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EXECUTIVE SUMMARY

. WHAT IS THE AIM OF THE
WORLD INEQUALITY REPORT 2018?

The World Inequality Report 2018 relies on a cutting-edge methodology to

measure income and wealth inequality in a systematic and transparent manner.

By developing this report, the World Inequality Lab seeks to fill a democratic

gap and to equip various actors of society with the necessary facts to engage in

informed public debates on inequality.

» Theobjective of the World Inequality Report
2018istocontribute toamoreinformed global
democratic debate on economic inequality by
bringing the latest and most complete datato
the public discussion.

» Economic inequality is widespread and
to some extent inevitable. It is our belief,
however, that if rising inequality is not prop-
erly monitored and addressed, it can lead to
various sorts of political, economic, and social
catastrophes.

» Our objective is not to bring everyone
into agreement regarding inequality; this will
never happen, for the simple reason that no
single scientific truth exists about the ideal
level of inequality, let alone the most socially
desirable mix of policies and institutions to
achieve this level. Ultimately, it is up to public
deliberation, and political institutions and
their processes to make these difficult deci-
sions. But this deliberative process requires
more rigorous and transparent information
onincome and wealth.

» To equip citizens to make such decisions,
we also seek to relate macroeconomic
phenomenon—such as nationalization and
privatization policies, capital accumulation,
and the evolution of public debt—to micro-
economic trends in inequality focused on indi-
viduals’ earnings and government transfers,
personal wealth, and debt.

» Reconciling macro and microeconomic
inequality data is not a straightforward
exercise given that many countries do not
publicly release, or may not even produce,
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detailed and consistent income and wealth
inequality statistics. Standard measures of
inequality often rely on household surveys,
which routinely underestimate the income
and wealth of individuals at the top of the
social ladder.

» To overcome current limitations, we rely
on a groundbreaking methodology which
combines in a systematic and transparent
manner all data sources at our disposal:
national income and wealth accounts
(including, when possible, offshore wealth
estimates): household income and wealth
surveys; fiscal data coming from taxes on
income; inheritance and wealth data (when
they exist); and wealth rankings.

» The series presented in this report rely
on the collective efforts of more than a
hundred researchers, covering all conti-
nents, who contribute to the WID.world
database. All the data are available online
onwir2018.wid.world and are fully repro-
ducible, allowing anyone to perform their
own analysis and make up their own mind

about inequality.
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WHAT ARE OUR NEW FINDINGS ON GLOBAL

INCOME INEQUALITY?

We show that income inequality has increased in nearly all world regions in

recent decades, but at different speeds.

The fact that inequality levels are so

different among countries, even when countries share similar levels of develop-

ment, highlights the important roles that national policies and institutions play

in shaping inequality.

Income inequality varies greatly across
world regions. It is lowest in Europe
and highest in the Middle East.

» Inequality within world regions varies
greatly. In 2016, the share of total national
income accounted for by just that nation’s
top 10% earners (top 10% income share)
was 37% in Europe, 41% in China, 46% in
Russia, 47% in US-Canada, and around
55% in sub-Saharan Africa, Brazil, and
India. In the Middle East, the world’s most
unequal region according to our estimates,
the top 10% capture 61% of national income
(Figure E1).

In recent decades, income inequality
has increased in nearly all countries,
but at different speeds, suggesting

that institutions and policies matter in
shaping inequality.

» Since 1980, income inequality has
increased rapidly in North America, China,
India, and Russia. Inequality has grown
moderately in Europe (Figure E2a). From a
broad historical perspective, this increase in
inequality marks the end of a postwar egali-
tarian regime which took different forms in
these regions.

Figure E1
Top 10% national income share across the world, 2016
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 2016, 37% of national income was received by the Top 10% in Europe against 61% in the Middle-East.
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Figure E2a

Top 10% income shares across the world, 1980-2016: Rising inequality almost everywhere,
but at different speeds
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.
In 2016, 47% of national income was received by the top 10% in US-Canada, compared to 34% in 1980.
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» There are exceptions to the general
pattern. In the Middle East, sub-Saharan
Africa, and Brazil, income inequality has
remained relatively stable, at extremely
high levels (Figure E2b). Having never gone
through the postwar egalitarian regime, these
regions set the world “inequality frontier.”

» The diversity of trends observed across
countries since 1980 shows that income
inequality dynamics are shaped by a variety
of national, institutional and political contexts.

» This is illustrated by the different trajec-
tories followed by the former communist
or highly regulated countries, China, India,
and Russia (Figure E2a and b). The rise in
inequality was particularly abrupt in Russia,
moderate in China, and relatively gradual in
India, reflecting different types of deregula-
tion and opening-up policies pursued over the
past decades in these countries.

» Thedivergence ininequality levels has been
particularly extreme between Western Europe

WORLD INEQUALITY REPORT 2018

2005

2010 2015

and the United States, which had similar levels
of inequality in 1980 but today are in radically
different situations. While the top 1% income
sharewas closeto 10% in both regions in 1980,
it rose only slightly to 12% in 2016 in Western
Europe while it shot up to 20% in the United
States. Meanwhile, in the United States, the
bottom 50% income share decreased from more
than 20%in 1980 to 13% in 2016 (Figure E3).

» Theincome-inequality trajectory observed
in the United States is largely due to massive
educational inequalities, combined with a tax
system that grew less progressive despite
a surge in top labor compensation since
the 1980s, and in top capital incomes in
the 2000s. Continental Europe meanwhile
saw a lesser decline in its tax progressivity,
while wage inequality was also moderated
by educational and wage-setting policies
that were relatively more favorable to low-
and middle-income groups. In both regions,
income inequality between men and women
has declined but remains particularly strong
at the top of the distribution.
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Figure E2b
Top 10% income shares across the world, 1980-2016: Is world inequality moving towards the
high-inequality frontier?
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 2016, 55% of national income was received by the Top 10% earners in India, against 31% in 1980.

How has inequality evolved in recent decades among global citizens? We pro-

vide the first estimates of how the growth in global income since 1980 has been

distributed across the totality of the world population. The global top 1% earners

has captured twice as much of that growth as the 50% poorest individuals. The

bottom 50% has nevertheless enjoyed important growth rates. The global mid-

dle class (which contains all of the poorest 90% income groups in the EU and the

United States) has been squeezed.

At the global level, inequality has risen
sharply since 1980, despite strong
growth in China.

» The poorest half of the global popula-
tion has seen its income grow significantly
thanks to high growth in Asia (particularly
in China and India). However, because
of high and rising inequality within coun-
tries, the top 1% richest individuals in
the world captured twice as much growth
as the bottom 50% individuals since
1980 (Figure E4). Income growth has
been sluggish or even zero for individuals
with incomes between the global bottom
50% and top 1% groups. This includes all

North American and European lower- and
middle-income groups.

» The rise of global inequality has not been
steady. While the global top 1% income share
increased from 16%in 1980to0 22% in 2000,
it declined slightly thereafter to 20%. The
income share of the global bottom 50% has
oscillated around 9% since 1980 (Figure E5).
Thetrend break after 2000 is due to areduc-
tion in between-country average income
inequality, as within-country inequality has
continued to increase.

WORLD INEQUALITY REPORT 2018
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Figure E3
Top 1% vs. Bottom 50% national income shares in the US and Western Europe, 1980-2016:
Diverging income inequality trajectories
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 2016, 12% of national income was received by the top 1% in Western Europe, compared to 20% in the United States. In 1980, 10% of national
income was received by the top 1% in Western Europe, compared to 11% in the United States.
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 2016, 22% of national income was received by the Bottom 50% in Western Europe.
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The elephant curve of global inequality and growth, 1980-2016
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Source: WID.world (2017). See wir2018.wid.world for more details.

On the horizontal axis, the world population is divided into a hundred groups of equal population size and sorted in ascending order from left to
right, according to each group's income level. The Top 1% group is divided into ten groups, the richest of these groups is also divided into ten
groups, and the very top group is again divided into ten groups of equal population size. The vertical axis shows the total income growth of an
average individual in each group between 1980 and 2016. For percentile group p?9p99.1 (the poorest 10% among the world's richest 1%), growth
was 74% between 1980 and 2016. The Top 1% captured 27% of total growth over this period. Income estimates account for differences in the cost
of living between countries. Values are net of inflation.

The rise of the global top 1% versus the stagnation of the global bottom 50%, 1980-2016
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 2016, 20% of global income was received by the Top 1% against 10% for the Bottom 50%. In 1980, 16% of global income was received by the
Top 1% against 8% for the Bottom 50%.
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lll. WHY DOES THE EVOLUTION OF PRIVATE
AND PUBLIC CAPITAL OWNERSHIP MATTER
FOR INEQUALITY?

Economic inequality is largely driven by the unequal ownership of capital, which
can be either privately or public owned. We show that since 1980, very large
transfers of public to private wealth occurred in nearly all countries, whether
rich or emerging. While national wealth has substantially increased, public
wealth is now negative or close to zero in rich countries. Arguably this limits the
ability of governments to tackle inequality; certainly, it has important implica-
tions for wealth inequality among individuals.

Over the past decades, countries have » The ratio of net private wealth to net
become richer but governments have national income gives insight into the total
become poor. value of wealth commanded by individuals in

The rise of private capital and the fall of public capital in rich countries, 1970-2016
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 2015, the value of net public wealth (or public capital) in the US was negative (-17% of net national income) while the value of net private wealth
(or private capital) was 500% of national income. In 1970, net public wealth amounted to 36% of national income while the figure was 326% for net
private wealth. Net private wealth is equal to new private assets minus net private debt. Net public wealth is equal to public assets minus public debt.
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a country, as compared to the public wealth
held by governments. The sum of private and
public wealthis equal to national wealth. The
balance between private and publicwealthiis
acrucial determinant of the level of inequality.

» Therehasbeenageneralriseinnet private
wealth in recent decades, from 200-350%
of national income in most rich countries in
1970 to 400-700% today. This was largely
unaffected by the 2008 financial crisis, or by
the asset price bubbles seen in some coun-
tries such as Japan and Spain (Figure E6). In
China and Russia there have been unusually
large increases in private wealth; following
their transitions from communist- to capi-
talist-oriented economies, they saw it
quadruple and triple, respectively. Private

The decline of public capital, 1970-2016

EXECUTIVE SUMMARY

wealth-income ratios in these countries are
approaching levels observed in France, the
UK, and the United States.

» Conversely, net public wealth (that is, public
assets minus public debts) hasdeclinedinnearly
all countries since the 1980s. In China and
Russia, public wealth declined from 60-70%
of national wealth to 20-30%. Net public
wealth has even become negative in recent
years in the United States and the UK, and is
only slightly positive in Japan, Germany, and
France (Figure E7). This arguably limits govern-
ment ability to regulate the economy, redis-
tribute income, and mitigate rising inequality.
The only exceptions to the general decline in
public property are oil-rich countries with large
sovereign wealth funds, such as Norway.
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 2015, the share of public wealth in national wealth in France was 3%, compared to 17% in 1980.
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IV. WHAT ARE OUR NEW FINDINGS ON
GLOBAL WEALTH INEQUALITY?

The combination of large privatizations and increasing income inequality within

countries has fueled the rise of wealth inequality among individuals. In Russia

and the United States, the rise in wealth inequality has been extreme, whereas in

Europe it has been more moderate. Wealth inequality has not yet returned to its

extremely high early-twentieth-century level in rich countries.

Wealth inequality among individuals
has increased at different speeds
across countries since 1980.

» Increasingincome inequality and the large
transfers of public to private wealth occurring
over the past forty years have yielded rising
wealth inequality among individuals. Wealth
inequality has not, however, yet reached its
early-twentieth-century levels in Europe or
in the United States.

» Theriseinwealthinequality has nonethe-
less been very large in the United States,
where the top 1% wealth share rose from
22% in 1980 to 39% in 2014. Most of that
increase in inequality was due to the rise of

the top 0.1% wealth owners. The increase in
top-wealth shares in France and the UK was
more moderate over the past forty years,
in part due to the dampening effect of the
rising housing wealth of the middle class, and
a lower level of income inequality than the
United States’ (Figure ES8).

» Large rises in top-wealth shares have
also been experienced in China and
Russia following their transitions from
communism to more capitalist economies.
The top 1% wealth share doubled in both
China and Russia between 1995 and 2015,
from 15% to 30% and from 22% to 43%,
respectively.

Figure E8
Top 1% wealth shares across the world, 1913-2015: the fall and rise of personal wealth inequality
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 2015, the Top 1% wealth share was 43% in Russia against 22%in 1995.
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V. WHAT IS THE FUTURE OF GLOBAL
INEQUALITY AND HOW SHOULD IT

BE TACKLED?

We project income and wealth inequality up to 2050 under different scenarios.

In a future in which “business as usual” continues, global inequality will further

increase. Alternatively, if in the coming decades all countries follow the mod-

erate inequality trajectory of Europe over the past decades, global income

inequality can be reduced—in which case there can also be substantial progress

in eradicating global poverty.

The global wealth middle class will be
squeezed under “business as usual.”

» Rising wealth inequality within countries
has helped to spurincreases in global wealth
inequality. If we assume the world trend to
be captured by the combined experience of
China, Europe and the United States, the
wealth share of the world’s top 1% wealth-
iest people increased from 28% to 33%,
while the share commanded by the bottom

75% oscillated around 10% between 1980
and 2016.

» The continuation of past wealth-inequality
trends will see the wealth share of the top
0.1% global wealth owners (in aworld repre-
sented by China, the EU, and the United
States) catch up with the share of the global
wealth middle class by 2050 (Figure E9).

The squeezed global wealth middle class, 1980-2050
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

2050

In 2016, in aworld represented by China, Europe and the US, the global wealth share of the Top 1% was 33%. Under "Business as usual”, the Top
1% global wealth share would reach 39% by 2050, while the Top 0.1% wealth owners would own nearly as much wealth (26%) as the middle class

(27%). The evolution of global wealth groups from 1987 to 2017 is represented by China, Europe and the US. Values are net of inflation.
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Figure E10

Rising global income inequality is not inevitable in the future
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2050

If all countries follow the inequality trajectory of the US between 1980 and 2016 from 2017 to 2050, the income share of the global Top 1% will
reach 28% by 2050. Income share estimates are calculated using Purchasing Power Parity (PPP) euros. PPP accounts for differences in the cost of

living between countries. Values are net of inflation.

Global income inequality will also
increase under a “business as usual”
scenario, even with optimistic growth
assumptions in emerging countries.
This is not inevitable, however.

» Globalincome inequality will also increase
if countries prolong the income inequality
path they have been on since 1980—even
with relatively high income growth predic-
tions in Africa, Latin America, and Asia in
the coming three decades. Global income
inequality will increase even more if all
countries follow the high-inequality trajec-
tory followed by the United States between

18 WORLD INEQUALITY REPORT 2018

1980 and 2016. However, global inequality
will decrease moderately if all countries
follow the inequality trajectory followed by
the EU between 1980 and today (Figure E10).

» Within-country inequality dynamics
have a tremendous impact on the eradica-
tion of global poverty. Depending on which
inequality trajectory is followed by countries,
the incomes of the bottom half of the world
population may vary by factor of two by 2050
(Figure E11), ranging from €4 500 to € 9100
per year, per adult.



Figure E11
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Inequality has substantial impacts on global poverty
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If all countries follow the inequality trajectory of Europe between 1980 and 2016, the average income of the Bottom 50% of the world population will be

€9 100 by 2050. Income estimates are calculated using Purchasing Power Parity (PPP) euros. For comparison, €1 = $1.3 = ¥4.4 at PPP. PPP

accounts for differences in the cost of living between countries. Values are net of inflation.

Tackling global income and wealth inequality requires important shifts in

national and global tax policies. Educational policies, corporate governance,

and wage-setting policies need to be reassessed in many countries. Data trans-

parency is also key.

Tax progressivity is a proven tool

to combat rising income and wealth
inequality at the top.

» Research has demonstrated that tax
progressivity is an effective tool to combat
inequality. Progressive tax rates do not only
reduce post-tax inequality, they also diminish
pre-tax inequality by giving top earners less
incentive to capture higher shares of growth
via aggressive bargaining for pay rises and
wealth accumulation. Tax progressivity was
sharply reduced in rich and some emerging
countries from the 1970s to the mid-2000s.
Since the global financial crisis of 2008, the
downward trend has leveled off and even
reversed in certain countries, but future

evolutions remain uncertain and will depend
on democratic deliberations. It is also worth
noting that inheritance taxes are nonexistent
or near zero in high-inequality emerging
countries, leaving space for important tax
reforms in these countries.

A global financial register recording
the ownership of financial assets

would deal severe blows to tax

evasion, money laundering, and rising
inequality.

» Although the tax system is a crucial tool
for tackling inequality, it also faces poten-
tial obstacles. Tax evasion ranks high among
these, as recently illustrated by the Paradise

WORLD INEQUALITY REPORT 2018
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20

Papers revelations. The wealth held in tax
havens has increased considerably since the
1970s and currently represents more than
10% of global GDP. The rise of tax havens
makes it difficult to properly measure and
tax wealth and capital income in a globalized
world. While land and real-estate registries
have existed for centuries, they miss a large
fraction of the wealth held by households
today, as wealthincreasingly takes the form of
financial securities. Several technical options
exist for creating a global financial register,
which could be used by national tax authori-
ties to effectively combat fraud.

More equal access to education and
well-paying jobs is key to addressing
the stagnating or sluggish income
growth rates of the poorest half of the
population.

» Recent research shows that there can
be an enormous gap between the public
discourse about equal opportunity and
the reality of unequal access to education.
In the United States, for instance, out of a
hundred children whose parents are among
the bottom 10% of income earners, only
twenty to thirty go to college. However,
that figure reaches ninety when parents are
within the top 10% earners. On the positive
side, research shows that elite colleges who
improve openness to students from poor
backgrounds need not compromise their
outcomestodoso. Inboth richand emerging
countries, it might be necessary to set trans-
parent and verifiable objectives—while also
changing financing and admission systems—
to enable equal access to education.

» Democratic access to education can
achieve much, but without mechanisms
to ensure that people at the bottom of the
distribution have access to well-paying jobs,
education will not prove sufficient to tackle
inequality. Better representation of workers
in corporate governance bodies, and healthy
minimum-wage rates, are important tools to
achieve this.
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Governments need to invest in the
future to address current income and
wealth inequality levels, and to prevent
further increases in them.

» Public investments are needed in educa-
tion, health, and environmental protection
both to tackle existing inequality and to
prevent further increases. This is particu-
larly difficult, however, given that govern-
ments in rich countries have become poor
and largely indebted. Reducing public debt is
by no means an easy task, but several options
toaccomplish it exist—including wealth taxa-
tion, debt relief, and inflation— and have been
used throughout history when governments
were highly indebted, to empower younger
generations.






INTRODUCTION

The objective of the World Inequality
Report 2018 is to contribute to a more
informed public discussion on inequality
by bringing the latest and most com-
plete data to all sides in this global,
democratic debate.

Economic inequality is widespread and to
some extent inevitable. It is our belief,
however, that where rising inequality is not
properly addressed, it leads to all manner of
political and social catastrophes. Avoiding
these begins with careful monitoring.

In all societies, human beings care deeply
about inequality. Changes ininequality levels
have concrete consequences for people’s
living conditions, and they challenge our most
basic and cherished notions of justice and fair-
ness. Are different social groups getting all
they deserve? Isthe economic systemtreating
different categories of labor-income earners
and property owners in a balanced and equi-
table manner, both locally and globally?
Across the world, people hold strong and
often contradictory views on what consti-
tutes acceptable and unacceptable inequality.

Again, to some extent, this will always be so.
Our objective is not to bring everyone into
agreement about inequality: this will never
happen, for the simple reason that no single,
scientific truth exists regarding the ideal level
of inequality, let alone the ideal social policies
and institutions to achieve and maintain it.
Ultimately, it is up to public deliberation and
political institutions and processes to make
these difficult decisions.

Still, without aspiring to make everyone agree
on the ideal level of inequality, we can hope
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and believe it is possible to agree about a
number of inequality facts. The immediate
objective of this report is to bring together
new data series from the World Wealth and
Income Database (WID.world) to document
anumber of newly discovered trends in global
inequality.

WID.world is a cumulative and collaborative
research process that originated in the early
2000s, and now includes over one hundred
researchers covering more than seventy
countries on all continents. WID.world
provides open access to the most extensive
available database on the historical evolution
of the world distribution of income and
wealth, both within and between countries.

In the context of the present report, we are
able to present novel findings along three
major lines. First, thanks to newly available
data sources, we provide better coverage of
emerging countries and of the world as a
whole. Until recently, studies of inequality
have tended to focus on the developed coun-
tries of Europe, North America, and Japan,
largely due to better data access. Beginning
with the World Inequality Report 2018 we are
able to present findings on inequality
dynamics in emerging and developing coun-
tries, including China, India, Brazil, South
Africa, Russia, and the Middle East. We show
that inequality has increased in most world
regions in recent decades, but at different
speeds, suggesting that different policies and
institutions can make a substantial difference.
Such geographic coverage now allows us to
track income growth rates of global income
groups and analyze inequality among world
citizens.

Second, we cover the entire distribution of
incomes, from the bottom to the top, in a




consistent manner. Until recently, most avail-
able long-runseries oninequality focused on
top-income shares. In this report, we present
new findings on how the shares going to the
lowest groups of populations have evolved.
We show that bottom-income shares have
declined significantly in many countries. In
particular, we document a dramatic collapse
of the bottom 50% income share in the United
States since 1980 but not in other advanced
economies, again suggesting that policies play
akeyrole.

Third, our new series allow us to analyze the
distribution of wealth and the structure of
property interms of how these have evolved.
Most available series on inequality have
focused on income rather than wealth. We
are able in the World Inequality Report 2018
to present new findings on the changing
structure of public versus private wealth and
the concentration of personal wealth. We
show that net public wealth (assets minus
debt) is close to zero or even negative in many
developed countries, which stands in contrast
to the situation observed in some emerging
countries (most notably China).

These areimportant analytical advances, yet
we are very much aware that we still face
heavy limitations in our ability to measure the
evolution of income and wealth inequality.
Our objective in WID.world and in the World
Inequality Report is not to claim that we have
perfect data series, but rather to make
explicit what we know and what we do not
know. We attempt to combine and reconcile
in a systematic manner the different data
sources at our disposal: national income and
wealth accounts; household income and
wealth surveys; fiscal data coming from taxes
on income, inheritance, and wealth (when
they exist); and wealth rankings.

INTRODUCTION

None of these data sources and their associ-
ated methodologies is sufficient in itself. In
particular, we stress that our ability to
measure the distribution of wealth is limited,
and that the different data sources at our
disposal are not always fully consistent with
one another. But we believe that by combining
these data sources in ways that are reason-
able and explicitly described we can
contribute to a better informed public debate.
The methods and assumptions underlying our
series aretransparently presentedinresearch
papers available online. We make all raw data
sources and computer codes easily accessible
so that our work can be reproduced and
extended by others.

Part of our aim is to put pressure on govern-
ments and international organizations to
release more raw data onincome and wealth.
Inour view, the lack of transparency regarding
inequality of income and wealth seriously
undermines the possibilities for peaceful
democratic discussion in today’s globalized
economy. In particular, it is critical that
governments provide public access toreliable
and detailed tax statistics, which in turn
requires that they operate properly func-
tioning reporting systems for income, inherit-
ance, and wealth. Short of this, it is very diffi-
cult to have an informed debate about the
evolution of inequality and what should be
done about it.

Our most important reason for providing all
the necessary details about data sources and
concepts is to enable interested citizens to
make up their own minds about these impor-
tant and difficult issues. Economic issues do
not belong to economists, statisticians,
government officials, or business leaders. They
belongtoeveryone,anditis our chief objective
to contribute to the power of the many.
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THE WID.WORLD PROJECT AND THE
MEASUREMENT OF ECONOMIC INEQUALITY

This report is based on economic data available on WID.world, the most extensive database on the
historical evolution of the world distribution of income and wealth, both within and between
countries.

WID.world is a cumulative and collaborative research process that originated
in the early 2000s, and now includes over one hundred researchers covering
more than seventy countries on all continents.

Official inequality measures mostly rely on self-reported survey data, which
frequently underestimate top income levels and usually are inconsistent with
macroeconomic growth figures.

Consequently, people often have a difficult time relating the GDP growth
figures they hear about in the media to the individual income and wealth
trajectories they see around them. This can lead to a lack of trust in economic

statistics and get in the way of healthy public debates on inequality.

WID.world attempts to correct for this problem by combining available
sources (national accounts, fiscal and wealth data, surveys), spanning time
periods as long as two hundred years for some countries, in a consistent and
systematic manner.

Our goal is to present inequality statistics that are consistent with
macroeconomic statistics such as GDP and that can be easily understood and
used by the public, to help ground the democratic debate in facts.

We use modern digital tools to make these data available freely online on
WID.world. Our data series are fully transparent and reproducible; our
computer codes, assumptions, and detailed research papers are available
online so that all interested persons can access and use them.

WORLD INEQUALITY REPORT 2018
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How to measure income and wealth
inequality?

Economic inequality is a complex phenom-
enon that can be measured in various ways
using different indicators and data sources.
Choices among these indicators are not
neutral and may have substantial impacts on
findings. This is not only a matter of academic
debate among statisticians. Anyone hoping to
design appropriate policies should have a
clear understanding of current and past
inequality dynamics. We thus briefly discuss
below key concepts which are central to
understanding the rest of this report.

Whatever the source of data and the metric
used to monitor economic inequality, its meas-
urement starts from the same basic input: a
distribution. For any income or wealth group,
adistribution shows the number of individuals
in this group and their shares of the group’s
total income or wealth. As such, a distribution
is a relatively complex set of information,
which is not straightforward to summarize.
Inequality indices attempt to describe such
complex data sets in a synthetic way.

Official inequality reports and statisticians
often use synthetic measures of inequality
such as the Gini index. Technically speaking,
the Gini corresponds to the average distance
between the income or wealth of all the pairs
of individuals. To make it comparable between
countries and over time, it is appropriately
normalized so that complete equality corre-
sponds to O, and complete inequality (one
person owning everything) corresponds to 1.
The Giniindex is often presented as a conven-
ient, synthetic tool that allows comparisons
of inequality across time and space.

However, this kind of index is technical both
in its calculation and in the mathematical
knowledge required of the reader to interpret
it. According to the World Bank, for example,
the Gini index for consumption inequality in
Vietnam in 2014 was equal to 0.38. Is this
large or small? A Gini of 0.38 implies that the
distance separating Vietnam from perfect

inequality (whichis 1 onthe index) is 0.62. s
this an acceptable distance from perfect
inequality? It is not easy for citizens, journal-
ists, and policymakers to make sense of such
ametric.

Additionally, the strength of the Gini index—
that it combines information on all individuals
in a society—is also its main weakness.
Because it summarizes a distribution in a
single index, a given value for the Gini coef-
ficient can result from distributions that are
actually radically different. For example, a
country may experience both a Gini-reducing
decrease in poverty and arise in the share of
income going to the top 10%, whichincreases
the Gini. If these effects offset each other, the
overall Gini canremain constant, creating the
impression that the distribution of income is
not changing—while in fact the middle class
is being squeezed out.

Because of its underlying mathematical prop-
erties, the Gini index also tends to downplay
shifts happening at the top end and at the
bottom of the distribution, precisely where
the most evolution has taken place over the
last decades. Finally, the raw data used to
compute Giniindexesis often of relatively low
quality, especially at the top of the distribu-
tion: top income and wealth levels are often
implausibly low. The use of synthetic indexes
can sometimes be a way to sweep such data
issues under the rug.

Rather than use a single index, we believe it
is preferable to use several metrics of
inequality and to be transparent about which
specific groups of the population are driving
the evolution of inequality. This is the choice
we make throughout this report. Distribu-
tions can be broken down into concrete social
groups representing fixed fractions of the
population—for example, the bottom 10% of
the population, the next 10%, and so on, all
the way up to the top 10% and the top 1%.
For each group, it is then possible to measure
the average income in that group, and the
minimum income required to be part of it. For
instance, in the United States in 2016, an
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adult needs to earn more than $124 000 per
year (€95000) to break into the top 10%
group. On average, the top 10% earners make
$317000 per year (€242000). By stark
contrast, the bottom 50% earners make
$16 000 per year (€13000) on average.
Arguably, anyone in the United States can
relate to such measures and compare these
values to their own income.

Another powerful way to measure inequality
is to focus on the share of national income
captured by each group. Inthe United States,
for example, the top 10% captures 47% of
national income in 2016. That is, the average
income inthetop 10%is 4.7 times larger than
the average income in the economy as a
whole; this group earns 4.7 times more than
it would in a perfectly equal society. The
bottom 90%, by contrast, captures 53% of
national income, so individuals in the bottom
?0% on average earn 59% of the average
income per adult (that is, 0.53 divided by
0.90). There is no moral judgment associated
with this statement: the shares of the various
groups may or may not be justified. What
matters here is that this metric is both accu-
rate and meaningful.

The analysis should not stop with the top
10%, but also describe the shares and income
levels of other income groups, such as the
bottom 50% or the 40% who fall between the
bottom 50% and the top 10% and who are
often referred to as the “middle class.” One
may also want to refine the focus on the top
of the distribution, looking at the top 1%, for
instance, as recent research has shown that
inequality within the top 10% is large and
growing. It may then also be relevant to
further decompose the top 1% into even
smaller groups such as tenths of percentiles.
This process can be continued, dividing the
top 0.1% into tenths of tenth percentiles, and
thetop 0.01% into a tenths of tenths of tenth
percentiles. Overall, this approach allows for
a more detailed but still straightforward
description of the level and evolution of
inequality relative to what can be achieved by
using synthetic indexes.
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Where to look for global inequality
data

Understandable inequality indices are neces-
sary but not sufficient to enable sound
debates oninequality. Ultimately what matter
are reliable and trusted economic data
sources. Producing reliable inequality statis-
tics takes time, however, and providing such
estimates for several countries and over long
periods is not possible without the participa-
tion of many researchers—researchers with
country-specific knowledge, access to data
sources, and adequate understanding of the
political, economic, and cultural specificities
of each country. This may help explain why,
thus far, the production of inequality statistics
has been decentralized across different
research groups, often using different
concepts and estimation techniques.

Several world inequality databases exist
today. These inequality databases include for
instance the World Bank’s PovcalNet, the
Luxembourg Income Study (LIS), the Socio-
Economic Database for Latin Americaand the
Caribbean (SEDLAC) and the OECD Income
Distribution Database (IDD). There are also
various sources that combine the aforemen-
tioned databases to increase their coverage,
the most important being the World Panel
Income Distribution (LM-WPID) and the
Standardized World Income Inequality Data-
base (SWIID). Lastly, the United Nations
compiles the World Income Inequality Data-
base (WIID), which consists of a nearly
exhaustive census of all primary databases
and individual research initiatives, with
detailed information about the concepts
used.

These databases have proved useful to
researchers, policymakers, journalists, and
the general public focusing on the evolution
of inequality over the past decades. However,
these sources also rely almost exclusively on
aspecificinformation source—namely, house-
hold surveys—which have important limita-
tions when it comes to measuring inequality.
Household surveys consist mostly of face-to-
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face or virtual interviews with individuals who
are asked questions about their incomes,
wealth, and other socio-economic aspects of
their lives. Surveys are particularly valuable
because they gather information about not
only income or assets, but also social and
demographic dimensions. They thus allow for
a better understanding of the determinants
of income and wealth inequality, and help
place income and wealth inequality in broader
contexts—such as racial, spatial, educational,
or gender inequality.

The main problem with household surveys,
however, is that they usually rely entirely on
self-reported information about income and
wealth. As a consequence, they misrepresent
top income and wealth levels, and therefore
overall inequality. This can also contribute to
major inconsistencies between macroeco-
nomic growth (as recorded by GDP statistics)
and household income growth (as recorded
by surveys for the bottom and middle parts
of the distribution), thereby leading to a lack
of trust ineconomic statistics. (Box 1.1, p. 32)

Fiscal data capture inequality dynamics
that survey data cannot

Survey estimates of inequality rely on self-
reported information collected from nation-
ally representative groups of the population.
The first problem with any such survey is its
limited sample size. Given the small number
of extremely rich individuals, the likelihood
that they will be included in surveys is typi-
cally very small. Some surveys attempt to
address this issue by oversampling the rich —
select morerichindividuals to be surveyed—,
but this is typically insufficient to obtain reli-
able information on the wealthy, because
non-response rates are high among the rich.
Furthermore, because very large self-
reported incomes insurveys are sometimes
due to reporting errors, surveys often use
top codes (or corrections) to clean up
extreme values. Therefore, surveys gener-
ally severely underestimate the income and
wealth levels at the very top of the distri-
bution, precisely where some of the

largest changes have occurred over the past
decades.

The best way to overcome this limitationis to
combine different types of data sources, and
in particular to use administrative tax data
together with survey data. Initially compiled
for tax collection purposes, tax data are also
valuable for researchers. As compared to
surveys, they give a more complete and reli-
able picture of the distribution of income and
wealth among the wealthy.

Toillustrate the differencesininequality esti-
mates between survey and fiscal data,
consider the following examples. According
to official survey data, the top 1% of Chinese
earners captured 6.5% of national income in
2015. However, new estimates produced as
part of the WID.world project show that
correcting surveys with newly released tax
data on high-income earners is enough to
increase the income share of the top 1% from
6.5% to close to 11.5% of national income.* In
Brazil, survey data indicate that the income
received by the richest 10% is just over 40%
of totalincome in 2015, but when surveys are
combined with fiscal data and national
accounts, we find that this group receives, in
fact, more than 55% of national income (see
Figure 1.1). As can be seen from these two
examples, the extent to which surveys under-
estimate top shares can vary from one
country to another—and also from one
percentile to another—but it is always likely
to be substantial. Comparisons between
countries are likely to be unreliable if made
based on survey data without adjusting for
the top by including fiscal and national
accounts data.

Poor coverage of the wealthy in household
surveys can also impede accurate compari-
sons across time. For example, according to
Brazilian survey data, inequality in the
country decreased between 2001 and
2015—butincome tax data show that, in fact,
inequality remained stubbornly high over this
period. Similar results can be found in China,
where the income share of the top 10%
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Figure 1.1
Top 10% income share in Brazil, 2001-2015: survey vs. national accounts (WID.world) series
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In 2015, the Top 10% received around 40% of national income according to household surveys. However, corrected estimates using fiscal, survey and national
accounts show that their share is 55%.
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increased by fifteen percentage points from
1978 to 2015, while, according to official
survey estimates, the increase was only by
nine percentage points. In India, the absence
of top earnersin survey data could explainup
to 30% of the gap between the very low
macroeconomic growth of consumption seen
in survey data, and the much faster growth
rate seen in national account data.?

Administrative tax data are not free from
measurement issues at the top. They also
tend to underestimate top income and wealth
levels, due to tax evasion. For this reason, our
inequality estimates should be viewed in most
cases as lower-bound estimates—but at least
these are more plausible lower bounds than
survey-based measures. In all countries,
including in countries with potentially wide-
spread evasion, we find that top income levels
reported in tax data are substantially larger
thanin surveys. The reason for this is simple:
noncompliant taxpayers face at least some
potential sanctions if they underreport their
incomes to tax authorities, whereas no such
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sanctions exist for underreporting income
in a survey. Furthermore, tax authorities
increasingly collect data from third parties
(such as employers and banks), which
increases tax compliance.

Another advantage of tax data over surveys
is coverage of longer time periods. Adminis-
trative tax data are usually available on a
yearly basis starting with the beginning of the
twentieth century for the income tax, and as
far back as the early nineteenth century for
the inheritance tax in some countries. In
contrast, nationally representative surveys
arerarely carried out annually, and were not
generally carried out at all before the 1970s-
1980s. Using them, it would be impossible to
study long-run evolutions—a serious limita-
tion given that some of the most important
transformations in inequality span long
periods of time. Having data covering many
decades helps disentangles long-term trends
reflecting major macroeconomic transforma-
tions from short-term variations due to
episodic shocks or measurement issues.
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The renewed focus on income
inequality and the World Top Incomes
Database

During the past fifteen years, there has been
renewed interest in understanding the long-
run evolution of income inequality. Many
studies have constructed top income share
series for alarge number of countries.® These
studies have generated large volumes of data,
intended as a research resource for further
analysis as well as a source to inform the public
debate oninequality trends. To a large extent,
this literature followed the pioneering work
of Simon Kuznets, extending his income share
measurement to more countries and years.*

In January 2011, The World Top Incomes
Database (WTID) was created to provide
convenient and free access to these series.
Thanks to the contribution of over a hundred
researchers, the WTID expanded to include
series on income inequality for more than
thirty countries, spanning most of the twen-
tieth and early twenty-first centuries. These
series had a large impact on the global
inequality debate because they made it
possible to compare the income shares of top
groups (for example, the top 1%) over long
periods of time, revealing new facts and refo-
cusing the discussion on therise ininequality
seen in recent decades.

Although the top income share series avail-
ableinthe WTID all had acommon methodo-
logical underpinning and goal—using tax data
todocument the long-run evolution of income
concentration—the units of observation, the
income concepts, and the statistical methods
used were never made fully homogeneous
over time and across countries. Attention was
restricted for the most part, moreover, to the
top decile rather than to the entire distribu-
tion, and these series were mostly about
income, not wealth. All this pointed to the
need for amethodological reexamination and
clarification.

In December 2015, the WTID was subsumed
into the WID, the World Wealth and Income

Database (WID.world). The change in
name reflects the extended scope and
ambition of the project. The new database
aims at measuring not only income but also
wealth inequality, and it aims at capturing the
dynamics of income and wealth across the
entire distribution and not only at the top.

WID.world’s key novelty: distributing
national accounts in a consistent way

The key novelty of the WID.world project is
to produce Distributional National Accounts
(DINA) relying on a consistent and systematic
combination of fiscal, survey, wealth and
national accounts data sources.”> The
complete DINA methodological guidelines
(Alvaredoet al., 2016), as well as all computer
codes and detailed data series and research
papers, are available online on WID.world.
Here we summarize only some of the main
methodological points.

As explained above, administrative data on
income and wealth tend to be more reliable
sources of information than surveys. Unfortu-
nately, they provide information on only a
subset of the population—namely, the part
filing tax returns. This issue is particularly
important in emerging countries. In India, for
example, income tax payers represent only
slightly more than 6% of the adult population;
thus, survey data are the only available sources
of information to measure inequality in the
bottom 94% of the distribution. We must
critically and cautiously rely on survey data
sources in combination with fiscal and wealth
sources and national accounts to estimate the
distribution of national income or wealth.

Another limitation of tax datais that they are
subject tochanges in fiscal concepts over time
and across countries. Typically, depending on
whether income components (such as labor
income, dividends, and capital income) are
subject to tax, they may or may not appear in
the tax data from which distributional statis-
tics can be computed. These differences can
make international and historical comparisons
difficult.
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To some extent, these harmonization issues
can be overcome by using national account
data—and in particular, the concepts of
national income and national wealth—as a
benchmark. Our choice of these concepts for
the analysis of inequality does not mean that
we consider them perfectly satisfactory.
Quite the contrary, our view is that national
accounts statistics are insufficient and need
to be greatly improved.

Inour view, however, the best way to improve
on the national accounts is to confront them
with other sources and to attempt to
distribute national income and wealth across
percentiles. The key advantage of national
accounts is that they follow internationally
standardized definitions for measuring the
economic activity of nations. As such, they
allow for a more consistent comparison over
time and across countries than fiscal data.

National accounts definitions, in particular,
do not depend upon local variations in tax
legislation or other parts of the legal system.

One of the most widely used aggregate of the
national accounts is gross domestic
product (GDP). But GDP statistics do not
provide any information about the extent to
which the different social groups benefit (or
not) from growth.® In addition, GDP is not a
satisfactory measure of the total income of a
country, because a country with extensive
capital depreciation or large income flowing
abroad can have a large GDP but much less
income to distribute to its residents.

The concept of national income (N1) is a better
benchmark indicator to compare countries
and to analyze the distribution of income and
growth. National income is equal to GDP
minus capital depreciation plus net foreign

What type of economic inequality do we measure in the World Inequality Report?

This report attempts to present an integrated and
consistent approach to gauging both income and
wealth inequality. As its title indicates, the key
ambition and novelty of the World Wealth and
Income Database (WID.world), upon which this
report is built, is indeed to put equal emphasis on
wealth and income, and to relate the two aspects
of economic inequality as closely as possible.

There are several reasons for this. First, in order

to properly analyze income inequality, it is critical
to decompose total income into two categories of
income flows: income from labor and income from
capital. The latter category has played an important
role in the rise of inequality in recent decades—and
an even bigger role if we look at the evolution of the
distribution of income in the very long run.

Next, one of our key goals is to relate macroeco-
nomic issues—such as capital accumulation, the
aggregate structure of property, privatization or
nationalization policies, and the evolution of pub-
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lic debt—to the microeconomic study of inequality.
Far too often, the study of the “capital” side of the
economy (that is, focused on capital, investment,
debt, and so forth) is separated from the study

of the “household” side (that is, looking at wages,
transfers, poverty, inequality, and other issues).

We should make clear, however, that a lot of
progress needs to be made before we can present
afully integrated approach. The present report
should be viewed as one step in this direction. For
example, in Part IV of the report, we are able to
fully analyze the joint evolution of inequality of
income and wealth for a number of countries (in
particular, the United States and France). Doing so
requires careful measurement not only of the in-
equality of pre-tax and post-tax income, but also of
the distribution of saving rates across the different
deciles of the distribution of pre-tax income.

This kind of analysis will gradually be extended to
more and more countries, as more data become
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income. It reflects a nation’s income more
closely than GDP does. The WID.world data-
base combines macroeconomic data from
different sources in order to produce national
income series for about two hundred coun-
tries. These national income estimates are
consistent with those of international organ-
izations, with one important improvement:
our series address the issue that some income
is missing from published national accounts.
In the official data, foreign income paid is
higher than foreign income received at the
global level—because some of the income
received in tax havens is nowhere recorded.
We allocate this global missing income
drawing on methods first developed by
Zucman (2013).7

Total fiscal income (as measured by tax data)
is always less than national income (as meas-
ured in the national accounts). Part of the

differenceis due to tax-exempt income flows
such as imputed rent (the rental value of
owner-occupied housing) and undistributed
profits (the profits of corporations not distrib-
uted to individuals but ultimately benefitting
owners of corporations). When data are avail-
able and sufficiently precise, we attribute the
fraction of national income missing from fiscal
datato the income groups who benefit from
these sources of income. This operation can
have significant implications for the distribu-
tion of income. For example, once we add
undistributed profits to fiscal income, the
share of income earned by the top 1% in
Chinaincreases from 11.5% to 14%in 2015.
A number of recent research papers have
attempted to construct inequality statistics
accounting for tax-exempt income, both in
developed and emerging countries, including
the United States, China, France, Brazil, and
Russia.
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available. The combination of series on the dis-
tribution of pre-tax and post-tax income, savings,
and wealth will also allow us to relate in a system-
atic manner the inequality of income, wealth, and
consumption (that is, income minus savings).

In our view, however, it would be a mistake to
overemphasize the consumption perspective,

as the literature on inequality and poverty has
sometimes done. Consumption is obviously a very
important indicator of wealth, particularly at the
bottom of the distribution. The problem is that
the household surveys routinely used to study
consumption inequality tend to underestimate the
consumption, income, and wealth levels reached
by the top of the distribution. Also, the notion of
consumption is not always well defined for top
income groups, which typically save very large
proportions of their income. They choose to do so
partly in order to consume more in later years, but
more generally in order to consume the prestige,
security, and economic power conferred by wealth

ownership. In order to develop a consistent and
global perspective on economic inequality—that
is, a perspective that views economic actors not
only as consumers and workers but also as own-
ers and investors—it is critical, in our view, to put
equal emphasis on income and wealth.

Our various concepts of income and wealth—in
particular, pre-tax national income, post-tax
national income, and personal wealth—are defined
using international guidelines in national income
and wealth accounts (SNA 2008). The exact tech-
nical definitions are available online in the DINA
Guidelines (Distributional National Accounts).?

a SeeF. Alvaredo, A. B. Atkinson, L. Chancel, T. Piketty, E. Saez, and G.
Zucman, “Distributional National Accounts (DINA) Guidelines: Concepts
and Methods Used in WID.world,” WID.world Working Paper no. 2016/2,
December 2016, http://wid.world/document/dinaguidelines-v1/.
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Data limitations currently make such adjust-
ments impossible, however, in a number of
countries, which implies that inequality esti-
mates for these countries tend to be down-
wardly biased. In such cases, we simply use
our national income series to scale up fiscal
incomes proportionally so that they add up
to national income.® This transformation does
not affect the distribution of income, but
allows us to compare the evolution of income
levels over time and across countries more
meaningfully. For example, our data show that
the average pre-tax national income per adult
within the top 1% is similar in India and China
in2013(€131000versus €157 000, respec-
tively) but much higher in Brazil (€436 000)
and in the United States (€920000).

Taking wealth inequality into account

Onereasonfor the growing interest in wealth
inequality is the recognition that the increase
in income inequality in recent years is partly
a result of rising capital incomes (in addition
to changes in wages and earned income).
These capital incomes include interest, divi-
dends, retained earnings of corporations, and
rents. While most of the population earns
little capital income, this form of income
accounts for a significant proportion of
income at the top of the income distribution.

Another reason for the renewed interest in
wealthis that aggregate wealth itselfis rising
faster than income—so the ratio of national
wealth to national income is rising fast in many
countries (as was first shown by Piketty and
Zucman, 2014). One consequence is that
inherited wealth—which declined for much of
the twentieth century—is taking on renewed
significance in a number of countries. There
is also extensive evidence (in billionaire rank-
ings, for example) that top global wealth-
holders have accumulated wealth at a much
faster rate than the average person and have
therefore benefited from a substantial
increase in their share of global wealth.

Because most countries do not tax wealth
directly, producing reliable estimates of
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wealth inequality requires combining
different data sources, such as billionaire
rankings and also income tax data and inher-
itance tax data—as in the pioneering work of
A. B. Atkinson and A. Harrison (1978). The
globalization of wealth management since the
1980s raises additional new challenges, as a
growing amount of world wealth is held in
offshore financial centers. Work led by
Gabriel Zucman shows that accounting for
these offshore assets has large implications
for the measurement of wealth at the very
top end of the distribution (see Figure 1.2).7°
More generally, it is becoming critical to
measure the inequality of income and wealth
from a global perspective, and not simply at
the country level, as we discuss below.

From national to regional and global
distributions of income and wealth

One central objective of the WID.world
project is to produce global income and
wealth distributions. This amounts to ranking
individuals from the poorest to the richest at
the global level, ignoring national boundaries.
We also provide estimates of income and
wealth inequality for broad regions, such as
Europe and the Middle East.

One might wonder whether it makes sense
to produce global inequality estimates, given
that most policies (including policies to
tackle inequality) are voted and imple-
mented at the national level. In our view, it
is complementary to study inequality
dynamics at the national, regional, and global
levels. First, although there exists no global
government, there are attempts to foster
global cooperation to tackle issues such tax
havens and environmental inequalities.
Next, growing economic interdependence
implies that one needs to look at global
inequality dynamics to fully understand the
underlying economic forces shaping national
inequality. Finally, political perceptions
about inequality might be determined by
one’s position not only withina given country
but also by comparison to others at the
regional and global level.
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12% o
Offshore wealth
g B All wealth excluding offshore
=
% 9% A
2
i)
2
3 6% -
)
2
% | |
8
2 3% -
(7p]
0% T T T T T 1
Spain UK Scandinavia France us Russia
Source: Alstadseeter, Johannesen and Zucman (2017). See wir2018.wid.world for data series and notes.
Between 2000-2009, the average wealth share of the Top 0.01% in Scandinavia was 4.8%. 0.7 percentage points of this wealth was held offshore.
Since the 1980s the world has evolved contributed to anti-establishment votes over
towards more economic, financial, and recent years. National citizens may already
cultural integration. Even if globalization  be thinking across borders.
may be called into question today—as recent
elections in the UK and the United States  Global inequality data are also necessary to
have proved—the world remains an inter-  analyze the distributional consequences of
connected environment where capital, globalization. Is growth at the global top
goods, services, and ideas are highly mobile  disproportionately high? Or is the share of
and their circulationis facilitated by innova-  total growth captured by the global top 1%
tions in information technology. To some small compared to the growth that has
extent, there is already a global community, accrued to the bottom 50%? The first step
and in this global environment itis logical for toward answering these fundamental ques-
citizens to compare themselves to one tions is to collect and produce global
another. inequality statistics that cover all groups of
the population, up to the very top.
Individuals in one country may feel deeply
concerned, from an ethical perspective, by  Aswill be described in Chapter 2.1, we move
the situations of those at the bottom of the  toward this goal carefully, aggregating only
global distribution.'® They may also be regions and countries for which we have
concerned about their own positions in the  consistent dataseries. We present results for
global or regional distributions ofincome and  the global distribution of income, but data
wealth. The stagnating or sluggish income limitations do not allow us yet to analyze the
growth of lower- and middle-income groups  global distribution of wealth. (Our “global”
in rich countries, considered in a context of  wealth estimates take into account only the
high growth inemerging countriesand atthe  United States, Europe, and China.) Producing
top of the global income pyramid, may have truly global wealth distribution series will be
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a major goal of future editions of the World
Inequality Report. Eventually, we also seek to
deepen our understanding of the interplay
between global economic inequality and
other forms of global inequality, such as envi-
ronmental injustice.’? Such inequality metrics
can help environmental and economic policy
making—for example, when it comes to allo-
cating efforts to tackle climate change across
individuals, countries, and regions.

WID.world and the World Inequality
Report: open access, transparency, and
replicability at its core

InJanuary 2017, we released the first version
of the WID.world website with the objective
of reaching a wide audience of researchers
and the general public with a user-friendly
interface. Thanks to the work of over a hun-
dred researchers located on five continents,
the WID.world website now gathers income
inequality data for more than 70 countries,
wealth inequality and public and private
wealth data for more than 30 countries, and
national income and GDP data for more than
180 countries. Thus WID.world provides
access to the most extensive available data-
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base on the historical evolution of income and
wealth inequality, both between and within
countries. As part of our attempts to democ-
ratize access to inequality data, we have also
made WID.world available in four languages—
Chinese (Mandarin), English, French, and
Spanish—and thus to three billion people in
their own language (see Figure 1.3).

Open access, transparency, and reproduci-
bility are the core values of the WID.world
project. The website was designed to allow
anyone, expert or nonexpert, to access and
make sense of historical global inequality
data. All WID.world series, moreover, are
accompanied with a methodological paper
providing extensive descriptions of the
method and concepts used.

Raw data and the computer codes used to
generate inequality estimates are also
updated on the website. This level of trans-
parency is another key innovation in the land-
scape of economic data providers. It allows
any interested researcher to refine our esti-
mates, make different assumptions if they
wish, and help develop new ideas for how
inequality can be better measured and how
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this data can be used for the benefit of society.
Our website comes along with a set of tools
to analyze economic inequality.

The World Inequality Report 2018 is part of
this initiative to democratize access to
inequality statistics. All the series discussed
and presented inthe report are also available
online and can be entirely reproduced. We
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PART I TRENDS IN GLOBAL INCOME INEQUALITY

2.1

GLOBAL INCOME INEQUALITY DYNAMICS

The information in this chapter draws on “The Elephant Curve of Global Inequality and Growth,”
by Facundo Alvaredo, Lucas Chancel, Thomas Piketty, Emmanuel Saez, and Gabriel Zucman, 2017.
WID.world Working Paper Series (No. 2017/20), forthcoming in American Economic Review.

Data series on global inequality are scarce and caution is required in inter-
preting them. However, by combining consistent and comparable data, as we
have done in this World Inequality Report, we can provide striking insights.

Since 1980, income inequality has increased rapidly in North America and
Asia, grown moderately in Europe, and stabilized at an extremely high level in
the Middle East, sub-Saharan Africa, and Brazil.

The poorest half of the global population has seen its income grow
significantly thanks to high growth in Asia. But the top 0.1% has captured as
much growth as the bottom half of the world adult population since 1980.

Income growth has been sluggish or even nil for individuals between the

global bottom 50% and top 1%. This includes North American and European

lower- and middle-income groups.

The rise of global inequality has not been steady. While the global top 1%
income share increased from 16% in 1980 to 22% in 2000, it declined slightly
thereafter to 20%. The trend break after 2000 is due to a reduction in
between-country average income inequality, as within-country inequality has
continued to increase.

When measured using market exchange rates, the top 10% share reaches 60%
today, instead of 53% when using purchasing power parity (PPP) exchange rates.

Global income growth dynamics are driven by strong forces of convergence
between countries and divergence within countries. Standard economic
trade models fail to explain these dynamics properly—in particular, the rise of
inequality at the very top and within emerging countries. Global dynamics are
shaped by a variety of national institutional and political contexts, described
and discussed in the following chapters of this report.
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Managing data limitations to construct
a global distribution of income

The dynamics of global inequality have
attracted growing attentioninrecent years.!
However, we still know relatively little about
how the distribution of global income and
wealth is evolving. Available studies have
largely relied on household surveys, a useful
source of information, but one that does not
accurately track the evolution of inequality at
the top of the distribution. New methodolog-
ical and empirical work carried out in the
context of WID.world allows a better under-
standing of global income dynamics.

We stress at the outset that the production
of global inequality dynamics is in its infancy
and will still require much more work. It is
critical that national statistical and tax institu-
tions release income and wealth inequality
data in many countries where data are not
available currently—in particular, in devel-
oping and emerging countries. Researchers
also need to thoroughly harmonize and
analyze these data to produce consistent,
comparable estimates. The World Inequality
Lab and the WID.world research consortium
intend to continue contributing to these tasks
in the coming years.

Even if there are uncertainties involved, it is
already possible to produce meaningful global
income inequality estimates. The WID.world
database contains internationally comparable
income inequality estimates covering the
entire population, from the lowest to the
highest income earners, for many countries:
the United States, China, India, Russia, Brazil,
the Middle East, and the major European
countries (such as France, Germany, and the
United Kingdom). A great deal can already be
inferred by comparing inequality trends in
these regions. Using simple assumptions, we
have estimated the evolution of incomes in
the rest of the world so as to distribute 100%
of global income every year since 1980
(Box 2.1.1). This exercise should be seen as a
first step towards the construction of a fully
consistent global distribution of income. We
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plan to present updated and extended
versions of these estimates in the future
editions of the World Inequality Report and on
WID.world, as we gradually manage to access
more data sources, particularly in Africa, Latin
America, and Asia.

The exploration of global inequality dynamics
presented here starts in 1980, for two main
reasons. First, 1980 corresponds to aturning
point ininequality and redistributive policies
in many countries. The early 1980s mark the
start of arising trend in inequality and major
policy changes, both in the West (with the
elections of Ronald Reagan and Margaret
Thatcher, in particular) and in emerging econ-
omies (with deregulation policies in China and
India). Second, 1980 is the date from which
data become available for a large enough
number of countries to allow a sound analysis
of global dynamics.

We start by presenting our basic findings
regarding the evolution of income inequality
within the main world regions. Three main
findings emerge.

First, we observe rising inequality in most
of the world’s regions, but with very
different magnitudes. More specifically, we
display in Figure 2.1.1a the evolution of the
top 10% income share in Europe (Western
and Eastern Europe combined, excluding
Ukraine, Belorussia, and Russia), North
America (defined as the United States and
Canada), China, India, and Russia. The top
10% share has increased in all five of these
large world regions since 1980. The top 10%
share was around 30-35% in Europe, North
America, China, and India in 1980, and only
about 20-25% in Russia. If we put these 1980
inequality levels into broader and longer
perspective, we find that they were in place
since approximately the Second World War,
and that these are relatively low inequality
levels by historical standards (Piketty, 2014).
In effect, despite their many differences, all
these world regions went through a relatively
egalitarian phase between 1950 and 1980.
For simplicity, and for the time being, this rela-

WORLD INEQUALITY REPORT 2018

PART Il

41



PART I

TRENDS IN GLOBAL INCOME INEQUALITY

Figure 2.1.1a

Top 10% income shares across the world, 1980-2016: Rising inequality almost everywhere,
but at different speeds
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In 2016, 47% of national income was received by the top 10% in US-Canada, compared to 34% in 1980.
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tively low inequality regime can be described
as the “post-war egalitarian regime,” with
obvious important variations between social-
democratic, New Deal, socialist, and commu-
nist variants to which we will return.

Top 10% income shares then increased in all
these regions between 1980 and 2016, but
with large variations in magnitude. In Europe,
the rise was moderate, with the top 10%
share increasing to about 35-40% by 2016.
However, in North America, China, India, and
even more so in Russia (where the change in
policy regime was particularly dramatic), the
rise was much more pronounced. In all these
regions, the top 10% share rose to about
45-50% of total income in 2016. The fact that
the magnitude of rising inequality differs
substantially across regions suggests that
policies and institutions matter: rising
inequality cannot be viewed as a mechanical,
deterministic consequence of globalization.

Next, there are exceptions to this general
pattern. Thatis, there are regions—in partic-
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ular, the Middle East, Brazil (and to some
extent Latin America as awhole), and South
Africa (and to some extent sub-Saharan
Africa as awhole)—where income inequality
has remained relatively stable at extremely
high levelsin recent decades. Unfortunately,
dataavailability is more limited for these three
regions, which explains why the series start
in 1990, and why we are not able to properly
cover all countries in these regions (see
Figure 2.1.1b).

In spite of their many differences, the striking
commonality in these three regions is the
extreme and persistent level of inequality.
The top 10% receives about 55% of total
income in Brazil and sub-Saharan Africa, and
inthe Middle East, the top 10% income share
is typically over 60% (see Figure 2.1.1c). In
effect, for various historical reasons, these
three regions never went through the post-
war egalitarian regime and have always been
at the world'’s high-inequality frontier.
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Figure 2.1.1b

Top 10% income shares across the world, 1980-2016: Is world inequality moving toward
the high-inequality frontier?

70% -
s 60% = Middle East
iy India
IS .
Brazil
§ 50% razi
= = Sub-Saharan
g Africa
E 40% = US-Canada
5 - RUSSIa
L o
a 30% == China
(V]
= Europe
20% 4
1980 1985 1990 1995 2000 2005 2010 2015

Source: WID.world (2017). See wir2018.wid.world for data series and notes.
In 2016, 55% of national income was received by the Top 10% earners in India, against 31% in 1980.

Figure 2.1.1c

Top 10% income shares across the world, 2016
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In 2016, 37% of national income was received by the Top 10% in Europe against 61% in the Middle-East.
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Figure 2.1.1d

Top 1% income shares across the world, 1980-2016

Share of national income (%)

35% A

30%

25%

20%

15%

10%

5%

0%

China

India

Russia
US-Canada
Europe
Middle East

= Sub-Saharan
Africa

Brazil

1980

1985 1990 1995 2000

Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 2016, 14% of national income was received by the Top 1% in China.

44

The third striking finding is that the variations
in top-income shares over time and across
countries are very large in magnitude, and
have a major impact on the income shares and
levels of the bottom 50% of the population.
It is worth keeping in mind the following
orders of magnitude: top 10% income shares
vary from 20-25% to 60-65% of total income
(see Figures 2.1.1a and 2.1.1b). If we focus
upon very top incomes, we find that top 1%
income shares vary from about 5% to 30%
(see Figure 2.1.1d), just like the share of
income going to the bottom 50% of the popu-
lation (see Figure 2.1.1e).

In other words, the same aggregate income
level can give rise to widely different income
levels for the bottom and top groups
depending on the distribution of income
prevailing in the specific country and time
period under consideration. In brief, the
distribution matters quite a bit.

What have been the growth trajectories of
differentincome groups in these regions since
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2005

2010 2015

19807 Table 2.1.1 presents income growth
rates in China, Europe, India, Russia, and
North Americafor key groups of the distribu-
tion. The full population grew at very different
rates in the five regions. Real per-adult,
national income growth reached an impres-
sive 831% in China and 223% in India. In
Europe, Russia, and North America, income
growthwas lower than 100% (40%, 34%, and
74%, respectively). Behind these heteroge-
neous average growth trajectories, the
different regions all share acommon, striking
characteristic.

In all these countries, income growth is
systematically higher for upper income
groups. In China, the bottom 50% earners
grew at less than 420% while the top 0.001%
grew at more than 3750%. The gap between
the bottom 50% and the top 0.001% is even
more important in India (less than 110%
versus more than 3000%). In Russia, the top
of the distribution had extreme growth rates;
this reflects the shift from a regime in which
top incomes were constrained by the commu-
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Figure 2.1.1e

Bottom 50% income shares across the world, 1980-2016
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In 2016, 12% of national income was received by the Bottom 50% in Sub-Saharan Africa.

nist system towards a market economy with  growth gap between the bottom 50% and the
few regulations constraining top incomes. In ~ full population, and with the lowest growth
this global picture, in line with Figure 2.1.1, gap between the bottom 50% and top
Europe stands as the region with the lowest  0.001%.

Global income growth and inequality, 1980-2016

Total cumulative real growth per adult
Income group China Europe India Russia US-Canada World
Full Population 831% 40% 223% 34% 63% 60%
Bottom 50% 417% 26% 107% -26% 5% 94%
Middle 40% 785% 34% 112% 5% 44% 43%
Top 10% 1316% 58% 469% 190% 123% 70%
Top 1% 1920% 72% 857% 686% 206% 101%
Top 0.1% 2421% 76% 1295% 2562% 320% 133%
Top 0.01% 3112% 87% 2078% 8239% 452% 185%
Top 0.001% 3752% 120% 3083% 25269% 629% 235%

Source: WID.world (2017). See wir2018.wid.world for data series and notes.

From 1980 to 2016, the average income of the Bottom 50% in China grew 417%. Income estimates are calculated using 2016 Purchasing Power Parity (PPP)
euros. PPP accounts for differences in the cost of living between countries. Values are net of inflation.
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Theright-hand column of table 2.1.1 presents
income growth rates of different groups at
the level of the entire world. These growth
rates are obtained once all the individuals of
the different regions are pooled together to
reconstruct global income groups. Incomes
across countries are compared using
purchasing power parity (PPP) so that a given
income can in principle buy the same bundle
of goods and services in all countries. Average
global growth is relatively low (60%)
compared to emerging countries’ growth
rates. Interestingly enough, at the world level,
growth rates do not rise monotonically with
income groups’ positions in the distribution.
Instead, we observe high growth at the
bottom 50% (94%), low growth in the middle
40% (43%), and high growth at the top 1%
(more than 100%)—and especially at the top
0.001% (close to 235%).

To better understand the significance of
these unequal rates of growth, it is useful to
focus on the share of total growth captured
by each group over the entire period.
Table 2.1.2 presents the share of growth per
adult captured by each group. Focusing on
both metricsisimportant because the top 1%
global income group could have enjoyed a
substantial growth rate of more than 100%

Share of global growth captured by income groups, 1980-2016

over the past four decades (meaningful at the
individual level), but still represent only a little
share of total growth. The top 1% captured
35% of total growth in the US-Canada, and
an astonishing 69% in Russia.

At the global level, the top 1% captured 27%
of total growth—that s, twice as much as the
share of growth captured by the bottom 50%.
Thetop 0.1% captured about as much growth
as the bottom half of the world population.
Therefore, the income growth captured by
very top global earners since 1980 was very
large, even if demographically they are avery
small group.

Building a global inequality distribution
brick by brick

A powerful way to visualize the evolution of
global income inequality dynamics is to plot
the total growth rate of each income groups
(see Box 2.1.2). This provides a more precise
representation of growth dynamics than
Table 2.1.1. To properly understand the role
played by each region in global inequality
dynamics, we follow a step-by-step approach
to construct this global growth curve by
adding one region after another and
discussing each step of the exercise.

Income group China Europe India Russia US-Canada World
Full Population 100% 100% 100% 100% 100% 100%
Bottom 50% 13% 14% 11% -24% 2% 12%
Middle 40% 43% 38% 23% 7% 32% 31%
Top 10% 43% 48% 66% 117% 67% 57%
Top 1% 15% 18% 28% 69% 35% 27%
Top 0.1% 7% 7% 12% 41% 18% 13%
Top 0.01% 4% 3% 5% 20% 9% 7%
Top 0.001% 2% 1% 3% 10% 4% 4%

Source: WID.world (2017). See wir2018.wid.world for data series and notes.

From 1980 to 2016, the Middle 40% in Europe captured 38% of total income growth in the region. Income estimates are calculated using 2016 Purchasing
Power Parity (PPP) euros. PPP accounts for differences in the cost of living between countries. Values are net of inflation.

46

WORLD INEQUALITY REPORT 2018



TRENDS IN GLOBAL INCOME INEQUALITY

How did we construct global income inequality measures?

Global estimates in the World Inequality Report
are based on a combination of sources used at
the national level (including tax receipts, house-
hold surveys and national accounts as discussed
in Part |). Consistent estimates of national
income inequality are now available for the
USA, Western Europe (and in particular France,
Germany, the United Kingdom) as well as China,
India, Brazil, Russia and the Middle East. These
regions represent approximately two thirds of
the world adult population and three quarters of
global income.

In this chapter on global income inequality, we
have ultimately distributed the totality of global
income, to the totality of the world popula-
tion. To achieve this, we had to distribute the
quarter of global income to the third of the
global population for which there is currently
no consistent income inequality data available.
One crucial information we have, however,

is total national income in each country. This
information is essential, as it already determines
a large part of global income inequality among
individuals.

How then to distribute national income to
individuals in countries without inequality data?
We tested different ways and found that these
had very moderate impacts on the distribution of
global income, given the limited share of income
and population concerned by these assump-
tions. In the end, we assumed that countries with
missing inequality information had similar levels
of inequality as other countries in their region.
Take an example, we know the average income
level in Malaysia, but not (yet) how national
income is distributed to all individuals in this
country. We then assumed that the distribution
of income in Malaysia was the same, and followed
the same trends, as in the region formed by China
and India. This is indeed an over simplification,
but to some extent this is an acceptable method
as alternative assumptions have a limited impact
on our general conclusions.

Sub-Saharan Africa is a particular case: we did
not have any country with consistent income
inequality data over the past decades (whereas
in Asia we have consistent estimates for China
and India, in Latin America, we have estimates
for Brazil, etc.). For Sub-Saharan Africa, we thus
relied on household surveys available from

the World Bank (these estimates cover 70% of
Sub-Saharan Africa’s population and yet a higher
proportion of the region’s income). These surveys
were matched with fiscal data available from
WID.world so as to provide a better representa-
tion of inequality at the top of the social pyramid
(see Part ).

Doing so then allowed us to produce a global
distribution of income. The methodology we
followed? is available on wir2018.wid.world, as
well as all the computer codes we used, so as to
allow anyone make alternative assumptions or
contribute to extend this work. In future editions
of the World Inequality Report, we will progres-
sively expand the geographical coverage of our
data.

a Seel.Chanceland A. Gethin, “Building a global income distribution
brick by brick”, WID.world Technical Note, 2017/5 as well as L. Chancel.
and L. Czajka. “Estimating the regional distribution of income in
Sub-Saharan Africa”. WID.world Technical Note, 2017/6.
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Figure 2.1.2

Total income growth by percentile in US-Canada and Western Europe, 1980-2016
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

On the horizontal axis, the world population is divided into a hundred groups of equal population size and sorted in ascending order from left to right, according to
each group's income level. The Top 1% group is divided into ten groups, the richest of these groups is also divided into ten groups, and the very top group is again
divided into ten groups of equal population size. The vertical axis shows the total income growth of an average individual in each group between 1980 and 2016. For
percentile group p99p99.1 (the poorest 10% among the world's richest 1%) growth was 104% between 1980 and 2016. The Top 1% captured 28% of total growth
over this period. Income estimates account for differences in the cost of living between countries. Values are net of inflation.
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We start with the distribution of growth in a
regionregrouping Europe and North America
(Figure 2.1.2). These two regions have a total
of 880 million individualsin 2016 (520 million
in Europe and 360 million in North America)
and represent most of the population of high-
income countries. In Euro-America, cumula-
tive per-adultincome growth over the 1980~
2016 period was +28%, which is relatively low
as compared to the global average (+66%).
While the bottom 10% income group saw
their income decrease over the period, all
individuals between percentile 20 and
percentile 80 had a growth rate close to the
average growth rate. At the very top of the
distribution, incomes grew very rapidly; indi-
vidualsinthetop 1% group saw their incomes
rise by more than 100% over the time period
and those in the top 0.01% and above grew
at more than 200%.

How did this translate into shares of growth
captured by different groups? The top 1% of

WORLD INEQUALITY REPORT 2018

earners captured 28% of total growth—that
is, as much growth as the bottom 81% of the
population. The bottom 50% earners
captured 9% of growth, whichis less than the
top 0.1%, which captured 14% of total growth
over the 1980-2016 period. These values,
however, hide large differences in the
inequality trajectories followed by Europe
and North America. Inthe former, the top 1%
captured as much growth as the bottom 51%
of the population, whereas in the latter, the
top 1% captured as much growth as the
bottom 88% of the population. (See chapter
2.3 for more details.)

The next stepis to add the population of India
and Chinatothedistribution of Euro-America.
The global region now considered repre-
sents 3.5 billion individuals in total (including
1.4 billion individuals from China and
1.3 billionfrom India). Adding India and China
remarkably modifies the shape of the global
growth curve (Figure 2.1.3).



Interpreting inequality graphs in this report

Total growth curves (or “growth incidence
curves”) shed light on the income growth rate of
each income group in a given country or at the
world level. The popularization of such graphs is
largely due to their use by Christoph Lakner and
Branko Milanovic. In this report we are able to
provide novel insights on global income dynamics
thanks to the new inequality series constructed
in WID.world (as detailed in Part 1). In particular,
we are able to decompose the top 1% of the
global distribution into smaller groups and

observe their relative importance in total growth.

If anything, our general conclusion is that the
“elephant curve” is even more marked than what

was initially pointed out by Lakner and Milanovic.

How to interpret these graphs? The horizontal
axis sorts global income groups in ascending
order from the poorest (left-hand side) to the
richest (right-hand side). The first ninety-nine
brackets correspond to each of the bottom
ninety-nine percentiles of the global population.
Each bracket represents 1% of the global popula-
tion and occupies the same length on the graph.
The global top 1% group is not represented on
the same scale as the bottom 99%. We split it into
twenty-eight smaller groups in the following way.
The group is first split into ten groups of equal
size (representing each 0.1% of the population).
The richest of these groups is then itself split into
ten groups of equal size (each representing 0.01%
of the global population). The richest of these
groups is again split into ten groups of equal size.
The richest group represented on the horizontal
axis (group 99.999) thus corresponds to the top
0.001% richest individuals in the world. This
represents 49 000 individuals in 2016.

Each of these twenty-eight groups comprising
the top 1% earners occupies the same space as
percentiles of the bottom 99%. This is a simple
way to represent clearly the importance of these
groups in total income growth. The global top 1%
group captured 27% of total growth from 1980
to 2016—that is, about a quarter of total growth.

TRENDS IN GLOBAL INCOME INEQUALITY

On the horizontal axis, this group occupies about
a quarter of the scale.

There are other ways to scale percentiles on the
horizontal axis. Appendices A2.1 and A2.2 show
two variants. In the first, each group occupies a
space that is proportional to its population size;
in effect, the 28 groups decomposing the top 1%
are squeezed together. In the other, each group is
given a segment that is proportional to its share
of total growth captured. In this case, it is the
groups at the bottom of the global distribution
that are squeezed. Our benchmark representa-
tion is a combination of these two variants.

The vertical axis presents the total real pre-tax
income growth rate for each of the 127 groups
defined above. Real income means that incomes
are corrected for inflation. “Pre-tax” refers to
incomes before taxes and transfers (but after
the operation of the pension system). Note

that the values are presented as total growth
rates over the period rather than as annualized
growth rates, which are perhaps somewhat more
common in economic debates. Over long time
spans such as the 1980-2016 period analyzed
here, it is generally more meaningful to discuss
total growth rates than to discuss average
annual growth rates. Because of the multiplica-
tive power of growth rates, small differences

in annualized growth rates lead to large differ-
ences in total growth rates over long time spans.
Toillustrate this, let us take two income groups
whose incomes grow at 4% and 5% over thirty-
five years, respectively. The first group does not
grow as fast as the second one, but the difference
may seem limited. In fact, over thirty-five years,
the total income growth is 295% in the first case
and 452% in the second, which indeed represents
a substantial difference in terms of purchasing
power and standards of living.
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Figure 2.1.3

Total income growth by percentile in China, India, US-Canada, and Western Europe, 1980-2016
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

On the horizontal axis, the world population is divided into a hundred groups of equal population size and sorted in ascending order from left to right, according to
each group's income level. The Top 1% group is divided into ten groups, the richest of these groups is also divided into ten groups, and the very top group is again
divided into ten groups of equal population size. The vertical axis shows the total income growth of an average individual in each group between 1980 and 2016. For
percentile group p99p99.1 (the poorest 10% among the world's richest 1%), growth was 77% between 1980 and 2016. The Top 1% captured 23% of total growth
over this period. Income estimates account for differences in the cost of living between countries. Values are net of inflation.
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The first half of the distribution is now
marked by a “rising tide” as total income
growth rates increase substantially from the
bottom of the distribution to the middle. The
bottom half of the population records
growth rates which go as high as 260%,
largely above the global average income
growth of 146%. This is due to the fact that
Chinese and Indians, who make up the bulk
of the bottom half of this global distribution,
enjoyed much higher growth rates than their
European and North American counter-
parts. In addition, growth was also very
unequally distributed in India and China, as
revealed by Table 2.1.1.

Between percentiles 70 and 99 (individuals
above the poorest 70% of the population but
below the richest 1%), income growth was
substantially lower than the global average,
reaching only 40-50%. This corresponds to
the lower- and middle-income groups in rich
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countrieswhich grew at avery low rates. The
extreme case of these is the bottom half of
the population in the United States, which
grew at only 3% over the period considered.
(See Chapter 2.4.)

Earlier versions of this graph have been termed
“the elephant curve,” as the shape of the curve
resembles the silhouette of the animal. These
new findings confirm and amplify earlier
results.? In particular they make it possible to
measure much more reliably the share of
income growth captured at the top of the
global income distribution—a figure which
couldn’t be properly measured before.

At the top of the global distribution, incomes
grew extremely rapidly—around 200% for
the top 0.01% and above 360% for the top
0.001%. Not only were these growth rates
important from the perspective of individuals,
they also matter a lot in terms of global



Figure 2.1.4
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Total income growth by percentile across all world regions, 1980-2016
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On the horizontal axis, the world population is divided into a hundred groups of equal population size and sorted in ascending order from left to right, according to
each group's income level. The Top 1% group is divided into ten groups, the richest of these groups is also divided into ten groups, and the very top group is again
divided into ten groups of equal population size. The vertical axis shows the total income growth of an average individual in each group between 1980 and 2016. For
percentile group p99p%9.1 (the poorest 10% among the world's richest 1%), growth was 74% between 1980 and 2016. The Top 1% captured 27% of total growth
over this period. Income estimates account for differences in the cost of living between countries. Values are net of inflation.

growth. The top 1% captured 23% of total
growth over the period—that is, as much as
the bottom 61% of the population. Such
figures help make sense of the very high
growthrates enjoyed by Indians and Chinese
sitting at the bottom of the distribution.
Whereas growth rates were substantial
among the global bottom 50%, this group
captured only 14% of total growth, just
slightly more than the global top 0.1%—which
captured 12% of total growth. Such a small
share of total growth captured by the bottom
half of the populationis partly due to the fact
that when individuals are very poor, their
incomes can double or triple but still remain
relatively small—so that the total increase in
their incomes does not necessarily add up at
the global level. But this is not the only expla-
nation. Incomes at the very top must also be
extraordinarily high to dwarf the growth
captured by the bottom half of the world
population.

The next step of the exercise consists of adding
the populations and incomes of Russia
(140 million), Brazil (210 million), and the
Middle East (410 million) to the analysis. These
additional groups bring the total population
now considered to more than 4.3 billion indi-
viduals—thatis, close to 60% of the world total
population and two thirds of the world adult
population. The global growth curve presented
in Appendix Figure A2.3 is similar to the
previous one except that the “body of the
elephant”is now shorter. This can be explained
by the fact that Russia, the Middle East, and
Brazil are three regions which recorded low
growth rates over the period considered.
Adding the population of the three regions also
slightly shifts the “body of the elephant” to the
left, since a large share of the population of the
countriesincorporated inthe analysis is neither
very poor nor very rich from a global point of
view and thus falls in the middle of the distribu-
tion. In this synthetic global region, the top 1%
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earners captured 26% of total growth overthe  When all countries are taken into account, the
1980-2016 period—that is, as much as the  shape of the curveis again transformed (Figure
bottom 65% of the population. The bottom  2.1.4). Now, average global income growth rates
50% captured 15% of total growth, morethan  are further reduced because Africa and Latin
the top 0.1%, which captured 12% of growth.  America had relatively low growth over the
period considered. This contributes toincreasing
The final step consists of including all global inequality as compared to the two cases
remaining global regions—namely, Africa presented above. The findings are the same as
(close to 1 billionindividuals), the rest of Asia  those presented in the right-hand column of
(another billion individuals), and the rest of =~ Table 2.1.2:the top 1% income earners captured
Latin America (close to half a billion). Inorder  27% of total growth over the 1980-2016
to reconstructincome inequality dynamicsin  period, as much as the bottom 70% of the popu-
these regions, we take into account between-  lation. The top 0.1% captured 13% of total
country inequality, for which information is  growth, about as much as the bottom 50%.
available, and assume that within countries,
growth is distributed in the same way as The geography of global income
neighboring countries for which we have inequality was transformed over the
specific information (see Box 2.1.1). This past decades
allows us to distribute the totality of global
income growth over the period consideredto  What is the share of African, Asians, Ameri-
the global population. cans, and Europeans in each global income

Figure 2.1.5

Geographic breakdown of global income groups in 1990
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 1990, 33% of the population of the world's Top 0.001% income group were residents of the US and Canada.
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groups and how has this evolved over time?
Figures 2.1.5 and 2.1.6 answer these ques-
tions by showing the geographical composi-
tion of each income group in 1990 and in
2016. Between 1980 and 1990, the
geographic repartition of global incomes
evolved only slightly, and our data allow for
more precise geographic repartitionin 1990,
so it is preferable to focus on this year. In a
similar way to how Figures 2.1.2 through
2.1.4 decomposed the data, Figures 2.1.5 and
2.1.6 decompose the top 1% into 28 groups
(see Box 2.1.1). To be clear, all groups above
percentile 99 are the decomposition of the
richest 1% of the global population.

In 1990, Asians were almost not represented
within top global income groups. Indeed, the
bulk of the population of India and China are
found in the bottom half of the income distri-
bution. At the other end of the global income

Figure 2.1.6

TRENDS IN GLOBAL INCOME INEQUALITY

ladder, US-Canadais the largest contributor
to global top-income earners. Europe is
largely represented in the upper half of the
global distribution, but less so among the very
top groups. The Middle East and Latin Amer-
icanelites are disproportionately represented
among the very top global groups, as they
both make up about 20% each of the popula-
tion of the top 0.001% earners. It should be
noted that this overrepresentation only holds
within the top 1% global earners: in the next
richest 1% group (percentile group p?8p929),
their share falls to 9% and 4%, respectively.
This indeed reflects the extreme level of
inequality of these regions, as discussed in
chapters 2.10 and 2.11. Interestingly, Russia
is concentrated between percentile 70 and
percentile 90, and Russians did not make it
into the very top groups. In 1990, the Soviet
system compressed income distribution in
Russia.

Geographic breakdown of global income groups in 2016
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In 2016, 5% of the population of the world's Top 0.001% income group were residents of Russia.
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Figure 2.1.7

Global Bottom 50% and Top 1% income shares, 1980-2016
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 2016, 20% of global income was received by the Top 1% against 10% for the Bottom 50%. In 1980, 16% of global income was received by the Top 1% against 8%
for the Bottom 50%.
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In 2016, the situationis notably different. The
most striking evolution is perhaps the spread
of Chinese income earners, which are now
located throughout the entire global distribu-
tion. Indiaremains largely represented at the
bottom with only very few Indians among the
top global earners.

The position of Russian earners was also
stretched throughout from the poorest to the
richest income groups. This illustrates the
impact of the end of communism on the
spread of Russian incomes. Africans, who
were present throughout the first half of the
distribution, are now even more concentrated
in the bottom quarter, due to relatively low
growth as compared to Asian countries. At
the top of the distribution, while the shares
of both North America and Europe decreased
(leaving room for their Asian counterparts),
the share of Europeans was reduced much
more. This is because most large European
countries followed a more equitable growth
trajectory over the past decades than the
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United States and other countries, as will be
discussed in chapter 2.3.

Since 2000, the picture is more
nuanced but within-country inequality
ison therise

How did global inequality evolve between
1980 and 20167 Figure 2.1.7 answers this
qguestion by presenting the share of world
income held by the global top 1% and the
global bottom 50%, measured at purchasing
power parity. The global top 1% income share
rose from about 16% of global income in 1980
to more than 22% in 2007 at the eve of the
global financial crisis. It was then slightly
reduced to 20.4% in 2016, but this slight
decrease hardly brought back the level of
globalinequality toits 1980 level. The income
share of bottom half of the world population
oscillated around 9% with a very slight
increase between 1985 and 2016.

The first insight of this graph is the extreme



Figure 2.1.8
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Global Top 10% income share, 1980-2016: between versus within country inequality
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In 2010, 53% of the world's income was received by the Top 10%. Assuming perfect equality in average income between countries, the Top 10% would have received

48% of global income.

level of global inequality sustained throughout
the entire period with atop 1% income group
capturing two times the totalincome captured
by the bottom 50% of the population—
implying a factor 100 difference in average
per-adultincome levels. Second, itis apparent
that high growth in emerging countries since
2000, in particular in China, or the global
financial crisis of 2008 was not sufficient to
stop the rise in global income inequality.

When global inequality is decomposed into a
between- and within-country inequality
component, itis apparent that within-country
inequality continued to rise since 2000
whereas between-country inequality rose up
to 2000 and decreased afterwards. Figure
2.1.8 presents the evolution of the global 10%
income share, which reached close to 50% of
globalincomein 1980, rose to 55% in 2000-
2007, and decreased to slightly more than
52% in 2016. Two alternative scenarios for
the evolution of the global top 10% share are
presented. The first one assumes that all

countries had exactly the same average
income (that is, that there was no between-
country inequality), but that income was as
unequal within these countries as was actu-
ally observed. In this case, the top 10% share
would have risen from 35%in 1980 to nearly
50% today. In the second scenario, it is
assumed that between-country inequality
evolved as observed but it is also assumed
that everybody within countries had exactly
the same income level (no within-country
inequality). In this case, the global top 10%
income share would have risen from nearly
30% in 1980 to more than 35% in 2000
before decreasing back to 30%.

Measured at market exchange rate,
global inequality is even higher

Prices can be converted from one currency
to another using either market exchange rates
or purchasing power parities (as we did
above). Market exchanges rates are the prices
at which people are willing to buy and sell
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Figure 2.1.9

Bottom 50% and Top 1% shares of global income, 1980-2016: PPP versus market exchange rates
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In 2010, the Top 1% received 24% of global income when measured using Market Exchange Rates (MER). When measured using Purchasing Power Parity (PPP), their
share was 21%. Thick lines are measured at PPP values, dashed lines at MER values. Income estimates account for differences in the cost of living between countries.
Values are net of inflation.
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currencies, so at first glance they should
reflect people’s relative purchasing power.
This makes them a natural conversion factor
between currencies. The problem is that
market exchange rates reflect only the rela-
tive purchasing power of money in terms of
tradable goods. But non-tradable goods (typi-
cally services) are in fact cheaper relative to
tradable ones in emerging economies (given
the so-called Balassa-Samuelson effect).
Therefore, market exchange rates will under-
estimate the standard of living in the poorer
countries. Inaddition, market exchange rates
canvary for all sorts of other reasons—some-
times purely financial and/or political—in a
fairly chaotic manner. Purchasing power
parity is an alternative conversion factor that
addresses these problems (based on
observed prices in the various countries). The
level of global income inequality is therefore
substantially higher when measured using
market exchange rates than it is with
purchasing power parity. It increases the
globaltop 1% share in 2016 from 20% to 24%
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and reduces the bottom 50% share from
nearly 10% to 6% (Figure 2.1.9).

Purchasing power parity definitely gives a
more accurate picture of global inequality from
the point of view of individuals who do not
travel across the world and who essentially
spend their incomes in their own countries.
Market exchange rates are perhaps better to
inform about inequality in a world where indi-
viduals can easily spend their incomes where
they want, which is the case for top global
earners and tourists, and increasingly the case
for anyone connected to the internet. It is also
the case for migrant workers wishing to send
remittances back totheir home countries. Both
purchasing power parity and market exchange
rates are valid measures to track global income
inequality, depending on the object of study or
which countries are compared to one another.

In this report, we generally use purchasing
power parity for international comparisons,
but at times, market exchange rates are also



used toillustrate other meaningful aspects of
international inequality.

Carefully looking at countries’ diverse
growth trajectories and policy changes
is necessary to understand drivers of
national and global inequality

The past forty years were marked by a steep
rise of global inequality, and growth in
emerging countries was not high enough to
counterbalance it. Whether future growth in
emerging countries might invert the trend or
notis a key question, which will be addressed
in Part V of this report. Before turning to that
question, one should understand better the
drivers of the trends observed since 1980.

Given that this period was marked by
increasing trade integration between coun-
tries, it might seem reasonable to seek expla-
nations in economic trade models. The stan-
dard economic models of international trade,
however, fail to account for dynamics of
inequality observed over the past four
decades. Take Heckscher-Ohlin, the most
well-known of the two-skill-groups economic
trade models. According toit, trade liberaliza-
tion should increase inequality in rich coun-
tries, but reduce it in low-income countries.

How does the model reach this conclusion?
The underlying mechanism is fairly simple. It
is built around the fact that there are more
high-skilled workers (such as aeronautical
engineers) in the United States thanin China,
and more low-skilled workers (such as textile
workers) in China than in the United States.
Before trade liberalization started between
these two countries, aeronautical engineers
were relatively scarce in China and thus
enjoyed relatively high pay compared to
textile workers which were abundant.
Conversely, in the United States, low-skilled
earners were relatively scarce at the time, and
the income differential between engineers
and textile workers was limited.

When the United States and China started to
trade, each country specialized in the domain
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for which they had the most workers, in rela-
tive terms. China thus specialized in textiles,
so that textile workers were in higher demand
and saw their wages increase, while aeronau-
tical engineers came to be in lower demand
and saw their wages decrease. Conversely,
the United States specialized in aircraft
building, so the aeronautical engineers saw
their wagesincrease, while the textile workers
saw their wages decrease. By virtue of the
factor price equalization theorem, the wages
of low-skilled workers in China and the United
States started to converge, along with the
wages of high-skilled workers.

While inequality did rise in the United States,
as this model predicts, it also sharply rose in
China, as well as in India and Russia, as seen
in Figure 2.1.1a—contrary to the model’s
predictions. Regardless of whether the Heck-
scher-Ohlinis otherwise valid or not, it cannot
account for the evolution of global inequality.
How can we account for these empirical find-
ings? As Table 2.1.1 suggests, countries
followed very different growth and inequality
trajectories over the past decades. It seems
necessary to carefully look at these trajecto-
ries as well as the institutional and policy
shifts which may have occurred in various
regions of the world over the past forty years.

Understanding the drivers of global income
inequality requires a thorough analysis of the
distribution of national income growth within
countries. These dynamics are explored inthe
following chapters.

WORLD INEQUALITY REPORT 2018

PART Il

57



PART I TRENDS IN GLOBAL INCOME INEQUALITY

2.2

TRENDS IN INCOME INEQUALITY BETWEEN
COUNTRIES

Information in this chapter is based on “National Accounts Series Methodology,” by Thomas
Blanchet and Lucas Chancel, 2016. WID.world Working Paper Series (No. 2016/1), and on
subsequent WID.world updates.

When focusing on income inequalities between countries, it is more
meaningful to compare national incomes than gross domestic product (GDP).
National income takes into account depreciation of obsolete machines and
other capital assets as well as flows of foreign income.

At the global level, average per-adult national income is €1 340 per month.
North Americans enjoy an income three times higher, while Europeans have
an income two times higher. Average per-adult income in China is slightly
lower than the global average. As a country, however, China represents a
higher share of global income than North America or Europe (19%, 17%, and
17%, respectively).

This situation sharply contrasts with that of 1980, when China represented
only 3% of total global income. Over this period, strong converging forces

were in play which reduced global income inequality between countries.

While growth slowed in Western Europe, it skyrocketed in Asia and China
in particular, following the modernization of its economy and its opening to
global markets.

However, diverging forces were also in play in other parts of the world. From
1980 to now, average incomes in sub-Saharan Africa and South America fell
behind the world average.
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National income is more meaningful
than GDP to compare income
inequalities between countries

Public debates generally focus on the growth
of gross domestic product (GDP) to compare
countries’ economic performance. However,
this measureis of only limited use in measuring
national welfare. GDP measures the value of
all goods and services sold in an economy,
after having subtracted the costs of materials
or servicesincurredin production processes.
As such, it does not properly account for
capital depreciation, or for public “bads” such
as environmental degradation, rising crime,
or illnesses (because these lead to expendi-
tures that contribute to GDP). These limita-
tions have led many statistical agencies, and
agrowing number of governments, to develop
and use complementary indicators of
economic performance and well-being.®

Beyond the fact that the GDP framework is
not meant for the analysis of inequality within
countries, it has two other important limita-
tions when the focus is on income inequality
between countries. The first one is that gross
domestic product, as its name indicates, is a
gross measure: it does not take into account
expenses required to replace capital that has
been deteriorated or that has become obso-
lete during the course of production of goods
and services in an economy. Machines,
computers, roads, and electric systems have
to be repaired or replaced every year. This has
beentermed capital depreciation or consump-
tion of fixed capital (CFC). Subtracting it from
GDP yields the net domestic product, which
is amore accurate measure of true economic
output than GDP. Consumption of fixed
capital actually varies over time and countries
(Table 2.2.1). Countries that have an impor-
tant stock of machines in their overall stock
of capital tend to replace higher shares of
overall capital. This is generally true for
advanced and automatized economies—in
particular, for Japan, where consumption of
fixed capitalis equal to 21% of its GDP (which
reduces GDP by close to€8 000 per year and
per adult). Consumption of fixed capital is also
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high in the European Union and the United
States (16-17%). On the contrary, economies
that possess relatively fewer machines and a
higher share of agricultural land in their
capital stock tend to have lower CFC values.
CFCisequalto 11% of GDPinIndia,and 12%
in Latin America. CFC variations thus modify
the levels of global inequality between coun-
tries. Such variations tend to reduce global
inequality, since the income dedicated to
replacing obsolete machines tends to be
higher in rich countries than in low-income
countries. In the future, we plan to better
account for the depreciation of natural capital
in these estimates.

GDP figures have another important limita-
tion when the need is to compare income
inequality between countries and over time.
At the global level, net domestic product is
equal to net domestic income: by definition,
the market value of global productionis equal
to global income. At the national level,
however, incomes generated by the sale of
goods and services in a given country do not
necessarily remaininthat country. Thisis the
case when factories are owned by foreign
individuals, for instance. Taking foreign
incomes into account tends to increase global
inequality between countries rather than
reduce it. Rich countries generally own more
assets in other parts of the world than poor
countries do. Table 2.2.1 shows that net
foreignincome in North America amountsto
0.9% of its GDP (which corresponds to an
extra €610 ($670) received by the average
North American adult from the rest of the
world.* Meanwhile, Japan’s net foreign
income is equal to 3.5% of its GDP (corre-
sponding to €1 460 per year and per adult).
Net foreign income within the European
Union is slightly negative when measured at
PPP values (Table 2.2.1) and very slightly
positive when measured at market exchange
rate values (Table 2.2.2). This figure in fact
hides strong disparities within the European
Union. France and Germany have strongly
positive net foreign income (2 to 3% of their
GDP), while Ireland and the United Kingdom
have negative net foreign incomes (this is
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The distribution of world national income and gross domestic product, 2016:
Purchasing Power Parity

Population (million) Equiva-
GDP National Per adult lent per
(trillion  CFC NFI Income National adult
2016 (%of  (%of (trillion 2016 € Income monthly
Total Adult € GDP)  GDP) pPp) (2016 €  income
PPP) PPP) (2016 €
PPP)
World 7372 100% 4867 100% | 92  14% -05% 78  100% | 16100 1340
Europe 747 10% 593  12% | 19 @ 15% -0.6% 16 = 20% | 27100 = 2260
'“C"Sr‘j{gfea“ 523 7% 417 9% 16 17% 02% 13  17% | 31400 2620
'”Sﬁ;zse'a/ 203 3% 176 4% 3 9% | -25% 3 4% | 16800 1400
America 962  13% 661 14% | 23 15% -02% 19  25% | 29500 = 2460
. t';‘tce"s fg:nead 4| 360 5% 263 5% 16 16% 09% 13  17% | 50700 4230
'Z%GLF?E;” 602 8% 398 8% 7 12%  25% 6 8% | 15400 1280
Africa 1214 16% 592 12% | 4 10% -21% 4 5% | 6600 550
Nort'QCA"frica 240 3% 140 3% 2 9%  17% 2 2% | 11400 950
incl. Sub- o o o o o
a2 | 974 18% 452 9% 3 11%  23% 2 3% | 5100 430
Asia 4410 60% 2994 62% | 44  14% -04% 38  49% | 12700 1060
incl.China | 1382 19% 1067 22% | 18  14% -07% 15  19% | 14000 1170
incl.India | 1327 18% 826 17% | 7 11%  -12% 6 7% | 7000 580
incl. Japan 126 2% 105 2% 4 21%  35% 3 4% | 31000 2580
incl. Other | 1575 21% 995 20% | 16  13% -07% 14  18% | 14200 1180
Oceania 39 1% 27 1% 1 16%  -15% 1 1% | 31700 2640
'“C'é nA d”ﬁ;a"a 29 04% 21  04% | 1 16%  -15% 1 1% | 38200 3180
incl. Other 10 01% 5 04% | 003 7% 24% 003 0% | 5600 470

Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 2016, Europe represented 20% of world income measured using Purchasing Power Parity. Europe also represented 12% of the world’s adult population and
10% of the world’s total population. GDP: Gross Domestic Product. CFC: Consumption of Fixed Capital. NFI: Net Foreign Income. PPP: Purchasing Power
Parity. All values have been converted into 2016 Purchasing Power Parity (PPP) euros at arate of €1 = $1.3 = ¥4.4. PPP accounts for differences in the cost of

living between countries. Values are net of inflation. Numbers may not add up due to rounding.
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largely due to the financial services and
foreign companies established there). On the
other hand, Latin America annually pays 2.4%
of its GDP to the rest of the world. Interest-
ingly, China has a negative net foreign income.
It pays close to 0.7% of its GDP to foreign
countries, reflecting the fact that the return
it receives on its foreign portfolio is lower
than the return received by foreign invest-
ments in China.

By definition, at the global level, net foreign
income should equal zero: what is paid by
some countries must be received by others.
However, up to now, international statistical
institutions have been unable to report flows
of net foreign incomes consistently. At the
global level, the sum of reported net foreign
incomes has not been zero. This has been
termed the “missing income” problem: a share
of total income vanishes from global economic
statistics, implying non-zero net foreign
income at the global level.

The World Inequality Report 2018 relies on a
novel methodology which takes income flows
from tax havens into account. Our method-
ology relies on estimations of offshore wealth
measured by Gabriel Zucman.” It should be
noted that, when measured at market
exchange rates, net foreign income flows
should sum to zero (Table 2.2.2), but there is
no reason for this to happen when incomes
are measured at purchasing power parity
(Table 2.2.1). Taking into account missing net
foreign incomes does not radically change
global inequality figures but can make alarge
difference for particular countries. This
constitutes amore realistic representation of
income inequality between countries than
figures generally discussed.

Asian growth contributed to reduce
inequality between countries over the
past decades

At the global level, per-adult monthly income
in 2016 is €1 340 ($1740) at purchasing
power parity (PPP) and €990 ($1090) at
market exchange rate (MER). As discussed,
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PPP and MER are different ways to measure
incomes and inequality across countries.
Whereas MER reflects market prices, PPP
aims to take price differences between coun-
tries into account.

National income is about three times higher
in North America at PPP (€4 220 or $5490
per adult per month) than the global average
and it is two times higher in the European
Union at PPP than the global average (€2 630
or $3420 per adult per month). Using MER
values, gaps between rich countries and the
global average are reinforced: United States
and Canada are five times richer than the
world average whereas the EU is close to
three times richer.® In China, per-adultincome
is€1170 or $1520 at PPP—that is, slightly
lower thanworld average (€1 340 or $1 740).
China as a whole represents 19% of today’s
global income. This figure is higher than North
America (17%) and the European Union
(17%). Measured at MER, the Chinese
average is, however, equal to €700 or $770,
notably lower than the world average (€990
or $1090). The Chinese share of global
income is reduced to 15% versus 27% for
US-Canada and 23% for the EU.

This marks a sharp contrast with the situation
in 1980. Thirty-eight years ago, Chinarepre-
sented only 3% of global income versus 20%
for US-Canada and 28% for the European
Union (at purchasing power parity estimates:
see Table 2.2.3). Indeed, China’s impressive
real per-adult national income growth rate
over the period (831% from 1980 to 2016,
versus 106% from 1950 to 1980: see Table
2.2.4) highly contributed to reducing
between-country inequalities over the world.
Another converging force liesin the reduction
of income growth rates in Western Europe,
as compared to the previous decades (180%
per-adult growth between 1950 and 1980
versus 45% afterwards). This decelerationin
growth rates was due to the end of the
‘golden age” of growth in Western Europe but
also due to the Great Recession, which led to
a decade of lost growth in Europe. Indeed,
per-adult income in Western Europe was in
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The distribution of world national income and gross domestic product, 2016:
Market Exchange Rates

Population (million) Equiva-
GDP National Per adult lent per

(trillion  CFC NFI Income National adult
2016 (%of  (%of (trillion 2016 € Income monthly
Total Adult € GDP)  GDP) MER) (2016 €  income
MER) MER) (2016 €

MER)

World 7372 100% 4867 100% | 68 15% 0% 58  100% | 11800 980

Europe 747 10% 593 12% 17 16%  -0.2% 14 24% | 23800 1980

incl. European

Union 523 7% 417 9% 16 17% 0.04% 13 23% | 31100 2590

incl. Russia/

. 223 3% 176 4% 1 9% -2.5% 1 2% 6500 540
Ukraine

America 962  13% 661  14% 23 15%  0.2% 19 34% | 29400 2450

. t';‘tce"s %‘:ﬂead 4o| 360 5% 263 5% | 18  16% 09% 16  27% | 59500 4960
'Z%GL;‘E'; 602 8% 398 8% | 4  12% -24% 4 7% | 9600 800
Africa 1214 16% 592 12% | 2 10% -20% 2 = 3% | 2900 240
Nort'ECA"frica 240 3% 140 3% | 1 9% -15% 1 1% | 4300 360
incl. Sub-

: 974 13% 452 9% 1 11%  -2.2% 1 2% 2500 210
Saharan Africa

Asia 4410 60% 2994 62% 25 15%  0.1% 21 37% 7100 590
incl. China 1382 19% 1067 22% 10 14%  -0.7% 9 15% 8300 690
incl. India 1327 18% 826 17% 2 11%  -1.2% 2 3% 2200 180
incl. Japan 126 2% 105 2% 4 23%  3.5% 4 6% 34400 2870

incl. Other 1575 21% 995 20% 8 14%  -0.5% 7 12% 7000 580

Oceania 39 1% 27 1% 1 18%  -1.9% 1 2% 38800 3230

incl. Australia

29 0.4% 21 0.4% 1 18%  -1.9% 1 2% 47500 3960
and NZ

incl. Other 10 0.1% 5 0.1% | 0.03 7% -24%  0.02 0% 4300 360

Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 2016, Europe represented 24% of world income measured using Market Exchange Rates. Europe also represented 12% of the world’s adult population and
10% of the world'’s total population. GDP: Gross Domestic Product. CFC: Consumption of Fixed Capital. NFI: Net Foreign Income. MER: Market Exchange Rate.
All values have been converted into 2016 Market Exchange Rate euros at arate of €1 = $1.1 = ¥7.3. Figures take into account inflation. Numbers may not add up
due to rounding.
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The distribution of world national income and gross domestic product, 1980:
Purchasing Power Parity

Population (million) Equiva-
. Per adult lent per
(tGriII?izn CFC NFI I\Il:(t::)ogzl National adult
eppp O 8of 2016 € | INcome  monthly
Total Adult GDP)  GDP) (2016 €  income

201¢6) PPP)

PPP) (2016 €
PPP)

World 4389 100% 2400 100% | 28 13% -02% 25  100% | 10500 880

Europe 673  15% 470  20% | 11 14% -01% 9  37% | 20000 1670
'“C'ﬁ;‘g’fea“ 469 11% 328  14% | 8 14% 02% 7  28% | 21600 1800
'”ﬂ'k'i;fe'a/ 204 5% 142 6% 3 17%  00% 2 9% | 16200 1350

America 598  14% 343  14% 9 14%  -0.4% 7 30% | 21700 1810

. t';‘tcels %;tnea%a 252 6% 172 7% 6 15% 09% 5 20% | 29600 2470
'2%52'; 346 8% 172 7% 3 11%  -30% 2 9% | 13800 1150
Africa 477 11% 215 9% | 13 10%  -1.9% 1 5% | 5500 460
Nort'ECA"frica 111 3% 51 2% | 05 10% -21% 05 2% | 9200 770
incl. Sub-

. 365 8% 163 7% 0.8 10%  -1.8% 1 3% 4332 360
Saharan Africa

Asia 2619 60% 1359 57% 7.1 12%  0.2% 7 27% 5000 420
incl. China 987  22% 532  22% 0.9 11%  0.0% 1 3% 1500 130
incl. India 697  16% 351 15% 0.8 7% 0.6% 1 3% 2200 180
incl. Japan 117 3% 81 3% 1.9 17%  0.0% 2 6% 19900 1660

incl. Other 817 19% 394  16% 3.4 10%  0.4% 4 15% 9300 780

Oceania 22 1% 14 1% | 04  15% -16% 03 1% | 21300 1780
'“C; nA du‘;‘t;a"a 18 04% 12  05% | 03  16% -15% 03 1% | 24200 2020
incl. Other 5 04% 2  041% | 00 7%  -42% 00 0% | 4400 370

Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 1980, Europe represented 37% of world income measured using Purchasing Power Parity. Europe also represented 20% of the world’s adult population and
15% of the world’s total population. GDP: Gross Domestic Product. CFC: Consumption of Fixed Capital. NFI: Net Foreign Income. PPP: Purchasing Power
Parity. All values have been converted into 2016 Purchasing Power Parity (PPP) euros at arate of €1 = $1.3 = ¥4.4. PPP accounts for differences in the cost of
living between countries. Values are net of inflation. Numbers may not add up due to rounding.
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Total national income growth rates by world region, 1950-2016

National Income National Income per capita National Income per adult

1950-1980  1980-2016 | 1950-1980 1980-2016 | 1950-1980 1980-2016
World 282% 226% 116% 85% 122% 54%
Europe 256% 79% 181% 54% 165% 36%
'”C"Sﬁirgrﬁ’ea” 259% 94% 192% 66% 180% 45%

'”S’kf:;se'a/ 249% 31% 156% 18% 129% 4%

America 227% 163% 78% 62% 80% 36%
St';‘tcels fg{'ﬂtnead 0 187% 164% 89% 84% 82% 71%
'Z%GLF?E'; 365% 161% 116% 49% 117% 12%
Africa 258% 233% 72% 30% 85% 20%
Nort'lch"frica 394% 235% 130% 58% 148% 24%
Sakzgila SUAE;ica 203% 232% 46% 20% 58% 18%
Asia 446% 527% 188% 230% 198% 152%
incl. China 273% 1864% 106% 1237% 114% 831%
incl. India 199% 711% 61% 299% 67% 223%
incl. Japan 740% 103% 504% 86% 372% 56%
incl. Other 518% 376% 187% 99% 203% 52%
Oceania 208% 194% 38% 69% 50% 49%
'”C'a'nAdUi,t;a"a 199% 193% 69% 81% 71% 58%

Source: WID.world (2017). See wir2018.wid.world for data series and notes.

Between 1950 and 1980, Africa’s income grew by 258%, whereas income per adult grew by only 85% during the same period. Income estimates account for
differences in the cost of living between countries. Values are net of inflation.
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Figure 2.2.1
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Average income in Africa and Asia relative to the global average, 1950-2016
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 1950, average real income per adult in Africa was 63% of the world average income. This figured decreased to 41% in 2016. Income estimates account for

differences in the cost of living between countries. Values are net of inflation.

2016 the same as ten years before, before
the onset of the financial crisis.

Despite a reduction of inequality between
countries, average national income inequali-
ties remain strong among countries. Devel-
oping and emerging countries did not all grow
at the same rate as China. India’s average
monthly per-adult income (€580 or $750) is
still only 0.4 times the world average
measured at PPP, while sub-Saharan Africais
only 0.3 times the world average (€430 or
$560) today. Average North Americans earn
close to ten times more than average sub-
Saharan Africans.

Diverging forces were also at play in
certain parts of the world, such as sub-
Saharan Africa and Latin America.

Huge inequalities persist among countries
but, in some cases, they actually worsened.
Certain low- to middle-income regions are
relatively worse off today than four decades

ago. Between 1980 and 2016, per-adult
incomes in Africa grew more slowly (18%)
than the world’s average per-adult incomes
(54%). This growth trend, marked by a combi-
nation of political and economic crises and
wars, is not limited to the poorest region of
the world. In South America, as well, incomes
have grown by only 12% since 1980. As a
result, these regions’ average incomes fell
relative to the world average, from 65% to
only 40% of the world average in 1950, versus
140% to less than 100% in Latin America
(Figures 2.2.1 and 2.2.2).
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Figure 2.2.2

Average income in China and Latin America relative to the global average, 1950-2016
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 1950, average real income per adult in Latin America was 141% of the world average income. This figure decreased to 92% in 2016. Income estimates account for
differences in the cost of living between countries. Values are net of inflation.
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2.3

TRENDS IN INCOME INEQUALITY WITHIN
COUNTRIES

After a historical decline in most parts of the world from the 1920s to the
1970s, income inequality is on the rise in nearly all countries. The past four
decades, however, display a variety of national pathways, highlighting the
importance of political and institutional factors in shaping income dynamics.

In the industrialized world, Anglo-Saxon countries have experienced a sharp
rise in inequality since the 1980s. In the United States, the bottom 50%
income share collapsed while the top share boomed. Continental European
countries were more successful at containing rising inequality, thanks to a
policy and institutional context more favorable to lower- and middle-income
groups.

In China, India, and Russia, three formerly communist or highly regulated
economies, inequality surged with opening and liberalization policies. The
steepest rise occurred in Russia, where the transition to a market economy
was particularly abrupt.

Inequality is extreme in Brazil, the Middle East, and South Africa, the world’s
most unequal regions. In these three large emerging markets, inequality
currently reaches extreme levels: the top 10% earners capture 55% to 65%
of national income.

Little is known of the long-run dynamics of income inequality in many low-
income countries. More information is essential for peaceful democratic
debates in these countries, especially given that official estimates are very
likely to understate existing levels of inequality.
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After a historical decline from the 1920s
to the 1970s, income inequality is on the
rise in most regions of the world

Income inequality was sharply reduced in the
first half of the twentieth century—more
precisely, between the 1920s and the
1970s—in most countries of the world, but it
has been ontherise almost everywhere since
the late 1970s. In Europe and North America,
the long-run decline inincome inequality was
due to the combination of political, social, and
economic shocks already discussed. These
included the destruction of human and phys-
ical capital led by the World Wars, the Great
Depression, nationalization policies, and
government control over the economy. After
the Second World War, a new policy regime
was put in place, including the development
of social security systems, public education,
social and labor policies, and progressive
taxation. This combination of factors severely
affected very high fortunes, and enabled the
rise of a patrimonial middle class and a general
decline in inequality in Europe—and to a
lesser extent, in North America.”

In emerging economies, political and social
shocks led to an even more radical reduction
of income inequality. The abolition of private
property in Russia, land redistribution,
massive investments in public education, and
strict government control over the economy
via five-year plans effectively spread the
benefits of growth from the early 1920s to
the 1970s. In India, which did not undergo a
communist revolution but implemented
socialist policies after gaining its indepen-
dence, income inequality was also severely
reduced over the same period. For most of
the global population, the first three-quarters
of the twentieth century corresponded to a
very strong compression in the distribution
of national incomes. The economic elite
captured a much smaller share of economic
growth in the late 1970s than it did at the
beginning of the century.

The trend was then reversed in most coun-
tries—even though there are notable excep-
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tions deserving attention. Countries did not
all follow the same path. Large emerging
countries, as they underwent profound
deregulations of their economies, saw
inequalities surge as they opened up and
liberalized but followed different transition
strategies. Inrich countries, inequality levels
also varied largely according to changes in
institutional and policy contexts, with sharp
income inequality rises in the Anglo-Saxon
world and more moderate increases in conti-
nental Europe and Japan. Certain Western
European and Northern European countries
almost contained the rise inincome inequality.

Given the multitude of trends presented in
this chapter, it would be imprudent to seek a
single story line behind the rise of inequality
across countries. Our findings show that
national cultural, political, and policy context
are key to understanding the dynamics of
income inequality. In this chapter, we largely
focus on the evolution of top-income shares,
as they are now available for a very large set
of countries. Inthe country-by-country chap-
ters that come next, the focus will be more
detailed and we will shift the attention to
bottom-income groups.

Bottom-income groups were shut off
from economic growth in the United
States, while top incomes surged in the
Anglo-Saxon world

Top 1% income shares have been steadily
increasing in Anglo-Saxon countries since the
early 1980s, after a historical decline
throughout the first part of the twentieth
century (see Figure 2.3.1). Inequality
exploded inthe United States: the top percen-
tile income share there was less than 11% in
1980, and it was slightly above 20% in 2014.
Britain’s top percentile share rose from less
than 6% inthe late 197/0s to nearly 14%inthe
mid-2010s. Britain had the same level of top
1% income share as Ireland in the late 1970s,
but is now nearly on a level with Canada,
where the top share increased from less than
9% in 1980 to almost 14%. Australia and New
Zealand, with levels of inequality much lower
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Figure 2.3.1
Top 1% national income share in Anglophone countries, 1920-2015
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Source: Novokmet, Piketty & Zucman (2017). See wir2018.wid.world for data series and notes.
In 2014, 20% of national income was received by the Top 1% in the US.
throughout the entire period (around 5% in  after 2000 in the United States, shedding
the early 1980 and rising to less than 10%) new light on the process of unequal growth
also show a broadly similar pattern.®2 The generation.
impact of the financial crisis is visible on top-
income shares, which exhibit a marked Our novel estimates also allow a better
declined after 2007. Novel data suggest that  understanding of the dynamics at the bottom
top incomes have either recovered their of thedistribution—at least for certain coun-
shares or are progressively recoveringthem. tries. In the United States, the bottom 90%

of the population benefited fromalarge share
Therise inlabor income inequality played an  of growth in the three decades following the
important role in the rise of inequality in  Second World War. Total per-adult pre-tax
Anglo-Saxon countries, and particularlyinthe  income growth for the bottom 50% and for
United States before the turn of the century,  the middle 40% was higher than 100%, while
asdiscussed in chapter 2.4. This phenomenon  total growth for the top 10% earners was less
isowingto the “rise of super managers”—that  than 80%. But since the 1980s, the bottom
is, the rise in super wages received by CEOs  50% was shut off from national income
of large financial and nonfinancial firms. This  growth. While average per-adult pre-tax
evolution was also accompanied by an incomesincreasedby 60%, growthwas close
increased polarization of income between  to zero for the bottom 50% of the population.
low-wage and high-wage firms. This The bottom 50% did benefit from a very
contrasted with European countries, where  modest post-tax income growth, thanks to
the dynamics at the top of the distribution redistribution, but this has been eaten up by
have been more moderate. New estimates  rising health spending. Government provided
also show that the upsurge intopincomes has  little support to help low-income individuals
mostly been a capital income phenomenon  cope with the situation.
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Figure 2.3.2a

Top 1% vs. Bottom 50% national income shares in the US and Western Europe, 1980-2016
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 2016, 12% of national income was received by the top 1% in Western Europe, compared to 20% in the United States. In 1980, 10% of national income was received
by the top 1% in Western Europe, compared to 11% in the United States.
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 2016, 22% of national income was received by the Bottom 50% in Western Europe.
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The comparison of inequality trajectories
between the United States and Western
Europe is particularly striking. The two
regions had similar levels of inequality in 1980
(top 1% share at 10-11% and bottom 50%
share at 21-23%). However, today, the situa-
tions are radically different as the relative
positions of the bottom 50% and top 1%
group inthe United States have been inverted
(see Figure 2.3.2a).

Inequality in enlarged Europe (with

a population of 520 million) is now
substantially smaller than in the United
States (320 million)

We also compare in Figures 2.3.2b through
2.3.2c the evolution of income inequality
between the United States, Western Europe,
and enlarged Europe (that is, including
Eastern Europe). Enlarged Europe includes
ex-communist East European countries with
lower average incomes than West European
averages, leading to higher inequality levels.
However, it is striking to see that inequality
levels in enlarged Europe remain much
smaller than in United States. In particular, in
spite of Europe’s bigger size and potential
heterogeneity (520 million for enlarged
Europe, 320 million for the United States), the
bottom 50% income share is substantially
larger in Europe: 20-22% of total income at
the end of the period versus 12% in the
United States.

This conclusion would likely be exacerbated
if we were to compare enlarged Europe to
enlarged North America (including not only
Canada but also Mexico), which we plan to do
in the near future as new data become avail-
able for Mexico. Another important issue for
futureresearchis to better understand which
part of Europe’s lower inequality level can be
attributed to redistributive policies at the
regional level (including EU regional develop-
ment funds), as opposed to national factors
(such as the relatively egalitarian legacy of
Eastern European countries and the fact that
the transition from communism was not as
abrupt as in Russia).

TRENDS IN GLOBAL INCOME INEQUALITY

Continental European countries were
more successful in preventing the
rise of incomes at the top and the
stagnation of incomes at the bottom

Inwestern continental Europe, inequality has
also been on the rise since the late 1970s,
though both the levels of inequality and the
rise ininequality were less striking thanin the
United States. The German top 1% income
share rose from slightly less than 11% in the
early 1980s to 13% today, as described in
chapter 2.6. In France, the top 1% pre-tax
income share increased from approximately
7% in 1983 to nearly 11% in 2014, as
discussed in more detail in chapter 2.5. Spain
displays a different picture. The impact of the
financial crisis and the bursting of the real
estate bubble in 2007-2008, which repre-
sented a substantial share of national income,
severely hampered incomes at the bottom of
the distribution, but also at the top: the top
1% income share decreased from close to
13%in 2006 to less than 9% in 2012, and still
shows no sign of recovery. (Figure 2.3.3)

For France, new estimates also allow us to
track the dynamics of growth at the bottom of
the distribution. While growth was higher than
average at the bottom 50% and middle 40%
during the postwar period and up to the early
1980s, the situation was reversed afterwards.
The “thirty glorious years’—as the high-growth
1950-1980 periodis commonly referred toin
France—continued after the 1980s, but only
for the top income earners. This increase in
inequality is characterized by rises in both
labor and capital income. However, the bottom
half of the population was not shut off from
growth after the 1980s. This part of the popu-
lation enjoyed close to average income growth
rates—astrikingly different picture thaninthe
United States.

Northern European countries had among the
lowest levels of income inequality in the world
in the early 1980s. Growth has been more
unequal in these countries after 1980 than
before, yet income concentration at the top
of the distribution remains limited. Top 1%
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Figure 2.3.2b

Top 10% national income share in Europe and the US, 1980-2016
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 2016, 38% of national income was received by the Top 10% in Eastern and Western Europe.

Figure 2.3.2c

Bottom 50% national income share in Europe and the US, 1980-2016
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 2016, 13% of national income was received by the Bottom 50% in the US.
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Top 1% national income share in European countries, 1890-2014
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.
In 2014, 11% of national income was received by the Top 1% in France.
income earners capture lessthan 10% of total  monetaryinequality is partly artificial. Soviet
income in Denmark, Finland, Norway, and  inequality took other, non-monetary forms,
Sweden. In Denmark and inthe Netherlands, such as privileged access to particular shops
theriseintop percentile share has beensmall, andvacation centers for the political elite, and
from about 5% to 6% since the 1980s. Aswe  brutal political repression for large segments
cansee, many European countries have been  of the population.
able to generate relatively high average
income growth rates and contain the rise in  In India, the top percentile income share
income inequality (Figure 2.3.4). decreased from around 20% at the end of the

colonial period to 6% in the early 1980s, after
In Russia, China, and India, income four decades of socialist-inspired policies
inequality surged after the 1980s aiming at reducing the economic power of the

elite, including nationalizations, government
Income concentration and wealth concentra-  control over prices, and extreme tax rates on
tion were particularly high in tsarist Russia  top incomes. The implosion of the Soviet
before the Soviet revolution of 1917 (see block and “shock policies” in Russia, and
chapter 2.8 on Russia), and in colonial India  deregulation and opening policies in India
(see chapter 2.9 on India). In Russia, the from the 1980s onwards, contributed to
communist revolution led to an extreme strong increases in top percentile income
compression of money incomes. During the  shares. The top 1% share increased to 26% in
entire communist period, the top 1% income 1996 in Russia and is now at 20%. In India, the
share represented around 5% of national top percentile is now around 22%.
income, down to less than 4% in the seventies
(see Figure 2.3.5). It is worth stressing, The Chinese opening-up policies established
however, that this extremely low level of from 1978 (discussed in chapter 2.7 on
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Figure 2.3.4

Top 1% national income share in Northern European countries, 1900-2013
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In 2013, 9% of national income was received by the Top 1% in Sweden.
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China), which included important privatiza-
tion plans, had a lesser effect on inequality
than reforms had in Russia or India. China
shows a substantial rise in inequality (the top
sharerose from 6.5%to 14% in twenty years).
However, as compared to Russia, China’s
transitionto aliberalized, open economy was
less abrupt and more gradual. Since 2006,
inequality at the top has stagnated. In China
and to a lesser extent in India, the rise in
inequality occurred in the context of high
average income growth, enabling important
growth at the bottom of the distribution.

Brazil, South Africa, and the Middle
East can be characterized as “extreme
inequality” regimes: they have the
highest inequality levels observed

In Brazil, South Africa, and the Middle East,
income has been historically highly concen-
trated (see Figure 2.3.6). In Brazil, wage
inequality has decreased over the past twenty
years (in particular due to rising minimum
wage) and there have been important and
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often lauded cash-transfer systems to the
poor. However, due to alarge concentration of
business profits and capital incomes, the top
10% national income share reaches 55% in
Brazil today and this value has not changed
significantly for the past twenty years as is
shown in chapter 2.11. Together with huge
regional inequalities, the legacy of racial
inequality still plays an important role; Brazil
was the last major country to abolish slavery,
back in 1887, at a time when slavery made up
a very large fraction of the population, up to
about 30% of the populationin certain regions.

The extreme inequality evident in South
Africa can obviously be linked to the historical
legacy of the apartheid regime (only fully
abolished in 1994), seen today in the coun-
try’s dualistic economy and society. As
discussed in chapter 2.12, the top 10% is
largely made up of whites. This group earns
more than 60% of national income and enjoys
income levels similar to those of Europeans,
while the bottom 20% live with incomes
comparable to those of low-income African
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Top 1% national income share in emerging countries 1900-2015
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.
In 2015, 14% of national income was received by the Top 1% in China.
countries. But in contrast to Brazil and the In low-income countries, inequality
Middle East, inequality increased significantly is likely to be higher than previously
over the past decades in South Africa. The thought, but data is scarce
trade and financial liberalization that occurred
after the end of apartheid, coupled with the  We stillknow very little about the evolution of
failure to redistribute land equally, can help  income inequality in the rest of the developing
toexplainthese dynamics - yet more research  and emerging world. The first explanation for
will be required to better track and under-  this situation is that there is a lack of proper
stand recent South African income inequality  income-tax data, either because governments
dynamics. have not shared it, or because the data simply
do not exist anymore, or because the data are
Despite its much larger racial and ethno-  still decentralized and not digitized.
cultural homogeneity, levels of inequality in
the Middle East are similar to (or possibly  Inthe absence of administrative data, most of
even higher than) those in Brazil and South  what we know is based on survey estimates.
Africa, with a top 10% share above 60%. As  Asdiscussedin Part |, survey-based estimates
discussed in chapter 2.10, regional income  of inequality can have a number of limitations.
and wealth is largely concentrated in in the  Surveys are often more sporadicin time, lack
hands of a small group that is located in the  consistency with national accounts estimates,
Gulf countries and Saudi Arabia. This is yet  and miss top incomes. As demonstrated in this
another inequality-generating mechanism: report, for numerous emerging countries,
the geography of oil property and the frontier  these weaknesses can lead to significant
system have led to extreme inequality in this  underestimation of inequality levels. (See
region. chapters 2.7 and 2.12.) In Céte d’lvoire, novel
estimates show that the income share of the
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Figure 2.3.6

Top 10% national income share in Brazil, the Middle East, South Africa and other
countries, 2012-2016
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Source: WID.world (2017). See wir2018.wid.world for data series and notes.

In 2016, 61% of national income was received by the Top 10% in the Middle East.
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top 1% is approximately 17% of the country’s
total income, contrary to the 12% previously
estimated by surveys. WID.world work also
shows that the share of income earned by the
top 1% in Chinawas at least twice as great as
official estimates previously suggested. We
are currently devoting great energies to
accessing income tax data in other African
countries, following the lead of Cote d’Ivoire,
and hopetobe abletoreport more findings in
the near future. At this stage, however, we
have only limited access to adequate data.

Collectively, these factors mean that we can
assess the evolution of income inequality for
only a few developing countries in the years
before the 1980s, and over a short or inter-
rupted time period. Given that most individ-
uals earned below the first income-tax
threshold, our analysis is also restricted to a
tiny fraction of the population. Out of the nine
sub-Saharan African countries for which we
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have historical income tax data, the income
share earned by the top 1% can only be prop-
erly computed in two small countries—Mauri-
tius and the Seychelles—and for only a few
years in Zambia and Zimbabwe. For the
remaining countries (Ghana, Kenya, Tanzania,
Nigeria, and Uganda), the income-tax data
encompass less than 1% of the estimated adult
population. While this may appear surprising,
itisworthremembering thatinthe early days
of the US personal income tax (1913-1915),
the proportion of taxpayers was 0.9%.

Nevertheless, some lessons can be drawn
fromthis data. In Africa, from the mid-1940s
until the early 1980s, the income share of the
top 0.1% decreased in Zimbabwe, Zambia,
Malawi, Kenya, Tanzania, and South Africa,
following a trend similar to that of most rich
countries. But compared to European levels
over the same period, income inequality was
much higher in these African countries, and



even reached the most extreme levels. In
1950, the richest 0.1% of Zambia commanded
abit morethan 10% of total national income.
Income inequality was, however, seemingly
lower in West African countries such as
Nigeria and Ghana, where the top 0.1% aver-
aged to 2.5% of total income between 1940
and 1960. Interestingly, this pattern of
geographical differences in inequality is still
evident in survey data that has been collected
in recent decades.

Where it is possible to break down tax data
by race or nationality, historical data in
African countries demonstrate that most
taxpayers were non-African—mainly Euro-
peans, followed by Arabs, then Asians. This
dominance s likely to have been mitigated in
recent decades, but it is still important in
former settlement colonies such as South
Africa. Recent research on Cote d’lvoire for
the period 1985-2014 further illustrates
how the aforementioned discrepancy
between survey data and administrative data
can be partly due to the undersampling of
non-African individuals.?

Available data for Latin American countries
show that income inequality in the region is
generally higher than the levels seenin Euro-
pean and Asian countries. For example, recent
data collected in Latin America indicate that
the total income share of the top 1% in Argen-
tina, Colombia, and Brazil is greater than 16%.
Interestingly, when only survey data have
been used to estimate inequality in the region,
the results suggest that income inequality has
decreased significantly, while WID.world esti-
mates for Brazil and Colombia show that they
have in fact remained stubbornly high.

In conclusion, the scarcity of available data
makes it challenging to develop a conclusive
picture of inequality levels in lower-income
countries. From the data that are available,
however, inequality estimations suggest that
in most cases the distribution of income is
more concentrated than previously thought
in low-income countries. While important
efforts have been made in the past years to
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produce and analyze consistent inequality
estimates in emerging countries (which are
presented for the first time together in this
report) the study of the analysis of income
inequality based on sound and consistent data
in low-income countries is still only in its
infancy.
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INCOME INEQUALITY IN THE UNITED STATES

Information in this chapter is based on the article “Distributional National Accounts: Methods and
Estimates for the United States,” by Thomas Piketty, Emmanuel Saez, and Gabriel Zucman,
forthcoming in the Quarterly Journal of Economics (2018).

Income inequality in the United States is among the highest of all rich
countries. The share of national income earned by the top 1% of adults 