Introduction

Janet C. Gornick and Markus [intti

Few social and cconomic conditions arc more compelling or more vexing
than incquality. For many, concerns about incquality are largely instrumen-
tal. Their uncasc is focused not on incquality per sc but on the possibility
that incquality may have troublesome social, cconomic, and political con-
scquences. For others, the presence of high or increasing levels of incquality
raiscs concerns about cquity and justice. These concerns, in turn, prompt
questions about whether (or to what extent) public and private institutions
function cquitably with regard to opportunitics, outcomes, or both.

Incquality has long attracted the attention of comparative scholars, cs-
pecially those interested in studying variation across relatively similar coun-
trics. Cross-country comparisons provide a fruitful approach for incquality
scholarship, largely because inequality itsclf varies sharply across countrics,
cven among countrics at similar levels of cconomic development. In addi-
tion, many of the institutions widely understood to influence incquality
also vary cross-nationally, as do several of the problematic consequences
that have been linked to incquality. For these reasons, cross-national com-
parisons offcr a natural framework for incquality rescarch.

This book presents incquality rescarch carried out by 17 established
rescarchers (or rescarch tecams), cach of which address a different facet
of incquality. The collection has several unique features. First, all of the
chapters are focused specifically on income incquality. Sccond, nearly all
of the included studics usc cross-national rescarch designs; the compara-
tive chaptcrs arc complcmcn‘ccd b}' four casc studies sclected to build upon

the explicitly comparative chapters. Third, most of the chapters integrate
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into their inequality analyses an asscssment of the status of the middle
class, in most cascs defined in relation to the income distribution. As we
arguc below, many incquality scholars have long focused on poverty, and
recently several have assessed the top of the income distribution; empirical
studics that integrate questions about incquality with analyses focused on
the middle of the income distribution have been remarkably few and far
between.

Fourth and finally, all of the chapters usc microdata that arc avail-
able—or will be available—through LIS {formerly known as the Luxem-
bourg Income Study), a longstanding archive that provides rescarchers with
cross-nationally harmonized income and wealth microdata, mostly from
high-income countrics. As we describe in more detail below, the usc of a
common data source provides the methodological backbone of this bool,
as it maximizes the usc of common concepts as well as definitional and
mcasurcment practices. It also imposcs a degree of both geographic and
temporal consistency. The 12 cross-national studics (Chapters 1-12) usc
data drawn from a common group of 28 countrics included in the income
and/or wealth databases made available through LIS, and they all focus on
the time period from about 1980 to about 2004.

While the common usc of the LIS data has numerous conceptual and
mcthodological advantages, it also has at lcast two disadvantages. Onc is
that this collection is limited almost entircly to assessments of high-income
countrics (as we discuss in detail later in this Introduction). The other is
that the time period covered in the harmonized LIS data ends before the
start of the global financial crisis that has, not surprisingly, raised a host
of new questions about cconomic well-being across the atfected countrics.
(The reality of data archives such as LIS that harmonizc data ex post from
a large number of countries is that a lag time of five to scven years is stan-
dard.) In this sensc, these chapters might be considered as a bascline study
that could catalyze a follow-up in a fow years.

In the next scction, we introduce the focal concept that underlics this
book: income incquality. We next offer a bricf overview of prior rescarch,
discuss mecasurcment and mcthodological issucs, and present cmpirical
snapshots based on the harmonized LIS data. We then introduce the five
substantive parts of the bool, providing highlights from cach chapter. In
the Conclusion, we offer a synthesis of findings from across the 17 studies
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INCOME INEQUALITY

Inequality Matters

In her book on changing U.S. income incquality, Rebecca Blank (2011)
identificd several claims, primarily instrumental, that should motivate wide-
sprecad concern about incquality, especially about rising incquality. First,
she argued, rising incquality may indicate declining income, and thus de-
creasing well-being, among individuals and houscholds at the bottom of the
income distribution. Rising incquality, more specifically, might signal rising
poverty ratcs. Poverty, in turn, has demonstrably ncgative conscquences for
individuals, familics, and communitics. (For a comprehensive review of the
multi-faccted effects of poverty, sce the Urban Institute’s “Conscquences of
Poverty” serics.!)

Sccond, Blank argucs, incquality may depress cconomic mobility,
which is gencrally interpreted as a measure of openness and opportunity
in an cconomy. A substantial and growing literature, much of it cross-
national, suggests that high levels of inequality may thwart mobility (scc,
c.g., Bjorklund and Jantti 2009). Focusing on the United States, Blank ob-
scrves that constraints on mobility, in turn, worsen other types of disparitics
as well: “Since a disproportionate share of low-income families arc headed
by pcople of color . . ., children from these familics may facc particularly
reduced cconomic opportunitics in a time of rising incquality, intensifying
racial differences as well” (2011, 5).

Third, incquality might harm cconomic growth, although Blank ac-
knowledges that both the dircction and size of this effect arc in dispute. In-
deed, the claim that high levels of incquality may depress cconomic growth
has been the subject of an cxtensive debate in recent years, but there is
no clear conscnsus about how this cffect operates (sce, c.g., Aghion, Car-
oli, and Garcia-Pefialosa 1999; Forbes 2000; Voitchovsky 2009). Recent
scholarship suggests there is no single answer to this question. Voitchov-
sky (2005), using data from LIS, found that incquality in the upper end
of the distribution increascs growth, whereas incquality in the lower end
is detrimental to growth. This is consistent with the view that the impact
of inequality on growth depends on where in the distribution the inequal-
ity resides. As Bowles and Gintis (1998, 13) aptly observed, the prevailing
vicw is probably best summed by concluding that “under favorable circum-

stances cgalitarian outcomes arc not incompatible with the rapid growth
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of productivity and other valued macrocconomic outcomes™; subsequent
rescarch has not overturned their obscrvation.

And, in fact, cconomic growth and trends in income inequality arc
closely related. Economic growth measures change in aggregate income,
while incquality trends capturc how that growth accrues differentially to
houscholds in different parts of the income distribution. As any change in
aggregate income must, by definition, benefit houscholds somewhere in the
distribution, cconomic growth is cxpected to shift the income distribution.
On the assumption that more income growth is bencficial, one reason to
be concerned with changing patterns of incquality is that they may indicate
differential rates of income growth across the income distribution. If all
houscholds’ incomes increasc at the same pace, then, by definition, incqual-
ity is unchanged. If, on the other hand, incomes grow more rapidly among
the affluent, incquality increases. If incomes grow more rapidly among the
poor, incquality declines. Asscssing incquality trends can illuminate how
cconomic growth is distributed across the income spectrum.

The fourth concern that Blank raised is that incquality may have harm-
ful cffects on political processes. A core valuc in many modern socictics is
that of democracy. What exactly constitutes democracy is subject to intense
debate, but a common interpretation is that all persons should enjoy cqual
political representation. It is, thercfore, worrisome that incquality scems to
adversely affect political participation and the naturc of political decision
making. Whether or not the poor vote may be scen as an exercisc of choice.
But for thosc who hold fundamental democratic values, it is of concern that
when public opinion varics along the income distribution, policy makers
(in the United States, at least) respond much more strongly to views held by
the affluent than by the poor (sec, c.g., Gilens 2005). Bartels (2009) found
that U.S. scnators appear to be more responsive to the views of the affluent
than to thosc of the middle class; the views held by the bottom third of the
income distribution have no apparent cffect on scnators” voting patterns.
Also focused on the U.S. case, Stiglitz (2012, 117) argucs that onc of the
main costs of incquality is that “our democracy is being put at peril.” The
United States’ high level of incquality, Stiglitz concludes, is causing voter
disillusionment, widespread distrust, perceptions of unfairness, and ulti-
mately disenfranchisement.

Other instrumental arguments have received much attention in the lit-

craturc on the adverse conscquences of incquality on non-income outcomes.
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In their popular book The Spirit Level, Wilkinson and Pickett (2009) arguc
that large income disparitics—within a country—have harmful effects on
a multitude of outcomes, including physical and mental health, infant mor-
tality and lifc expectancy, crime and incarceration, and educational perfor-
mance. Rescarch is ongoing on the association between income inequality
and these diverse non-income outcomes. Thus far, there is little consensus
regarding the existence of these cffects and/or the nature of any underlying
causal mechanisms. However, given the high-stakes nature of these claims,
they certainly merit our attention.

Yet another reason that scholars should be interested in incquality is
that many pcople arc themsclves concerned about incquality, so it should be
of concern to thosc who study public opinion and its consequences. McCall
and Kenworthy (2009) presented evidence suggesting that (despite popular
pereeptions to the contrary) Americans do, in fact, carc about incquality
of outcomes. According to McCall and Kenworthy, Americans in substan-
tial numbers belicve that government should address increased inequality,
although not nccessarily through traditional processes of redistribution.
Likewise, cross-national rescarch on attitudes toward incquality also turns
up cvidence that the widely held belicf that Americans are less concerned
with incquality of outcomes than arc citizens in other countrics may not
be truc. Osberg and Smeeding (2006), for cxample, reported that across
27 countrics (including most LIS countrics), a clear majority agreed with
the statement that “income differences arc too large.” While a relatively
small fraction of U.S. respondents indicated that they strongly agreed with
that statement, that fraction was cven lower in Germany and Norway. Os-
berg and Smeeding concluded that citizens in all of the included countrics
sharc a general concern for incquality of outcome, specifically with regard
to income.

Furthermore, concern about income incquality has risen sharply in sev-
cral high-income countrics since late 2011, when social protests focused
on domestic cconomic issucs sprung up in many countrics. In the United
States, thesc protests began in September 2011, when a group of activ-
ists gathered in lower Manhattan and launched the *Occupy Wall Strect™
movement, which quickly spread to other U.S. citics and states. Between
September and November of 2011, referenees to income incquality in the
American national media increased by a factor of five (Byers 2011). Sincc

then, media coverage about inequality and the declining status of the middle
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class has been extensive in the United States and in other countries (sce,
c.g., Giles 2011).

And, of course, there are ample intrinsic reasons to care about inequal-
ity. That said, there is, in fact, no clear line between the instrumental and
the intrinsic, as they inform cach other. Nevertheless, many regard inequal-
ity as inherently undesirable, such that, all elsc cqual, more cquality is pre-
ferred to less. A well-known cxposition of this perspective on cquality is
that outlined in Arthur Okun'’s (1975) classic book Equality and Efficiency:
The Big Tradeoff. To Okun, both equality and cfficiency (the latter mea-
surcd with respect to income levels) are desirable, but the pursuit of greater
cfficicncy comes at the cost of more incquality, so a compromisc must be
sought between the two. Not surprisingly, this assessment—how much
lcaking from the famous lcaky bucket is too much?—can only be scttled on
normative grounds. Traditionally, thosc on the political left tend to place
relatively more weight on the valuc of equality, while those on the political
right favor cfficicncy (and unfettered market outcomes more gencrally).

Indced, not everyone agrees that income incquality should be a matter
for concern. Feldstein (1998) provided one vantage point on why incquality
nced not prompt worry. He argucs that increases in inequality, measured
by (for example) the Gini cocfficient, should not necessarily be interpreted
as problematic. For Feldstein, many who arc concerned with inequality arc
“spitcful cgalitarians™—that is, they regard somconc with unchanged real
income as being worsc off if others expericnec increased income. According
to Feldstein’s view, the only real distributional concern should be poverty,
to the extent that poverty signals absolute deprivation.

Dcbates about relative deprivation are by no means new. The question
as to whether an individual can reasonably fecl relatively deprived has been
cxamined in depth by many scholars, perhaps most prominently by Am-
artya Sen (scc, c.g., Scn 1983). Scn often cites a famous passage from The
Wealth of Nations (Smith 1776/1976) that states that the ability to “appear
in public without shame” required access to quite different goods in, say,
the Roman cmpirc than in the Scotland and England of the late cighteenth
century, and indeed that even Scotland and England were different in this
respect. What counts as making ends mect or having a rcasonable standard
of living can vary significantly both across time and space {on this point, sce
Frank 2007). This linc of thought raiscs challenges to the notion that only
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rcal income levels, or absolute deprivation, matter. Concerns about relative
deprivation require that we pay closc attention to incquality.

Many schools of political philosophy give incquality of resources a
prominent role, although exactly what kind of incquality is thought to be
problematic varies. For example, the so-called Rawlsian position, following
John Rawls’s (1971) Theory of Justice, focuses on the standard of living of
the least well-off (sec Rocmer 1996). Importantly, however, the utilitar-
ian position is that, all clsc equal, more equality is preferred to less. But
all else may not be equal. In the event that more incquality is associated
with greater mean income, the less equal distribution is chosen only if the
adverse distributional conscquences do not outweigh the increasc in mean

income. That is, the utilitarian cthical position is very closc to the view put

forward by Okun.

Measurement of Income and Its Distribution

The chapters in this book mostly rely on a few key income conecepts. The
chapters on employment and gender (Chapters 7-2 in Part IV) rely heav-
ily on labor market carnings, with Chapter 8 augmented by the imputed
value of unpaid work. The chict measure of income in the rest of the book
is houschold disposable income, adjusted for houschold size. {In the LIS
literature, income adjusted for houschold size is generally referred to as
“cquivalized.”) Although the chapters on wealth also draw heavily on the
concept of net worth (which is defined in detail in Chapter 10), when these
authors asscss disparitics, they generally rely on the income distribution.
Only Chapter 5 examines the cffects of redistribution per sc on incquality;
these rescarchers compare incquality in pre-tax, pre-transfer income with

that of post-tax, post—transfcr Income.

Disposable Income Defined. Using the definition that is standard
in the LIS literature, disposable income includes all cash and ncar-cash
carnings, capital income, other private income, public transfers, less direct
taxes. This follows closcly the international standard for the measurement
of disposablec income, with the exception of imputed rents, the most impor-
tant being imputed rents from owner-occupicd housing (Expert Group on
Houschold Income Statistics [The Canberra Group] 2001). (Sce Chapter 12

by Bradbury for more on this.) Other sources of income that may be
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important arc omitted, including non-cash public transfers (in essenee, the
value of public scrvices), non-cash private income (such as the valuc of in-
kind employer-provided bencfits), and unrealized capital gains.

As Atkinson (1997a, 2003) has pointed out, while the income defini-
tion used in this book is a common one, other quite rcasonable definitions
arc possible because money income is obviously only a partial measure of
cconomic well-being. On the other hand, Atkinson (2003) also obscrved
that the distribution of disposable income can be relicd on as a gauge on in-
cquality bascd on the revealed prcfcrcncc of governments, which frcqucntly
rely on disposable income when producing public incquality statistics.

The casc can be made for studying consumption rather than income.
The chicf difference between houschold consumption and houschold in-
come consists of savings and the consumption valuc of durables. While it
is possible that both cross-country variation and within-country changes
in the incquality of consumption arc different from thosc for income, no
broadly comparable databasc of houschold consumption cxists. However,
in Chapter 12, Bradbury uscs Luxembourg Wealth Study (LWS) data to
cxamine how inclusion of housing expenditure changes our assessment of
the living standards of the clderly. Furthermore, in Chapter 16, Vanneman
and Dubey comparc incquality results based on consumption versus income,

as do Leibbrandt, Finn, and Woolard in Chapter 17.

The Equal-Sharing Assumption. Most income distribution statistics
assumc, for lack of better information, that all houschold members share
the same standard of living (Jenkins and O’Leary 1998). Most of the chap-
ters make that assumption, as do we in the empirical work presented later
in this Introduction. Howcever, Chapters 7 to 9 do address how inequality

is affected by differences in spouscs’ labor market carnings.

Inequality in an Annual Cross Section Compared with Multi-Year In-
come. We also rcly on annual rather than the more long-run measurcs of
income that many cconomists would arguc arc more rclevant for gauging
well-being (sec Burlchauser and Couch 2009). Becausc incomes tend to fluc-
tuate from year to year, the distribution of annual income tends to overstate
incquality in permanent income, which is arguably a more reliable or stable
mcasurc of individual well-being. Morcover, inequality of annual income
may increasc over time becausc transitory shocks arc increasing across time

rather than becausc incquality of permancnt income is rising. Likewisc,
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differences across countrics may be driven by differences in transitory
shocks rather than in permancent income.

When it comes to cross-country variation, howcever, the limited
cvidence that is available on this scorc suggests that country incquality
rankings—that is, cross-country variation in levels of incquality—are
largely unaffected by extending the measurement period of income from
onc to multiple years (Burkhauser and Poupore 1997; Aaberge ct al. 2002).
It is possible that changes in incquality arc driven, to different degrees, by
transitory or permancnt variation. While there are some cross-nationally
comparable data that allow the cxamination of longitudinal income in-
cquality, they do not allow for as broad a range of countrics to be examined
as arc cxamined in this book. Using longitudinal data for Germany, the
United Kingdom, and the United States, however, Daly and Valletta (2008)
found that changes in transitory carnings did not account for the trend
in carnings incquality in these three countrics in the 1990s. The varianec
of annual (age-adjusted, logged) carnings followed roughly the same pat-
tern as do their estimates of permanent carnings incquality, at lecast among

prime-aged male houschold heads.

The Definition of the Middle Class. Many of the chapters in this book
concentrate on the middle class. But what exactly is mcant by the “middlc
class™? There is no conscnsus on the definition of the middle class, even
within disciplinary traditions. Sociologists typically invoke definitions that
cxtend beyond income measurces, often incorporating educational attain-
ment and/or occupational characteristics, with the overarching aim of cap-
turing power rclations. Economists more often identify the middle class
with respect to the income distribution (especially in high-income countrics)
or vis-a-vis the consumption distribution (typically in lower-income coun-
trics). The authors in this book have taken this morc cconomic approach,
defining the middle class, specifically, relative to cach country’s income
distribution.? As a result, what we (and many of the authors) refer to as
the “middle class” might more accurately be described as those houscholds
that fall in the “middle®—that is, in the middle of the income distribution.
Nevertheless, throughout this book, the terms middle and middle class arc
uscd interchangeably.

The rcliance on income-based definitions has two advantages in the

context of this book. First, thc common data source—the LIS and LWS
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Databases (discussed in the next scction)—are most suited to this approach
becausc the income data arc extremely detailed, as well as highly stan-
dardized, across countrics. Constructing cross-nationally comparable mea-
surcs of cducation and occupation is much more difficult in the LIS/LWS
data and, in fact, in all cross-country databascs. Sccond, using this clearly
quantifiable income-based framework cnables a high level of comparability
across the chapters.

Furthermore, within this income-based framework, the authors gencr-
ally approach dcfining the middle class in onc (or both) of two ways, both
of which arc common in the relatively limited comparative literature on the
middle class (for a review, sce Pressman 2007). Onc approach identifics a
portion of the distribution, generally by defining specific decile groups as
the middle class.? Several chapters usc this strategy, in most cases defining
the middle class as thosc houscholds with income between the 20th and
80th percentiles—in other words, “the middle 60.” A sccond approach cs-
tablishes an interval defined by percentages of median houschold income.
Several chapters use that method, most often defining the middle class as
thosc houscholds with income between 75 and 125 pereent of the national
median*—although some drew different intervals. For example, Frick and
Grablka (Chapter 13) chose 70 to 150 percent (further disaggregating into
lower-middle, middle-middle, and upper-middlc), and Chauvel {Chapter 4],
using a similar framework, sclected 75 to 250 percent and also disaggre-
gated the middle class into subgroups. Olafsson and Kristjinsson (Chap-
ter 15) sclected 75 to 150 percent when studying Iceland, while Vanneman
and Dubey (Chapter 16) used 50 to 200 percent in their study of India
(where the distribution is especially skewed).

Thesc two approaches, of course, cnable different questions to be an-
swered. Both approaches allow rescarchers to comparc characteristics of the
middle class (c.g., absolute income levels, intra-houschold carnings ratios,
wealth holdings, political behavior) across countrics, time periods, and/or
income dcfinitions. The latter approach also cnables analysts to compare
the size of the middle class, likewisc across countrics, time periods, and/or

income definitions. Both scts of questions are raised in this book.

The Global Distribution of Income. What is the appropriatc geo-
graphical unit for studying incquality? All of the chapters focus on dis-

tributions within countrics (or, in the casc of the chapter on India, within
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sub-national units). In recent years, there has been a vigorous debate about
what has been happening to the world distribution of income—that is, the
distribution among all persons in the world (sce, c.g., Bourguignon and
Morrisson 2002; Milanovic 2007). While that debate has yiclded valuable
insights, in our view, studics on levels and/or trends in cconomic well-being
within countrics—such as we present in this boolk—arc warranted for sev-
cral reasons. In particular, while cconomics have become increasingly in-
tegrated and interdependent, most cconomic and social policy making still
operates at the national (or sub-national) level. Morcover, even if onc were
to focus on the world income distribution, the central building block for
understanding that consists of the distribution within individual countrics.

While the analysis of the distribution of income among all persons in the
world has considerable merit—ecvery person’s well-being should, after all,
matter cqually—the examination of income distributions within individual
countrics is clearly meaningful as well. One reason is that data sources are,
almost without exception, national (at lcast originally), so data definitions
and concepts arc much morc uniform within countrics. But importantly,
there arc relatively few possibilities for, say, UK policymakers to affect the
distribution of income in, say, India, although they have a rcasonable likeli-
hood of influencing the UK distribution of income. In other words, because
policy making is mostly nationally based, it surcly makes sensc to examine
the distribution of cconomic well-being nationally as well.

Dowrick and Akmal (2005) asscssed both inter-country incquality (the
incquality of mecan income across countrics) and global incquality, high-
lighting problems associated with comparing rcal incomes across countrics.
Critiquing both thosc who usc standard estimates of purchasing power par-
ity (PPP)-adjusted cxchange rates and current cxchange rates, their csti-
mates do suggest a moderate increasc in global incquality between 1980

and 1993.

KEY ELEMENTS OF THE BOOK: A SHARED FEAMEWORK
AND THE USE OF COMMON DATA

We commissioned the 17 studies that are presented in this book. When we
did, we imposed four core requirements. First, a central component of cach
study had to be income, carnings, and/or wealth incquality—across house-

holds, within houschalds, or both. We urged the authors focused on income
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incquality to emphasize comprchensive measures of income, especially post-
tax and post-transfer (disposable) income (sce Chapters 1 to 4). We engaged
two scts of authors to asscss interactions between income inequality and
political outcomes (scc Chapters 5 and 6). We invited the authors of three
of the commissioned chapters to extend their analyses to gender disparitics
in employment outcomes and specifically to assess the interplay between
gender disparitics and income inequality more generally (sce Chapters 7 to
9). We asked four rescarchers (or rescarch tcams) to focus their incquality
analyses on wealth (sce Chapters 10 to 13). Finally, we invited four chapters
focused on country cascs (Chapters 14 to 17), which we introduce below.

Sccond, the empirical component of cach study had to be cross-national
in design. Exccptions to this requirement were made for one of the wealth
studics (scc Chapter 13, which used single-country data to asscss a question
that has clear implications for cross-national wealth comparisons) and the
four single-country studics that closc this book. (We return to these below.)

Third, we asked several of the rescarchers to include within their in-
cquality analyscs some asscssment of the middle class. While we did not
imposc a single definition of the middle class, we encouraged authors to
define this group with respect to the income distribution.

Finally, we required that the rescarchers draw heavily on microdata
that arc available—or will be available—through LIS, a data archive that
provides cross-nationally harmonized income and wealth microdata. We
invited the contributors to supplement their usc of the LIS data with other
datascts as well, including cither macro-level data or other microdata, pro-
vided that they drew mainly on LIS data to analyze incquality levels and
trends and/or to definc and assess the status of the middle class.

We imposed the usc of this common data source to maximize (across
the chapters) conceptual commonality, empirical comparability, and geo-
graphic and temporal consistency. Relying on LIS data allowed all of these
authors to asscss incquality with respect to a shared set of income, employ-
ment, and wealth concepts. The usc of the harmonized LIS data ensured a
high degree of comparability in the contents of key variables, across coun-
trics and time periods. Furthermore, the common use of L1S data also en-
hanced consistency across the chapters in the sclection of both countrics
included and time periods studicd.

LIS (the institution) is home to two microdatabascs: the Luxembourg

Income Study Database (also known as LIS) and the Luxembourg Wealth
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Study Database (known as LWS).” (Detailed information is available from
http:/fwww.lisdatacenter.org.) These two databascs contain microdata
from scveral high- and middle-income countries. The LIS staff gathers
datascts and harmonizes thcrn._, CX post, into a common tcmplatc; that
mcans thcy construct a common sct of variables and a standard sct of rules
that determine the placement and treatment of variables from the original
datascts. The LIS staff also makes available an extensive cataloguc of docu-
mentation that provides information on the scope of the datascts included
in the databases, characteristics of the original surveys, the rules of vari-
able construction, variable availability (across datascts), and featurcs of the
institutions that correspond to the tax and transfer variables.

The LIS Database contains harmonized microdata from a large num-
ber of mostly high-income countrics. The LIS datascts contain variables
on market income, public transfers and taxcs, houschold- and person-level
characteristics, labor market outcomes, and, in some datasets, expendi-
turcs. The LIS Database currently includes harmonized microdata from
39 countrics: 23 Europcan countrics; the United States, Canada, and
Australia; Isracl and Russia; South Korca and Taiwan; 6 Latin American
countrics (Brazil, Colombia, Guatemala, Mexico, Peru, and Uruguay); and
China, India, and South Africa. These data currently span nine time points:
(approximately) 1970-1975, 1980, 1985, 1990, 1995, 2000, 2004, 2007,
and 2010. (As this book gocs to press, some additional LIS microdatascts
corresponding to 2007 and 2010 have become available.) Over-time data
arc not available for all of the countrics included in LIS, because newly par-
ticipating countrics typically provide data from only the most recent time
point. When data arc available over time, they arc available in the form of
rcpcatcd cross scctlons.

The LWS Database, a new companion to the LIS Database, contains
harmonized microdata from several high-income countrics. The LWS data-
scts include variables on asscts and debt, market and government income,
houschold charactcristics, labor market outcomes, :Lnd._, in somc datascts,
cxpenditures and behavioral indicators. The LWS Database currently in-
cludes harmonized microdata from 12 countries: 9 Europcan countrics
(Austria, Cyprus, Finland, Germany, Italy, Luxembourg, Norway, Sweden,
and the United Kingdom), plus Japan, Canada, and the United States. These
LWS datascts corrcspond (variously) to ycars between 1994 and 2006.
As with the LIS Database, over-time data arc not available for all of the
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participating countrics, and, when available, the data take the form of re-
peated cross scctions. (Sec the Appendix to this Introduction, Table Al,
for a complete list of countrics currently included in the LIS and LWS
Databases, with the standardized two-letter abbreviations that arc used

throughout this book.)

LI1S—Expanding Horizons

LIS has traditionally concentrated its data work on high-income countrics.
According to the World Bank’s country classification system (based on per
capita income), of the 39 countrics currently in the LIS Database, 28 arc
high-income and 11 arc middle-income countrics. Those 11 countries in-
clude 6 from Latin America, as well as China, India, Romania, Russia, and
South Africa. The LWS datascts arc entircly from high-income countrics.
A current priority at LIS is adding a substantial number of microdatascts
from middle-income countries—first to LIS and cventually to LWS as well.
At press time, that cffort is well underway.

The chapters address incquality almost entirely in high-income coun-
trics. The 12 comparative chapters (Chapters 1 to 12) utilize datasets from
high-income countrics, with only two cxceptions: onc chapter includes
Mexico and onc includes Russia. This is simply becausc this group of
commissioned authors started their work before a recent spate of middle-
incomc datascts (from Latin America, and India and South Africa, thus far)
was added to the LIS data archive.

Finally, among the 17 commissioned chapters arc 4 (sec Part VI) that
asscss incquality in sclected countrics for which microdata had not yet been
added to the LIS Database when the chapters were commissioned. These
countrics include Japan (Chapter 14), Iecland (Chapter 15), India (Chap-
ter 16), and South Africa (Chapter 17). We sclected these four countrics
for specific rcasons. We asked rescarchers using datascts from Japan and
Iccland, both high-income countrics, to prepare studics based on them, as
they represent two substantively unique and interesting cascs with respect
to income distribution. In both of these chapters, the authors (using single-
country datascts) include some results from after the global financial crisis.
We also invited chapters focused on two of the incoming middle-income
countrics: India and South Africa. These two arc included because, like
Japan and lccland, there is widespread interest in their income distribu-

tions, cspecially because rapid change is underway. When this book gocs
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to press, India and South Africa will also be included in the LIS Database,

and income datascts from Japan and lecland arc in the pipeline and will be

addcd s500n.

INCOME INEQUALITY IN CROSS-NATIONAL
PERSPECTIVE: A LOOK AT LEVELS AND TRENDS

The Literature

There is a vast and growing litcrature that documents cross-country varia-
tion in income incquality, as well as trends, much of it using the LIS micro-
data. The contributions of LIS-bascd analyscs were summarized by Forster
and Vleminckx (2004). Rescarch based on LIS data has the advantage of
using data that have been harmonized in multiple ways—for example, all
L1S data have been annualized, and standardized income aggregates have
been constructed and made available. Other decisions arc left to rescarch-
crs, but the data allow them to implement common practices across the
countrics included in their analyses, such as the method for adjusting for
houschold sizc (i.c., the choice of cquivalence scale) or, say, how to treat
negative or Zero INCOMES.

In their groundbreaking report prepared for the OECD, Atkinson,
Rainwater, and Smeeding (1995) used the LIS data from the middle 1980s
to cstablish the first widely accepted cross-country rankings of incquality
across high-income countrics. Using Gini cocfficients to mcasure incqual-
ity, they found that the Nordic countrics had the lcast incquality, followed
by continental Europecan countrics, Canada, Australia, and the southern
Europcan countrics, with the United States having the highest (Atkinson
ct al. 1995).

Many rescarchers have used the LIS data to cxamine and cxplain
incquality levels and changes. Most recently, Immervoll and Richardson
(2011) asscss whether, and to what extent, government redistributive poli-
cics slowed or accelerated the trend toward greater income inequality over
the last two to threc decades. Wang and Caminada (20011) analyzed income
incquality and the redistributive effect of social transfers; using a simula-
tion approach, they decomposed income incquality into income tax and
transfer sources. Grimm and colleagues (2009) examined how indices of
human development vary across the income distribution. Cowell and Fiorio

(2009) developed decomposition techniques to assess changes in incquality
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in the United States and Finland. Scholtz (2008) analyzed whether inequal-
ity change between 1985 and 2005 took place near the bottom or top of the
distribution. Orgiazzi, Breen, and Garcia-Penalosa (2008) examined which
income sourccs accounted for cross-country variation in levels and trends
in incquality. Mohl and Pamp (2008) asscssed links between inequality and
redistributive spending, while Checchi and Garcia-Peralosa (2008) studicd
links between labor market institutions and income incquality.

While inequality increased in many (but not all) OECD countrics in
the late 1990s and carly 2000s, the broad pattern of cross-country varia-
tion identificd by Atkinson and collcagucs (1995) and again by Forster and
Vleminckx (2004) remains in place (OECD 2008). The focus of much of the
rescarch on cross-national variation in incquality has been on examining
and accounting for changes in income incquality (scc, c.g., Atkinson 2003;
OECD 2008, 2011a; McCall and Perchesk: 2010). Accounts of the factors
underlying changes in income inequality have focused mainly on develop-
ments that shift the distribution of labor market income, demographic fac-
tors (cspecially thosc that affect the sorting of persons with different carnings
capacity into different family types), and changes to taxcs and transfers.®

Many incquality scholars (mostly using data from sources other than
LIS) have focused their analyses on specific regions. Gasparini and Lustig
(2011) rcported that income incquality actually declined in most Latin
American countrics in the 2000s, after having risen carlicr. Surveying in-
cquality changes in central and castern Europe, Heyns (2005) observed that
while most of these former state socialist countries experienced increases
in overall inequality, the timing, sizc, and naturc of thosc increascs varied
substantially.

Arguably, most asscssments of inequality trends in high-income coun-
trics have focused on the cffect of changes in labor markcts—importantly,
technological shifts, increased international trade, and changes in institu-
tions affccting wage sctting. The three explanations need not be mutually
cxclusive, and, indeed, Atkinson (1997b, 1999, 2003) has madec the casc
that nonc of them alone can account for the obscrved trends in carnings in-
cquality. For example, whilc increased international trade—globalization—
is often thought to account for changes in carnings distributions, Atkinson
ﬂl‘gucd that the obscrved pattcrns cannot casily be accounted for within a

standard cconomic model of international trade—that is, the Hecksher-

Olin model.
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MecCall and Percheski (2010) reviewed cvidence of how changes in
family structurc and in marricd women’s labor supply (mostly in the U.S.
context) have affected income incquality. While the evidence is not clear-
cut, it docs appear that decrecases in marricd-couple familics have tended
to increasc inequality, while changes in women’s employment bchaviors
and carnings have tended to decreasc incquality. Whether or not marital
homogamy (i.c., within-couple similaritics) increases or decreases income
incquality remains open to debate, and, to the best of our knowledge, little
is known about how the pure cffect of homogamy varics cross-nationally.

Incomes at the very top of the distribution have been increasing in many
countrics, somcthing obscrved first in the United States (Piketty and Sacz
2003), and later in many other countrics as well (Atkinson and Piketty
2007, 2010). As suggested by McCall and Percheski (2010}, explanations
for the cvolution of incomes at the very top should focus on different fac-
tors than those that account for overall incquality. In particular, changes in
compensation practices for top privatc-scctor officials and the market for
top-cnd jobs arc a common focus in this litcrature.

Furthermore, labor market income can be, and most likely is, affected
by changes in capital markets. Atkinson (1997a) reported that the interest
ratc can affect the skill premium, which affects both the wage differential
among persons with different educational qualifications and how the sup-
ply of skills rcacts to changes in demand. In particular, the premium to
higher education increases when real interest rates incrcase. Compensation
of top private-scctor officials may depend on returns in the financial scc-
tor as well as, for example, differential tax treatment of different types of
compensation.

Mahler (2004) found that the cvidence that suggests large incquality
cffects from globalization tends to be weak, a finding that is supported
by Roine, Vlachos, and Waldenstrém (2009). Gustafsson and Johansson
(1999}, on the other hand, do find some support for the view that imports
of manufactured goods arc associated with greater inequality.

Public policy can both countecract and reinforce changes in incqual-
ity that stem from the market. For example, progressive income taxes can
dampen the cffects of increased carnings inequality. Rules that lead capital
incomes to be taxed at lower rates than labor carnings again provide incen-
tives to convert cxccutive compensation into capital income (rather than

labor income) and will thus lead to greater incquality.



