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Prologue: 
An unusual concern for inequality



In 2015, just 62 
individuals had the 
same wealth as 3.6 
billion people ïthe 
bottom half of 
humanity.





http://www.imf.org/external/am/2012/index.htm


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.

I would like to bring to this discussion a central bankerõs perspective on the 

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 it is mandated to do so.  é





Prologue:
Puzzling evidence



Global income distribution, 1988



Global income distribution, 2011



Global absolute poverty ratio, 1820-2015



Global income inequality, 1910-2010

Source: F. Bourguignon, The Globalization of Inequality, 2015.



Prologue:
Why now?



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

Ĕ lower extreme poverty, and possibly lower inequality 

ÅWhy, then, this concern now?

1. Recessions and austerity policies

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

3. Inequality in economics

ÅNB: Is there something specific to rich countries only?

Outline



Chapter 1:
Recessions and austerity policies



ÅGreat Recession 2007-09: economic slowdown in OECD area 
late 2007, é Lehmann Bros bankruptcy in Sept 2008 (USA), 
financial crises, housing busts, trade collapse, é and 
significant declines in output across OECD

ïóThe first contraction in the global world economy since 
the Second World Warô (Keeley& Loveôs OECD Insights 
book, 2010)

ÅSovereign Debt Crisis 2011-13: in some countries (e.g. Italy, 
Spain) modest recovery followed by new recession triggered 
by fears of default on sovereign debts

ï Austerity policies implemented to reduce public deficits 
contributed to depress growth

The economic mess of the past decade
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Source: elaboration on data from Eurostat, US Bureau of Economic Analysis and Andrews, Thomas & Palesch(2015). 
Inequality of the distribution of equivalent disposable income among persons (modified OECD scale).
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Source: estimates based on Euromodsimulations by Figari, Tandullia& Taddei2012.

Austerity measures and household incomes 
(percentage point changes)



Full employment

Negative shock hits the 
economy

Rigid wages

Layoffs of unskilled 
workers 

4 classes of people:

Åuninsured unemployed, U

Åinsured unemployed, C

Åemployed unskilled, M

Åemployed skilled, S

U C M S

Population ranked by increasing income
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Response of inequality to recessions:
a hyper-stylisedincome distribution



Hyper-stylised income distribution (Atkinson & Brandolini 2006)
- skilled/unskilled employed
- insured/uninsured unemployed

j(1ïj)s + u(1ïu) + bcu(1ï2u+cu)
Gini (disposable income)  =  ïïïïïïïïïïïïïïïïïïïïïïïïïïï

(1ïj)s + (1ïu) + bcu

j= share of unskilled b = ratio of benefit to unskilled wage
s = skill premium c = share of insured unemployed
u = unemployment rate  

Nonlinear interactions



Income distribution and macro-economy:
a complex relationship

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

Å 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

ï difference in how the shockshit the economies

ï difference in the propagation mechanism (e.g. economic 
structure, property rights, institutional setting, é)  

ï different mixture of policy responses(see Sutherland and 
co-authors Euromod-based estimates) 



Chapter 2:
Long-run trends, within countries, 

and the tunnel effect



1. Pareto: income distribution constant in time and space

2. Kuznets: inverted-U relationship between inequality and 
economic development

3. Neo-kuznetsiantheories: Williamson and economic history

4. Squire: inequality variance over time less important than 
variance across countries 

5. Bluestone & Harrison: ñGreat U-turnò, widespread rise in 
inequality due to de-industrialisation (in the 1980s)

6. Globalisation and new technologies

7. Piketty: rate of return on capital r vs. growth rate g

Inequality in the long run: an old topic



Top 1% income share (%)

Source: Roineand Waldenström, Handbook of Income Distribution, Vol. 2A. 



Inequality of what?

Å Survey data vs. tax returns

Å Top income shares vs. summary indices

Å Income definitions matter

1. Income definition:

ï Market: incomes from labour and capital

ï Gross: market income plus public income transfers

ï Disposable: gross income less taxes and contributions 

ï Imputed rents, capital gains/losses, in-kind benefits?

2. Reference unit: household, inner family, tax unit, person, é

3. Welfare weighting: households, persons, equivalent persons

4. Equivalence scale: adjustment for size and composition of 
reference unit (economies of scale, needs)



Sweden
Gini coefficient (%) 

equivalent market

equivalent gross

equivalent disposable

Family vs. 
households


