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Prologue:
An unusual concern for inequality
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AN ECONOMY FOR THE 1%

How privilege and power in the economy drive extreme
inequality and how this can be stopped

The global inequality crisis is reaching new extremes. The richest 1% now
have more wealth than the rest of the world combined. Power and privilege
is being used to skew the economic system to increase the gap between
the richest and the rest. A global network of tax havens further enables the
richest individuals to hide $7.6 trillion. The fight against poverty will not be
won until the inequality crisis is tackled.
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Three years ago, when the worst financial and economic crisis since the 1930s gripped
the global economy, the Financial Times published a series on “the future of
capitalism”. Now, after a feeble recovery in the high-income countries, it has run a
series on “capitalism in crisis”. Things seem to be worse. How is this to be explained?

In 2009, the world was in a state of shock.
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challenges. Some relate to capitalism itself,

others to the context in which it operates.

Addressing inequality and jobs

As the Organisation for Economie
Co-operation and Development, the
Paris-based think-tank, showed in a recent

report, high-income countries have seen

large rises in inequality over the past three
decades. This is captured in the slogan of the
Ocecupy Wall Street protest movement: “We

are the 99 per cent”. The rise in inequality is
the result of complex forces: globalisation,
technological change, “winner-take-all”
markets, the birth of new and dynamie
industries, changes in social norms over pay,

the rise of finance, and shifts in taxation.

Many of these changes were irresistible and
are irreversible. But the level and increase in
inequality does vary across countries, which
suggests that economie structure and policies
do alter outcomes. The US and UK, for
example, have seen far faster rises in the real
incomes of the top decile than of the bottom
decile of household income distribution since

the 1980s. In France, this went the opposite

way.
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This brings me to my third milestone: inequality and the
quality of growth in our future world. Really, this is about
the human dimension of policymaking.

Growth is essential for the future global economy, but it
must be a different kind of growth. A growth that is not
simply the fallout from unfettered globalization. A growth
that is inclusive.

Recent IMF research tells us that less inequality is
associated with greater macroeconomic stability and more
sustainable growth. This has profound policy implications.

It means focusing on efficiency but also keeping equity in
mind when setting fiscal policy. It means fairness in sharing
the burden of adjustment, and protecting the weak and
vulnerable. It means better financial inclusion, so that all
have access to credit and financial markets. It means
better transparency and governance, so that the doors of
opportunity are open to all—and if they close, one knows
why.
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Speech by Benoit Coeuré, Member of the Executive Board of the ECB,
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| would | i ke to bring to this discussion
theme of inequality. Inequality is a cause for concern for all European

institutions, since social cohesion is one of the statutory objectives of the

EU. For the ECB, the question naturally arises as to whether monetary policy

can make a difference, and whether 1t 1is

Does this imply that inequalities are irrelevant for central bankers? Not at all,
as first, monetary policy may have an impact on inequalities, and second,
stability is conducive to equity. To the extent that it stabilises economic
activity, monetary policy can help shield from poverty the lowest income
classes of society, especially during recessions.



CAPITAL

in the Twenty-First Century

THOMAS
PIKETTY




Prologue:
Puzzling evidence



Global income distribution, 1988
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Global income distribution, 2011
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Prologue:
Why now?



Outline

A Recent concern for rising inequality at odds with evolution of
global distribution of income in the last 2/3 decades

E lower extreme poverty, and possibly lower inequality
A Why, then, this concern now?
1. Recessions and austerity policies
2. Long-run trends, within countries, and the tunnel effect

3. Inequality in economics

A NB: Is there something specific to rich countries only?



Chapter 1:
Recessions and austerity policies



The economic mess of the past decade

. economicslowdown in OECD area
| ate 2007, ¢é L eh maSepti200B (U8A), b an
financial crises, housing busts, traddlapseg a n d
significant declines in output acro@&CD

i 60The first contraction I n t
t he SecondKé&ey&l d oWE@DIENnsIghts
book 2010

. In some countries (e.g. ltaly,
Spain) modest recovery followed by new recession triggered
by fears of default on sovereign debts

Implemented to reduce public deficits
contributed to depress growth



GDP and inequality change, 2004
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Austerity measures and household incomes
(percentage point changes)
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Response of inequality to recessions:
a hypefrstylisedincome distribution

Full employment

Negative shock hits the
economy

Rigid wages
Layoffs of unskilled
workers

Share of total income

4 classes of people:
Auninsured unemployed, U
Ainsured unemployed, C
Aemployed unskilled, M
Aemployed skilled, S
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Nonlinear interactions

Hyperstylisedincomedistribution (Atkinson & Brandolini 2006)
- skilled/unskilledemployed
- insured/uninsurednemployed

] (i) )s +u(diu) +bculi2u+cy
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(1ij )s + (I'u) +bcu

] =share olunskilled b= ratio of benefit to unskilledage

s = skill premium c = share of insurednemployed
u = unemployment rate



Income distribution and mac&conomy:
a complex relationship

A Mixed signs in inequality changes in recent period in
European countries and the United States

A Even in the face of severe recessions, such as the one
experienced by many EU countries in last years, the link
between income inequality and GDP dynamics is weak

I difference in how the hit the economies

I difference In the (e.g. economic
structur e, property right s,

I different mixture of (see Sutherland and

co-authorsEuromodbased estimates)



Chapter 2:
Long-run trends, within countries,
and the tunnel effect



Inequality in the long run: an old topic

. Pareto: income distribution constant in time and space

. Kuznets: invertedU relationship between inequality and
economic development

. Neo-kuznetsiantheories Willlamson and economic history

. Sguire: inequalityvariance over time less important than
variance across countries

. Bluestone & Harrison: AN Grteuartn oU wi despr e
Inequality due to dendustrialisation (in the 1980s)

. Globalisation and new technologies
. Piketty: rate of return omrapitalr vs. growth ratey



Share of total income (%)

Share of total income (%)

Top 1%income share (%)

Continental Europe

Anglo-5axon

=

|

-

= T T T T T T

1910 1930 1950 1970 1990 2010
—— Australia —o Canada - & Jreland
—— New Zealand - United Kingdom -4 USA
Nordic

vy

(|

r?l _

|

-

I
1860

1880

I
1920

1900 1940 1960 1980
—8— Denmark —o— Finland
—a— Norway —— Sweden

I
2000

%)

Share of total income (

Share of total income (%)

0

10

0

I
1910

I
1930

I
1950

I I
1990 2010

1970
—+—  France —A— (Germany —+ ltaly
—=  Netherlands —=— Portugal —4— Spain
—0-  Switzerland

1880 1900 1920 1940 1960 1980 2000
—#& China —#— India —1+ Indonesia
—+ Japan —0— Singapore

Source:RoineandWaldenstromHandbook of Income Distribution, Vol. 2A.



Inequality of what?

A Survey data vs. tax returns
A Top income shares vs. summary indices

A Income definitions matter

Market incomes from labour and capital
Gross market incomepluspublic income transfers
Disposablegross income less taxes and contributions
Imputed rents, capital gains/losseskind benefits?
househol d, |l nner f ami
J households, persons, equivalent persons

scaleadjustment for size and composition of
reference unit (economies of scale, needs)




Sweden
Gini coefficient(%)
equivalent market

equivalent gross

Family vs.
ﬁ households
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