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// Why do we care about inequality?

Three major OECD studies since 2008:

e . Inlt Together
Growing Unequal? >> E'::Ld""d w;:::gi // Why Less Inequality Benefits Al
INCOME DISTRIBUTION

AND POVERTY IN OECD COUNTRIES

Mehr Ungleichheit
trotz Wachstum?




Large country differences in levels of
income inequality
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Source: : OECD (2015), “In It Together”, http://www.oecd.org/social/in-it-together-why-less-inequality-benefits-all-9789264235120-en.htm;
OECD Income Distribution Database (www.oecd.org/social/income-distribution-database.htm),

Note: the Gini coefficient ranges from 0 (perfect equality) to 1 (perfect inequality). Income refers to cash disposable income adjusted for
household size. Data refer to 2013 or latest year available.



http://www.oecd.org/social/in-it-together-why-less-inequality-benefits-all-9789264235120-en.htm
http://www.oecd.org/social/income-distribution-database.htm

It is not just about income:
// Wealth is much more unequally distributed

Share of income and wealth going to different parts
of the income and wealth distribution, respectively, around 2013
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income  wealth | income wealth income  wealth
top 10% 25% 50% 29% 76% 22% 02%
next richest 530% 55% A7% 55% 24% 55% 37%
bottom 40% 20% 3% 16% 0% 23% 1%

Source: OECD (2015), “In It Together”, http://www.oecd.org/social/in-it-together-why-less-inequality-benefits-all-9789264235120-en.htm .

OECD wealth questionnaire and ECB-HFCS survey and OECD Income Distribution Database (www.oecd.org/social/inequality.htm
Note: Income refers to disposable household income, corrected for household size. Wealth refers to net household wealth.



http://www.oecd.org/social/in-it-together-why-less-inequality-benefits-all-9789264235120-en.htm
http://www.oecd.org/social/inequality.htm

\\ Over the long run, income inequality increased
// in a large majority of OECD countries

e The gap between rich and poor is at its highest level
since thirty/forty years

e The richest 10% earn close to 10 times more than the
poorest 10%

* This is up from a ratios of:
— 7:1(1980s);
— 8:1(1990s):
— 9:1 (early 2000s)

* Inequality increased in good times, and it increased in
bad times

* Inequality increased in egalitarian and less egalitarian
countries alike



Rather than continuous long-term trends,
“waves” /“episodes” of inequality increases

Long-term trends in inequality of disposable income (Gini coefficient)
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Source: OECD (2015), “In It Together”, http://www.oecd.org/social/in-it-together-why-less-inequality-benefits-all-
9789264235120-en.htm OECD Income Distribution Database, www.oecd.org/social/income-distribution-database.htm.
Note: Income refers to disposable income adjusted for household size.



http://www.oecd.org/social/in-it-together-why-less-inequality-benefits-all-9789264235120-en.htm
http://www.oecd.org/social/in-it-together-why-less-inequality-benefits-all-9789264235120-en.htm
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\\ New employment patterns contributed
// to inequality

 Non-standard work arrangements increased

 Those provide less job quality:

— hourly wages;

— job security;

— training;

— job strain;

— social protection

e “Stepping-stone” effects do exist, but mostly for
prime-age and older workers;

e ..and the household constellation matters




..., and redistribution became weaker in most
// countries until the onset of the crisis

Trends in market income inequality reduction, working age population
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Source: OECD Income Distribution Database, www.oecd.org/social/income-distribution-database.htm
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\\ Why do we care about high and rising
// inequalities?

e Social concerns
e Political concerns
e FEthical concerns

e Economic concerns: does inequality affect growth?
A long-standing, controversial debate:

- Inequality might increase growth (incentives !)
_ Inequality might decrease growth (missed opportunities !)



Vorführender
Präsentationsnotizen
COMMENT:
The two views have opposing implications for policy/redistribution:
INCENTIVES: Lowering inequality distorts incentives to work, save and invest → bad for growth
	Equity – Efficiency trade-off (Okun 1975)
OPPORTUNITIES: Lowering inequality generates investment opportunities (by the poor)→ good for growth
	Inequality and financial market imperfections (Loury, 1981; Galor-Zeira, 1994)
*******************************
NOTE: In which sense we speak of intermediate mechanisms?

On 1.: Both exercises can be read as inspecting whether INCENTIVES or OPPORTUNITIES  forces prevail
(as mentioned) they have opposite implication for the sign of redistributive policies
(as argued by many) bottom inequality speaks to “inequality of opportunities”, while top inequality proxies “incentives” in the economy

On 2.: Again, OPPORTUNITIES  argument imply inequality lowers human capital accumulation of (in particular) the poor/disadvantaged individuals. INCENTIVES views suggest inequality (especially if driven by the SKILL wage premium) should in general encourage HC accumulation.
*******************************
(ADDITIONAL MATERIAL) SURVEY OF EMPIRICAL RESULTS:

Large literature started in 1990s. Mostly focused on reduced-form regressions of growth on a measure of inequality (Gini)

Largely inconclusive as to the sign and strength of the link

Several explanations proposed:
Data quality and their coverage 
Estimation approaches and inequality indicators


Inequality and growth: main findings
// from the recent OECD study

Higher income inequality lowers economic growth
in the long-term

O Increasing income inequality by 1 Gini point lowers the
growth rate of GDP per capita by ~0.12 %-points per year

This is driven by disparities at the lower end of the

distribution, incl. lower middle classes, not just the
poor

Redistribution through taxes and transfers has not
led to bad growth outcomes



Vorführender
Präsentationsnotizen
REGRESSION SPECIFICATION DETAILS
The empirical equation estimates growth as a linear function of initial inequality, income, human and physical capital. The equation is estimated using unbalanced panel of 5-year growth spells of per capita GDP (~1980-2010) and takes the form:  
 𝑙𝑛𝑦 𝑖,𝑡 − 𝑙𝑛𝑦 𝑖,𝑡−1 =𝛼𝑙𝑛 𝑦 𝑖,𝑡−1 + 𝑋 𝑖,𝑡−1 𝛽+𝛾 𝐼𝑛𝑒𝑞 𝑖,𝑡−1 + 𝜇 𝑖 + 𝜇 𝑡 + 𝜖 𝑖,𝑡  (1)
where i denotes a particular country and (t, t-1) is a time interval of 5 years. The variable lny is the log of real GDP per capita so that the left-hand side of equation (1) approximates 5-year growth in a country. On the left hand-side, Ineq is a summary measure of inequality (typically, the Gini index); per capita GDP (yt-1) is the standard control for convergence, and the vector X contains a minimum set of controls for human and physical capital. Using panel data allows accounting for country (and time) fixed effects (i and t). The country dummies are included to control for time-invariant omitted-variable bias, and the period dummies are included to control for global shocks, which might affect aggregate growth in any period but are not otherwise captured by the explanatory variables.

System GMM estimation (Blundell&Bond) as opposed to OLS or the Least Square Dummy Variable estimators. “System GMM” exploits variation in inequality both between- and within-country (over time). Hence, it exploits the largest source of variation in inequality (i.e. across countries) while accounting for other potentially relevant country-specific explanatory factors. GMM allow taking into account the estimation issues arising due to the presence of a lagged dependent variable (lnyi,t-1), the so-called “Nickell-bias”. 
 More generally, the GMM approach exploits a set of internal instruments, built from past observations of the instrumented variables (as inequality), providing several tests for the validity of such instruments. (These tests include the Arellano-Bond test of autocorrelation in the residuals (which would invalidate the use of lagged levels of potentially endogenous variables as instrument for their first differences.) 
SYS GMM have been used in several contemporaneous empirical analyses of the inequality growth nexus (e.g. Ostry et al., 2014; Halter et al. 2014). .	

DATA DETAILS
OECD Income distribution data (+ LIS)
“Gross” and “Net” inequality (Gini) indexes
 Proxy for redistribution as Redist=Gross Ineq.- Net Ineq.
Income by decile → Measure top and bottom inequality


The role of inequality and family background for
// formal education

Inequality lowers the probability of tertiary education,
but only among individuals with low parental education ...

Probability of tertiary education
by parental educational background (PEB) and inequality

| ow PEB = Medium PEB —High PEB

‘Parent’s

0,50 .
Boas | income has
%0'40 e become an
Rt T O LR O O A eoeeesss almost perfect
£ 0,30 """ i
§0,25 ': ............................................... predlctor Of
£ 020 [ university
o I e = gccess.’ Piketty,

10 p.485

20 22 24 26 28 30 32 34 36

Source: OECD (2015),
“In It Together”

Increasing inequality by ~10 Gini pts. (Austria-US difference) lowers the probability of
tertiary education of Low PEB individuals by ~6 percentage points

Note: Low PEB: neither parent has attained upper secondary education; Medium PEB: at least one parent has attained secondary and post-
secondary, non-tertiary education; High PEB: at least one parent has attained tertiary education. The bars indicate 95% confidence intervals.

Inequality (Gini coefficient)



// In It Together: Hauptergebnisse

In vielen Landern hat Einkommensungleichheit einen
Rekordwert erreicht

Armere Haushalte bleiben zuriick. Aber es geht nicht nur um
Armut — es geht um die unteren 40 Prozent der Bevolkerung

Atypische Formen der Arbeit haben zu Ungleichheit
beigetragen

Hohe Vermoégenskonzentration beeintrachtigt
Investitionsmaoglichkeiten fur viele

Zunehmende Ungleichheit bremst Wirtschaftswachstum und
hemmt Zukunftschancen fur viele Haushalte

Je mehr und intensiver Frauen am Erwerbsleben teilnehmen,
umso geringer die Einkommensungleichheit



\ PolitikmalRnahmen, um zunehmender
// Ungleichheit entgegen zu treten

Vier Politikbereiche fir ein erfolgreiches Malinahmen-
paket:

e Forderung der Arbeitsmarktpartizipation von Frauen in
Vollzeitbeschaftigungsverhaltnisse;

e Forderung von Beschaftigungsmaoglichkeiten und
Arbeitsplatzqualitat: Mallnahmen flir mehr und bessere
Jobs

e |nvestition in Aus- und Weiterbildung: Fokus auf die
ersten Jahre und Familien mit Kindern, sowie auf
lebenslanges Lernen

e Verbesserung bestehender Steuer-Transfer-Systeme fir
eine effizientere Umverteilung



Thank you for your attention!

michael.forster@oecd.orq
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