Recent Developments in Economic Inequality

Inequality in income and wealth in Switzerland



Introduction

— Over the last year, income inequality has been a
prominent theme in the public discussion in Switzerland

— Various political activities (“Abzocker” initiative,
Minimum wage Initiative, 1:12 initiative)
— Lots of media coverage
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Quelle: Travailsuisse

Coop erfilllt als einziges Unternehmen die 1:12-Initiative: Eine Ubersicht.
Der Bund, 24.6.2013
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Einkommensschere offnet sich
nicht

Wirtschaftsnachrichten Heute, 11:30
§ i

Schaut man sich die Zahlen iiber die

Lebensbedingungen in Europa an, dann

erscheint die Schweiz als Insel der Gliickseligen.

Hierzulande ist der Lebensstandard hoch, und

die Einkommensschere geht seit Jahren nicht

auseinander. NZZz, 28.5.2013
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w Wer hat, dem wird genommen !

H
 IVERSITAT Aktualisiert am 02.04.2012 195 Kommentare

Berner Fachhochschule
BERN x P
Haute école spécialisée bernoise

Reiche werden reicher, Armeimmer armer? Stimmt nicht, sagt Economiesuisse - Bern University of Applied Sciences
und préasentiert eine Studie mit brisanten Fakten.
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M Ledig M Verheiratet Verheiratet mit 2 Kindern

Abnahme der Steuerlast zwischen 1990 und 2010 Tages-an
Armere Bevdlkerungsschichten haben starker von Steuerreduktionen profitiert: zeiger
Verénderung der Einkommenssteuerbelastung zwischen 1990 und 2010 (von links !
nach rechts stehen die Einkommensklassen, in 1000-Franken-Einheiten. Lesebeispiel 2.4.2013
zum ersten orangefarbenen Balken: 2010 zahlte eine ledige Person mit 30'000

Franken Einkommen rund 50 Prozent weniger als 1990).
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“"  Trauen Sie keiner Verbandsstatistik B,
Eine Analyse von Simon Schmid. Aktualisiert vor 25 Minuten 5
Reiche Schweizer hatten wenig, Arme hingegen stark von Steuerreformen profitiert,
sagt Economiesuisse in einer Studie. Die Aussage ist problematisch, wie unsere
Analyse zeigt.

Verdanderung der Steuerbelastung von Verheirateten: Frankenbetrédge

| -
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-7500
0000 Der Bund,
50'000 Fr. 100'000 Fr. 200000 Fr. 400000 Fr. 3.4.2013

Veranderung von 1997 bis 2008 nach Einkommensklassen, inflationsbereinigt. Quelle: ESTV (2008)

Juni 2013 7



u’ F
- H

b
UNIVERSITAT
BERN

 Internationally, there seems to be consensus that
Income inequality increased in many countries

Figure 1. Income inequality increased in most, but not all OECD countries
Gini coefficients of income inequality, mid-1980s and late 2000s
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OEDC (2011). Divided We Stand. Why Inequality Keeps Rising. OECD Publishing.
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« In Switzerland, however, the situation is unclear, as
there is only little systematic evidence that would allow

for long-term comparisons.

 We therefore started a project to collect suitable data
and analyze changes in the distribution in income and
wealth in Switzerland over the last decades.

 We will now present a few first results from this project.
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Recent Developments in Economic Inequality

Inequality and growth in Switzerland



Inequality and growth

Juni 2013

Did inequality increase in the long-term?
Is there a link between economic growth and inequality?

Thesis 1: Growth widens the gap (OECD 2011)

Thesis 2: Economic upturn reduces inequality, whereas inequality
rises with economic downturn/crisis (Parker 1998)

Thesis 3: Growth does not have a systematic impact on inequality
(Dollar and Kray 2002)
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Presentation Notes
(1)
I want to start with two simple questions. First we want to find out, if inequality did increase or not and at the same time we will have a look at the relation of economic growht and inequaity

(2)
If you look at the literature, you can find mainly three arguments concearing the growth-inequality link.

First of all, there is the thesis, that growth in generall widens the gap – the main argument is, that not all workers are able to benefit in the same way. Better-educated, higher earing workers profite more from technological progress, while those with lower skills have been left behind.
The second thesis says, nananana, that’s not true, inequality falls with economic upturn. It’s the crisis that widens the gap. Members of lower income classes are more affected through crisis. Mainly indirect effect through unemployment.
Lastly there is the argument, that growht does not have a systematic impact on inequality

(3)
So let’s see if we can find any patterns for Switzerland.
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Development of wealth - Post-War Era (1950 — 2010)
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(1) - introduction
Start with a little history, where we want to identify some milestone for economic development in switzerland. Here you can see the development of wealth for switzerland from 1950 to 2010 – wealth is measured as gdp per capita in international dollar –for comparison you have the line for europe - blue and the world – green aswell. All in all switzerland became richer, but there where severall smaller and bigger crisises – represented as bumps in the line.


(2) – Growth 1
Starting from 1950 Switzerland experience a long periode of boom. It’was a periode with nearly fullemployment, economie was boiling and personal income grew. But it was also a periode with a lot of low skilled, low paid imigration, which could be refelcted in inequality measures -> growth 1

(3) - Oilcrisis
The periode of growth ended with the oil-crisis, which was a shock after the long periode of constant growth. Until then switerzland had a big industrial sector, which was declining from then on. 

(4) – growth 2
Nonetheless the crisis in the 70is was short, the econonmie grew again, but with lower growth rate than before. In this periode Deinustrialization went on and on and people began to work more and more in the third sector. This is relevant for inequality, because income in third sector ist more heterogenous, while some work for restaurants and bars other are working in banking sector.

1990’s Crisis
(5) – then came the crisis in the 90’is, which was the hardest crisis for switzerland in the 20th century. Unemployment rate reached 6% -, unemployement as a social problem become an issue, as a result social security was extendend. 

Growth 3
The econmie recoverd from 1996 on, after the small crisis around Millennium, there was again a periode with a realtiv steep growth, which was interupted due to the current financial crisis. As you can see gdp increased allready in 2010. So far the current crisis is not a hugh one for switzerland.












Inequality of taxable income (1950 — 2009, Gini)
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The data
- Here you see the development of gini, as a measure of inequality. So far we cover a periode of nearly 60 years, reaching back to 1950. 
The gini is calculated with taxable income from the federal tax office, so it’s income before redistribution through taxes.
Because of a change in the taxsystem, data on the swiss level is missing from 1995 to 2003 

(2) First interpretation
Over the hole periode inequality was smallest back in 1950, in it reached a local maximum 1971, following a periode of up and downs.


(3) Überleitung
So what we do next, we have a closer look at change rates while dividing the time series in periodes of growth and periodes of crisis 




GDP in 1990 Int. GK $

F
H

Periodes of growth and Inequality
0.0% 2.0% 4.0%
- Inequalitiy tends | |
to grow in time of Growth 1 = Annual
prosperity (1950 - 1974) 300 average
change in
g o Gini, %
9 B Growth 2
S s (1976 - 1990)
€ = Annual
2 | N average
- . growth
- & 0
g Growth 3 rate, %
S T T T T T T T T T T T T T _;; (2004 - 2008) 2.5%
1950 1960 1970 1980 1990 2000 2010
1955 1965 1975year 1985 1995 2005

GDP in 1990 Int. GK $ Gini

Juni 2013 14


Presenter
Presentation Notes
What you can see
On the right side, you see annual average changes for the gini (organge) and for growth (green), on the left side are both timeseries plotted together.

 Results
So the periode of boom from the 50’s and 60’s went along with a constant increase in inequality – growht 1
In growth periode 2 with a lower growth rate , where switzerland experienced a structural change from second to the third sector, inequality sometimes increased but sometimes droped leading to an annual average growth of 0.4% 
Interestingly the relative increase in inequality was highest in recent years  - compared to other periodes. So maybe the political unrest, ben reported at the beginnnnug, about high manager incomes are reflected somehow in this figures


=> All in all inequality tends to grow in time of prosperity- but it seems to increase differently. 


(3) Überleitung
Now let’s have a closer look on periods in crisis
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(1)
Again you see annual average change rates and timeseries, now with the focus on crisis.

Interestingliy inequality falls im time of crisis, which was kind of surprising for us.

So far, we can only make assumptions about this. We would say, that on the hand higher income classes are in the short term more affected from crisis. This seems reasonable because a bigger share of there income connected to the stock market. On the other hand it seems, that the social security system stabilizes low income in times of crises.


The end of the story?

- Looking from1950 to 2009 our data suggests, that inequality in income has
slightly increased

Substantial growth in the period from 1950 to 1970

Period of up and downs from 1970 to 2000

Relatively fast increase in inequality in recent years (2005 to 2009)

Is there really a link between growth and inequality?
- In times of growth inequality tends to rise
- With crisis inequality falls

Not the end of the story, it is the beginning
- ltis difficult to learn from macro time series of a single country —> omitted variable bias

- There are several macro-shifts in the same time period, which could affect inequality as
well. Role of: e.g. changes in social policy, sectoral change, demographic shift

- Is quality of data good enough?

Juni 2013 16


Presenter
Presentation Notes
Überleitung zu Rudi
For the project we belive that we can learn most from individual data and we want to profit from the focus on regional analysis. So my colleague will show you now some results on the regional level



Inequality and Growth

Recent development in Switzerland — a glance at the regional level
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Change in Gini (taxable income) 1979 to 2009
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Change in Gini (taxable income) 1979 to 2009

» There are different kinds of cantons:
— SZ, Al (increase in inequality from a low niveau)
— ZG, NW, GE (increase in inequality from a high niveau)
— AG, SH, FR, SG, NE, LU (stable inequality, low niveau)
— ZH, Tl (stable inequality, high niveau)
— BE, UR, SO (falling inequality)

* In the following analyses, we select a subsample of
cantons to represent the different types: SZ, GE, ZH,
FR, BE
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Change of mean taxable income by cantons (constant 2009 CHF)
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Change of gini (taxable income) by cantons
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Distributions of “taxable income” 2009 by cantons
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Distributions of “taxable income” 1979 and 2009 by
cantons
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Changes in “taxable income” distributions of Swiss
cantons 1979 to 2009 (p5-p99)
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Changes in “taxable income” distributions of Swiss
cantons 1979 to 2009 (p10-p99)
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Impact of real mean and median income by canton

By cantons: Impact of real mean and median income on inequality {Gini) Rsg-within=0.49
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Time-varying impact of real mean and median income

By years: Impact of real mean and median income on inequality (Gini) Rsg-within=0.48

J
Mean:J2008
Mean:J2007
Mean:J2008
Mean:J2005
Mean:J2004

11200

Iean: 11995 -
Mean:J1583 4
Mean:J1581 4

Mean: 1983
Mean:J1281
Mean:J1878 -
Mesn:J1977
Mean:J1975 -
Mean:J1973
Mesn:J1971

42009

———

| ——

| —t—
el
| ——
| ——
e
| ——

L ————

| ——

el
| ——

| ———
e
| ——
| ——
i

e
| ——

Juni 2013

00 0.5

27


Presenter
Presentation Notes




b

1]} F

H
b
UNIVERSITAT Berner Fachhochschule
BERN

Haute école spécialisée bernoise
Bern University of Applied Sciences

Relevance of economic sector

Main effects: Impact of sectoral change on inegquality {Gini) Rsg-within=0.34
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Results - Mean and Median Income by years

Juni 2013

year-Dummies indicate important variables are missing
positive correlation with mean income and

negative correlation with median income, so

average income gains favor high incomes

correlation weaker in 1997, and 2007-2009 (years of
Crisis)

In those years, both ends of the income distribution
develop more equally

so (simplified) poor people profited less in a boom
but lost the same in the crisis
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Results - Mean and Median Income by cantons

Juni 2013

similar picture as in the “distributional-change-graph”.

for instance:
— Fribourg has a very homogenous development

— Schwyz favored high incomes but didn't make the poor worse
off

— Geneva did make the poor worse off
— Bern and Zurich would be more unequal if they grew

possible explanations:
— difficult
— Impact of mean and median is not linear

Further research: impact of policy changes
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Results - Sectoral change

o 2001, 2005, 2008: primary sector earnings closer to median
e tertiary sector: no effects

e secondary sector: notable effect

 all three results are rather surprising: a swiss phenomenon?
 We will dig deeper (individual data) to check what is going on

e possible explanations:
— “the modern rich swiss farmer”
— little heterogeneity within service sector
— significant wage-gaps between industries
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Shortcomings
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taxable income' does not show the whole picture, e.g.
Pauschalbesteuerte (no flat-rate taxed people included)
biased by institutions (changing deductions)

We will adress these problems by collecting individual
tax data
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