine to what extent differences in these rates are related to the size of
transfers, we again examined transfers received by working age persons with below median
equivalent incomes and those in the retirement years separately (Figure 4). For those of working

age there is no clear relation between rates of low or modest income and the level of transfers.

Figure 4 (bottom) charts the relation of transfers to low-income rates for the nonelderly. Three



"L’ PUB T°f SS[QEL ‘S66T ‘BUIPIIIS pUE ‘JOlEMUTEY ‘UCSUDIY 199IN0S
"awoour s[qesodsip peysnipe uprpa yiey wey) ssa] yim suosIad Jo yuadied ST SUIOIU] MO,

£ry 6'9T §'€T €11 I'8 8's ageroAy
092 69 801 LT 8'LI 81 9861 ‘SeMEIg patuf)
'8€ $'8C Sl L9 86 I'6 9861 ‘WOPSury paiu(]
v'59 6%C 0'6¢ $'9 08 9L L36T ‘UApaMg
9'¢y 101 ¢8I 9’51 Ly €L 9861 “AMION
Tis 85T 60¢ ST 'S 6% L861 ‘SPUBTISION YL
90 €1 122 L11 6'¢ 'S 861 ‘Bmoquioxnc]
I'1¥ 06 S'LI ¢Sl 06 S0l 9861 ‘ATeil
L¥E €'8C L'6T A el €1 L861 ‘Pue[aI]
£Er 971 60T '8 8¢ $9 861 ‘AuBuLian
61¥ £0T £'6Z TL 0L SL y861 “9oURL]
£59 ¥IT e 8'6 o't 0§ L8361 ‘pue[u]
£0¢ 1zl 6°S1 [ €1 A L861 ‘epeue)
6'67 61 v'6 L'ST 6'S 0'8 7861 ‘PUEHZIMS
S'LS 9vT 6'1¢€ 6'8 S'E L'y 8861 ‘WINisjeg
T0¢ 6C1 791 L'81 8°01 £zl 6361 ‘ElEnSNY

1240 pue (9 3FY 09 28V Jopun) 0L, 1340 pue (9 33y 09 33V J3pun) LA

AU MO 1M SUOSII] 0] dUI0dU] dnoxn) a8y £g ,2UI00U] A0 JUINIA] "V
juaeAalnbq uerpaly Jo JuRIIa] © e SISURL], 35wIeAV °g

$ILQUN0) (DA UI SAeY IJSULL], ITLIIAY PUB JU0dU] M07] (O QEL




Figure 4

Low Income Rate of the Nonelderly by Transfers as a percent of Median Equivalent Income.
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countries with high low-income rates—Australia, Canada, and the United States—transfer 13
percent or less of median equivalent income to persons with below median incomes, while one
country with a similar low-income rate (Ireland) transfers 28 percent of its income to this group.
There is a wide range in transfer ratio that bears very little relation to low-income rates. For
example, both Ireland and the Netherlands have transfer ratios around 30 percent, yet Ireland’s low-
income rate is higher than Australia’s and Canada’s, while the Netherlands low-income rate is quite
low. Four countries have very low working-age low-income rates, and below average transfer
ratios—Germany, Luxembourg, Norway, and Switzerland. These rates are necessarily the result of
low work income inequality. Belgium, Finland, France, the Netherlands, and Sweden also have low
rates, but much higher transfer ratios. Here it is the combined effect of earnings and transfers which
produces the low rates. For those of working age we conclude that most of the explanation of
differences in low-income rates must come from differences in the inequality of work income, or
perhaps more exactly, in the different ways of combining transfers and work income in different
countries—the issue of income packaging.

Since transfers are the principal source of income for older persons it is to be expected that
the level of transfers to the below median group is highly related to the low-income rate (Figure 4,
top). Countries with relatively low average transfers to older persons have high low-income
rates—the United States, Australia, Switzerland, and Canada. At the other extreme we find the
countries with very low rates and high levels of transfers—Sweden, the Netherlands, Belgium,
France. Italy, Norway, and Luxembourg have more low-income elderly than would be expected
given the high levels of transfers to this group.
Conclusions

The proportion of households with non-zero primary incomes varies considerably across LIS

countries, with prime-age households with earnings averaging only about 63 percent of all
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households in each nation. While larger shares of all age households have some income from
earnings (82 percent) or from market incomes, including private and employer mediated transfers
(92 percent), a large fraction of households in every country rely heavily on nonmarket income
sources, particularly government income transfer payments.

In most countries there seems to be a trend toward increasing inequality of primary and
market incomes over the 1980s, much more than was apparent in similar comparisons of after-tax-
and-transfer disposable incomes in these same nations. These findings are consistent with other
LIS-based studies (e.g., Smeeding and Coder, 1993). We also investigated the role of the wage and
salary income of different family members, and the role of self-employment, in total primary income
for the lower half of the distribution, and for the upper decile. The primary income sources of the
latter are generally much more heterogeneous, with self-employment income and wives’ earnings
playing a more important role.

We also considered the role of direct taxes, and government transfers on income distribution.
While patterns of direct tax payment were consistent with prior knowledge and accepted wisdom,
transfer payments were not so straightforward. The results show marked divergences across
countries not only in the level of transfers but also in the degree to which transfers are targeted to
the lower quintiles.

To focus on the impact on low-income groups, only those with below median income were
considered. As expected, government transfers are the major source of income for older persons
in many, but not all, countries. They play less of a role for households with younger heads, but here
too the range is wide, with transfers making up a quarter of income in some countries and well under
10 percent in some others.

The relationship between the pattern of transfers and the share of the population who are

low-income was not particularly clear among those with heads under age 60. Here the role of
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earnings seems dominant, but other forms of social income—child allowances, unemployment and
disability benefits, etc.—are also important in determining the family income package (Rainwater,
1993). As expected, there is a strong relation between average transfers to below median older

persons and the low-income rate among the aged.

VI. SUMMARY, CONCLUSIONS, AND FUTURE RESEARCH

This paper has reviewed various facets of the distribution of income and its components
using the micro-data available in the Luxembourg Income Study and, where LIS data have not been
available, special tabulations prepared from national survey data. Not all OECD countries have
been covered because in some countries adequate data are not available or national authorities have
not been able to make the tabulations required.

We have reviewed issues of comparability in the LIS datasets and have considered
particularly the definitions of income used in different surveys, and of the component sources of
total income. Where studies comparing aggregate income statistics with survey results for the
national surveys used in LIS are available, we have discussed the extent to which surveys capture
total aggregate income in the country. The reader’s understanding of the strengths and weakness
of the national datasets is important for a proper assessment of the significance of the results
reported in the substantive sections of this paper.

Our results for the subcomponents of disposable income—primary and market incomes,
taxes and transfers—were reviewed. They showed considerable heterogeneity across countries.
These patterns reveal that not only earnings but also the proportion of the population with primary
income, and the level and distribution of transfers to those without work income, may be important

in explaining how the disposable income distribution is calculated (or derived). A recent paper
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(Atkinson, 1993) indicates that a decomposition of inequality over time for the United Kingdom
suggests that complete explanations of the level and trend in disposable income inequality depend
on both the time period being analyzed (because different explanations are required for different
periods), and on the determination of transfer payments which affect both the level and distribution
of income among those without work income.
Breakdown of the Kuznets Hypothesis

The evidence presented above suggests that there is considerable diversity of experience
among OECD countries. A number of countries have exhibited a significant rise in income
inequality over the 1980s, but others have shown little change, and in a few inequality has declined.
Nor is there any apparent relation to the groupings identified by their initial income inequality
reading. Inequality has increased both in the United States, near the bottom of the rankings even
before the increase, and in Sweden, still near the top during the 1980s.

We can no longer assume that all OECD countries are comfortably on the downward part
of the Kuznets curve, with inequality falling over time. We suspect that Kuznets himself would
scarcely have been surprised by the finding that the inverse-U shape no longer applies, since he
referred frequently to the balancing of conflicting effects on income distribution. Changes in
income distribution are the result of several forces—economic, demographic and policy-
related—which may operate in different directions. As the balance of these forces varies, we may
expect the resulting trend in inequality to change direction. Since alternative explanations will have
differing importance at different dates, time periods must also be considered.

Tt is also clear that the Kuznets® analytical framework needs to be extended to understand
income inequality in present-day OECD countries. Kuznets focused on the generation of factor
incomes: the evolution of inequality over time was driven by changes in the sectoral and cyclical

structure of incomes from production. Yet today a significant proportion of the population has no
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labor income, and although part of their income may derive from capital (directly or indirectly),
government transfer payments are their major source of income. As the population in OECD
countries continues to age, and as households with lone parents grow in number, this pattern will
intensify (OECD, 1988; 1991).

Primary income distribution and the distribution of property incomes (factor income} is still
important for the distribution of disposable income. But since the days when classical economists
could identify payments to factors with payments to individuals, there has been a steady growth in
the role of intermediaries, including the company sector, financial institutions such as pension funds,
and the state (legally, via child support orders and enforcement; and fiscally, by direct income
transfer). The explanation of differences in inequality, and in changes over time, may be found not
just in the economic mechanisms determining factor incomes but also in the behavior of these
intermediaries, including the policy decisions of government.”® Perhaps it is better to reverse the
traditional approach, not working from factor incomes to personal incomes, but back from the
elements that directly affect the distribution of disposable incomes (Atkinson, 1994). However,
such exercises are beyond the scope of work in our study.

Next Steps: Better and More Recent Data

Over the past decade substantial progress has been made in improving household income
survey information and in making it more standardized and, hence, comparable across nations.
Because of the willingness of nations to share their data and to help standardize concepts and
measures, vast improvements in the quantity and quality of cross-national data analysis are being
realized. We are happy that the Luxembourg Income Study (LIS) project has been able to contribute
to this effort.

However, there is still much room for improvement, both in data quality and quantity.

Concepts and measures need to become even more standardized across nations. The quality of
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income data need be more carefully monitored and reported. Those nations that are reluctant to join
cross-national research projects such as LIS need to be persuaded that they have more to gain from
such an exercise than they have to lose. If progress can be made along these lines a report like this
will be better still in another decade.

LIS is currently adding a third wave of data for the 1991-93 period to its database, while
bringing Poland, Hungary, the Czech and Slovak Republics and other nations into the database.!
A third data point for most nations will help to better identify trends that could only be hinted at
with the information we now have on hand. Moreover, new projects in the United States and
Luxembourg are beginning to make longitudinal household “panel” income data sets comparable
across the handful of nations which have such surveys; and new income data collection efforts are
underway in many EC nations, Japan, and Korea. Thus, the quantity, quality, and flexibility of
income comparisons across nations will improve in coming years.

Next Steps: Unanswered Research Questions

Further important research thrusts need not await new data. The major purpose of our paper
and volume has been to carefully and systematically lay out the facts of the cross-national level and
trend in income inequality as best we could given the available data. But we have not come very
far at all in explaining the root economic, demographic, and social policy related factors which
underlie these trends. Several analyses of specific subtopics await further research. These include
at least the following topics:

a. The long-term impact of increased market work by women. Clearly both labor force
participation and long-term commitment to market work among women has been
growing in all OECD nations, albeit at different speeds and trajectories. A set of
gender-based studies which examine for the impact of these changes on family income
inequality is called for.

b. The distributive effect of population aging on labor force participation, social budgets,
trends in work, occupational pensions, and related issues need be studied. This would

complement the aggregate data and some sub-aggregate data already available in this
area.
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¢. The behavior of earned income inequality both secularly and cyclically is of great
interest. How different are returns to additional years of education across nations and
how will this affect unemployment, worker dislocation, job loss and related issues?

d. Changes in the structure of the personal income tax are also important. Shortly after
the most recent data year included in this study (1987), several European nations
severely reduced their top marginal income tax brackets. This no doubt had an effect
on both the level of income and on overall income inequality that needs to be studied.

e. Changes in the relative effectiveness of social policy, family income packaging and
anti-poverty effectiveness are all in need of re-examination in light of new
redistributive mechanisms such as the Earned Income Credit (EIC) in the Untied States
and the Allocation Parent Isolé (API) program in France.

Because the Luxembourg Income Study data are freely available to social scientists

throughout the world there is ample opportunity for interested researchers to move from the findings

reported in this report to explorations of important policy and basic science issues.
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LIS DATABASE LIST: Country and Year'

COUNTRY? Historical Databases Wave I Wave 11 Wave 111 Wave IV
Australia 1982 1986 1990 19940
Austria 1987 1991 19940
Belgium 1985 1988/1992 19940
Bulgaria 1991* 1993*
Canada 1971 1975 1981 1987 1991 19940
Czech Republic 1992 19950
Denmark 1987 1992 19940
Finland 1981* 1987 1991 19940
France’ 1979 1984/1984* 1989*/1990*

Germany* 1973 1978 1981/83 1984 1989/1993* 19950
Hungary 1991 1994+
reland 1987

Israel 1979 1987 1992 199500
Italy 1986 1991 19940
Luxembourg 1985 1991 19950
Netherlands 1983 1986*/1987 1991 19940
Norway 1979 1986 1991 19940
Poland 1986 1992 1994*
Portugal 1980+ 1989*

R.0.C.-Taiwan 1981 1986 1991 19940
Russia 1992 1994*
Slovak Republic 1992 19950
Spain 1980-81 1990-91

Sweden 1968 1975 1981 1987 1992 19940
Switzerland 1982 1992*

United Kingdom 1969 1974 1979 1986 1991* 1993*
United States 1971 1975 1979 1986 1991 1994

Year given is reference year, not necessarily the year that the data were collected.

We are also in negotiation with Korea (1993), Mexico (1990),and South Africa (1993). Japan and New
Zealand are unable or unwilling to join at this time.

France has an income survey (1979, 1984, 1990} and a budget survey (1984, 1989},

Germany has three different databases: an income and expenditure survey (1973, 1978, 1983); a transfer
income survey (1981); and four cross-sections from the socio-economic panel (1984,1989,1993, 1995)
Will be available in 1995 or early 1996.

Will be available in late 1996 or early 1997.
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Table A-2. OECD Countries and LIS: Country (Acronym), Year of Data Entry,
Source of Data, and Treatment in OECD Report*

A. Major OECD Countries

Canada (CN) 1981, 1987 Houschold income survey

France (FR) 1979, 1984 Augmented income tax records

Germany (GE) 1984 Household panel survey

Ttaly (IT) 1986 Household income survey

United Kingdom (UK) 1979, 1986 Household income and expenditure survey
United States (US) 1979, 1986 Household income survey

B. Other OECD Countries in LIS

Australia (AS)
Austria (0OS)
Belgium (BE)
Ireland (IR)
Luxembourg (I.X}
Netherlands (NL)
Norway (NO)
Sweden (SW)
Switzerland (CH)

1981/82, 1985/86
1987

1985, 1988

1687

1985

1987

1979, 1986
1981, 1987
1982)

Household income survey

Microcensus income survey

Household panel survey

Household income survey

Household panel survey

Household survey of the use of public services
Household income and wealth survey
Household income survey

Household income and wealth survey

C. Other OECD Countries Not in LIS, But with Available Data from Other Sources

Finland® (FI)
New Zealand® (NZ)

1987, 1990
1983/84, 1987/88

Household income survey
Household income and expenditure survey

D. Other OECD Countries Studies via Primary or Secondary Sources

Japan® (JA) 1987 Household income and expenditure survey
Portugal” (PO) 1981, 1989 Household income and expenditure survey
Spain” (SP) 1980/81 Household income and expenditure survey

E. OECD Nations Not Mentioned in the Study

Denmark® na
Greece® na
Iceland' na
Turkey?® 1987

“All OECD nations who are part of the LIS project participated in this report.

®Finland joined LIS subsequent to the preparation of this report. For purposes of the report, however, Finland
and New Zealand's statistical offices prepared fairly complete data.

“Japan's statistical officials provided minimal cooperation which was insufficient to directly include them in

this study.

dSpain and Portugal participated via the work of academics in each nation. Since the resulting data analyses
were not taken from official sources they were included as other country studies and appear only summarily in
this paper. Both nations are in the process of joining LIS.
*Greece and Denmark's statistical offices did not provide any data. Denmark has since joined L1S.
"Iceland has no data on income distribution.
gTurkey was judged to be too dissimilar from other nations to be considered as part of this study.
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Endnotes

For discussion of the problems of comparability across countries, see, among others,
Lydall (1979); van Ginneken and Park (1984); and Atkinson, Smeeding, and Rainwater
(1994); Buhmann et al. (1988); Smeeding, Rainwater, and O’Higgins (1990). The issue
of international standards for income distribution studies is also being addressed by the
Luxembourg Income Study Project.

When dealing with primary and market incomes, we concentrate on the incomes of those
individuals living in households with non-zero primary incomes, and no adjustments for
family size are made. However, our comparisons of income distribution, and of the effect
of taxes and transfers on inequality and particularly low incomes, use equivalence scales
to adjust families for differences in economic need as reflected by family size. See also
Buhmann et al. (1988).

The synthetic estimate in the United Kingdom is that usually known as the “Blue Book”
estimate, which combines information from the tax records with household survey data
and other information.

In the case of the United States, for example, Sawyer describes how he used the Current
Population Survey published tables:
“the income accruing to each income class is not reported and has been estimated by
logarithmic interpolation. The post-tax income distribution has been estimated by
applying the average tax rates by income class reported in Statistical Abstract of the
United States and the social security contribution rates in force at the time” (1976,
p- 32).

Synthetic data may well give a more accurate picture of the distribution; they are not,
however, typically available as micro-data. It should also be noted that Canadian and
United States LIS-based estimates are based, respectively, on 25 and 20 percent
subsamples of the original surveys.

For example the after-tax data for Australia, New Zealand, and the United States used
below are obtained using a tax imputation model at the level of the individual household
to estimate direct taxes.

As it is put by the United States Bureau of the Census: “Deriving independent estimates
of aggregate income for purposes of evaluating the survey data is difficult. The survey
and administrative sources use different definitions, cover different universes, and are
based on concepts that are not exactly the same. Therefore, adjustments to the
administrative sources must be made to help correct for these inconsistencies and arrive
at a valid independent estimate that can be used to make fair and accurate estimates of
the quality of the survey estimates” (U.S. Bureau of the Census, 1991, p. 215).

The minor exception is that we have included New Zealand in some cases and included
or excluded Austria in others. The New Zealand CSO provided sufficiently detailed data
as to be included in most comparisons, though not for summary inequality measures such
as the Gini. The Austrian dataset excludes the self-employed. However, comparisons
with other LIS nations where self-employment income is excluded have led us to
conclude that this feature of their database poses no serious problems for some income
measures. See note 12, following. Finland, which was not a member of LIS at the time
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this study was completed, has now joined the LIS project. Denmark, Portugal and Spain
have also now joined LIS.

9. Were we to add Portugal (1989/90) and Spain (1990/91), they would have percentile
ratios (Pyy/P,,) of 4.16 and 4.38 with Py values of 4.16 and 4.38 respectively, thus placing
them between Canada, Italy, and Ireland/United States.

10. They are, however, used in international comparisons, such as that of van Ginneken and
Park (1984). Sawyer discusses the per capita distribution, but his table (1976, Table 7)
is a mixture of pre-tax and post-tax data.

11.  The change in ranking for Sweden is most likely due to their unit definition (nuclear
families, or immediate family excluding persons aged 18 and over who are treated as
single-person families), which is more narrow than that used in other countries.

12. Austria is missing because while excluding self-employment income has little effect on
percentile points, it does have a large effect on cumulative income shares, as can be seen
by comparing the estimates below to those in Table 3.

Disposable Income (Excluding Self-Employment Income) Per Equivalent Adult

Austria 1987 4.1 101 17.2 254 344 442 548 672 B8l.1 918
France 1984 34 91 156 229 313 406 511 633 779 911
Germany (West) 1984 4.1 99 168 247 335 432 541 664 805 917
Italy 1986 33 84 146 217 302 396 505 632 783 909
Sweden 1987 35 9.8 174 258 352 454 565 686 822 923

United Kingdom 1986 29 8.1 141 21.2 294 388 498 625 779 909
United States 1986 2.0 58 113 181 263 359 472 604 765 902

Source: Atkinson, Rainwater, and Smeeding, 1995, Table 4.3.

13. It would clearly be possible to calculate the sampling errors associated with the Lorenz
curve, and require that one curve be significantly different from another at a specified
level of confidence. However, this focuses on sampling error to the exclusion of other,
non-sampling, error, which may be quantitatively more important.

14.  The Ginis reported by Portuguese and Spanish researchers are 31.0 and 32.1 respectively,
indicating that if they were to be included, they would fall within the estimates given for
Southern Europe of 29 to 32 percent. This is entirely consistent with the results in
Figure 2 and in Tables 2 and 3. The Gini for New Zealand is not available.

15. The available partial (Austria) and unofficial (Portugal and Spain) evidence suggests that
Portugal and Spain would be found somewhere in the southern European grouping, while
Austria would be found closer to the northern European nations, though not at the low
levels found in Finland, Norway, or Sweden.

16.  Recent reviews of the evidence about trends in income inequality in different countries
include Bourguignon and Morrison (1992), Smeeding and Coder (1993), Gottschalk
(1993), Green, Henley, and Tsakalotos (1992), Taylor (1992), Gardiner (1993), Atkinson
(1993), and Gottschalk and Smeeding (1995).

17.  Portuguese evidence (Rodrigues, 1993) indicates that the comparable percentile ratio fell
in Portugal as well.
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France, ltaly, Belgium, and Luxembourg only collect their data on an after-tax basis and
hence can only be included in these comparisons on that basis.

In France there are no data on employee social security payments, which are large, so
results were not presented for France.

Steps have been taken in this direction in the literature on computable general
equilibrium models. See, for example, Bourguignon et al. (1989), and Robinson (1991).

Data from the 1970s are available for five nations: Canada, Sweden, the United
Kingdom, the United States, and West Germany.
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