


introduction

Nequality is bad and getting worse. (Angel Gurria, Secretary-General of
the Organisation for Economic Co-operation and Development (OECD))'

Last year 26 people owned the same as the 3.8 billion people who make
UP the poorest half of humanity. (Oxfam)?

Tgp UK CEOs earn annual wage of average worker in 22 days. (Financial
T/meS, 4 January 201 9)?

Reducmg excessive inequality ... is not just morally and politically cor-
IreCt but it is good economics. (Christine Lagarde, Managing Director,
Nternational Monetary Fund)’

Never before have economic inequalities been so high up the news
:gg”da'- Not only campaigning organisations like Oxfam bu.t also gtaiq,
o ef, International organisations like the OECD say that inequality is
° h.lgh' Inequality is said to be one of the reasons that the UK voted for
ecfexn‘ and the United States elected Donald Trump as President.” The
Onomist Thomas Piketty toured the chat shows in 2014 with a book
oL analysed the causes of inequality; The Economist magazine in 2018
StL:bl'Shed a cartoon mocking the very rich (see Figure 1.1). And main-
€am politicians in the United States are now advocating wealth taxes
aNd new high rates of income tax.® . ‘
‘i Concern is high now partly because economic inequa!ity is at his-
orically high levels. The OECD says that income inequality in developed
Countries is at its highest level for the past half century.” The combination
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of low growth and rising inequality has meant that, between 1980 and
2014, the richest 10% of adults in the United States captured 55% of the
Sconomic gains.® We also know more about how much inequality there is
thanks to many researchers’ hard work in uncovering and processing new
Sources of data. This has given us estimates from many countries over
many years of the fraction of national income that goes to the very rich,
and of how unequally distributed household wealth is.?

But there is also an increasing amount of academic research on the
apparently harmfy impacts of inequality. Unequal societies seem to be
less healthy, less trusting, and tend to have more crime and violence.

any economists now recognise that a high level of inequality is not a
Natural, ang certainly not a necessary, consequence of a vibrant econ-
Omy; instead, key international organisations are worried that inequality
'S a drag on economic growth. We used to hope that, if there were some
" Society who had a lot less than others, then maybe this would be just a
short-term blip, or that people could improve their lot with hard work and
effort. we now know that a great deal of income mobility is short range and
that, far from living in a world where all young people have equal chance to
Shine, where people end up in society is heavily influenced by where thgy
Starteq from. Indeed, there is a suggestion that high levels of inequality
'educe socig| mobility, perpetuating divisions between families that have
and those that have not (a society with lots of social mobility would be
one where everyone has a similar chance of rising to the top, or falling to
he bottom, or at least where that chance does not depend on their family
background)- And there is a fear — as set out by economists Joseph Stiglitz
and Thomas Piketty — that these processes, combined with the way thgt
€conomic inequalities affect our political debates, mean that the world will
S00n see economies with the sorts of gaps between the elites and the
Masses last seen in the early twentieth century. That would be profoundly
Undemocratic, and most definitely unfair.
In this book, I set out what is known about economic inequalities in the
» Or the differences in people’s earnings, their disposable income and
eI wealth (I will define these precisely later), and | summarise what the
aCademic literature says about the causes and consequences of high lev-
oS of Inequality. Some might think that there is nothing wrong with some
People being very well off, so long as their riches are deserved through

"ard work, effort or skill. My view is that inequality in the UK is too high,
at too much of it represents inequalities in opportunities, and that we
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tview is ba!?ed
would all benefit if we could become a little more equét[l-a'lrlhsf 1 definitive
on the evidence presented in this book = althou'gh ng Lot also reflects MY
and these are ongoing areas of academic enq.uwy _tudying or advising or;
expert judgement after 21 years of impl.ementln_g, S | will also set o
social policy and social inequalities. Wut.h th.at in m uaiity oath.
what could be done to move the UK off its high-ineq

Inequality in what?
What are economic inequalities?

) . cesin peo”

This book will look at economic inequalities, that is tTteh d;f;zfse;thr oo terms
ple’s earnings, their disposable income and their weaI air about them nowe.
all have precise meanings and it will be good to be Cte sople In work a‘r

Earnings - or pay, wages or salary — are wha ptheir “ain, or O ye,
paid by their employer. For many people, earnings 829 o Gt disposab)
source of income (across all people in the UK, 58% Figure 1.3 beloW%
income comes from earnings (after deducting taxes); see Al the differen—

In this book, | use the word income to refer to well as the garns
sources of money that are coming into a household. A;\eir own busmests
ings from employers, people can receive Mmensy from m financial asseo
or from being self-employed, or investment income fro 1 O shares); .
(such as interest on bank accounts, or dividend payou_let investors 9
other sorts of income from other sorts of assets (buy-to ive money rohe
rental income, for example). Households may also rec((jeits such as ;
the government in social security benefits or tax credits,

0
urces ©
: ifferent SOU™ ", s
State pension or chilg benefit. Having received these fdtlhat: what |'s lef;‘ﬂe
income, most of us wij| have to pay taxes on some o t incom’
disposable income. In Chapt

er 3, most of the discussl'Or;:Zizeption ':

inequality refers to this concept of disposable inco(nev t/vhich measuré
when | look at the share of income going to the very rich, b
income before deducting taxes. g that 1 own {

My wealth is the valye of all the physical belonging jike money Ie
any debts I owe), plus the value of any financial assets, ith are two V -
ra pension fund. Income and Weawealth, and 0
sible to have a high income but no i
thave little income (like the trOp?S\:,)idows
e early twentieth century, or elderly

bank account, shares o
different things. Itis pos

can be very wealthy by

r—
he impove
ished landowners of th

in larg®




impossible-to-heat houses). But income and wealth are usually related. If |
have a low income, then that it is going to make it hard for me to generate
much wealth of my own, and most forms of wealth do produce an income
of some form, or can be sold and the money invested in assets that do
Produce income. And | will show in Chapter 3 that wealthy people in the
UK tend also to have high incomes, and vice versa.

The distribution of income in the UK

The key facts on income inequality in the UK come from data collected by
9overnment statisticians. Every year, they ask tens of thousands of adults
10 tell them about their income (this is not easy: people usually do not like
talking about their income, but if they ever call on you, please remem-
ber that my research depends on people sharing details of their lives with
Strangers)‘m
Toturn the answers to these questionsintoa single number of ‘income’,
Statisticians decide over what period to measure income, whose income to
Measure, and what counts and does not count as income. There are sev-
eral points about the definition used that you need to know (for more detail,
See mikebrewereconomics.com/WDWK). First, the measure of income
Misses out on many things which can be important in determining your
Overall standard of living, such as what you are able to do when you are not
at work, how much you benefit from free public services, and whether you
OWn your own house (government statisticians do use another measure of
NCome - known as ‘income after housing costs’ — where what is spent on
hOUSi”Q is deducted from income, but this does not accurately reflect the
Savings that people can make if they own their own house, and in this book
Always use the conventional ‘before housing costs’ measure). Second, we
add up all the income of people living in the same household; this means
at we cannot ook at inequalities between (say) men and women in the
Same household, Third, income is measured over a short period of time —
the last few weeks. more or less — and expressed in a weekly amount
(.a lternatives would E)e to measure annual income, or even income over a
lifetime), Finally, we measure income at a point in time. In general, | am
!ess concerned about income inequality if individuals are moving about the
'Ncome distribution from year to year, so that those who are well off now
are |ikely to be poor later on. However, we know that, although incomes do
Change, the vast majority of moves are short-distance."
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Tiaure 1.2 The dastimbutnion of income in the UK, 2016-17
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Figure 1.2 shows the income distribution in the UK in 2016-17 (data
for 2017-18 was released in March 2019, too late to be fully incorpo-
ated in this book).? Each bar represents a band of income £10 a week
Wide, and the height of the bar shows how many people have that much
INCome. Here, ‘income’ has been added up across all members of a
household and adjusted by the number of adults and children living in
the household.'s A lot of people are clumped together towards the bot-
'om of the income distribution — around £300 to £400 a week —and a
few People have high incomes that stretch out towards the right. At the
Very right of the figure, you can see the people whose income goes ‘off
the scale’: there are more than 1.5 million in this bar, or about 2% of the
Population. It also seems to be the case that there are 600,000 people with
Noincome at all. This would be alarming if true, but the consensus is that
many of these do really have some income but have not reported it to the
Survey." The mathematical average income in 2016-17 - that is, ‘average’
N the sense of ‘add up everyone’s income and share it out equally’ —
Was £594 a week, considerably higher than the median income of £494.
The fact that these are different reflects that some people in the UK have
Very high incomes. The figure also marks with alternate black and white
Shading what are called the decile groups: each of these groups contains
10% of the population.
~ ltisalso helpful to understand the different ways in which households
In different parts of the income distribution get their income. Figure 1.3
Shows what fraction of income comes from the four main sources, cal-
Culated separately for each decile group of the income distribution.
Overall, 58% of household disposable income comes from (after tax)
€arnings from employment (as an employee of a company or charity or
Public sector body), 17% from social security benefits and tax credits,
1% savings, investments and people’s private pension (payments of
the basic state pension are counted in ‘social security benefits or tax
credits’), and 10% is income (after tax) from self-employment earnings
Or profits, Earnings become more important as a source of income as
We move up the income distribution from poorest to richest (other than

€ very top, where there is a lot of income from self-employment), as
does income from savings (although there is also a lot of income from
Savings at the very bottom of the income distribution). Income from
Social security benefits becomes more important as we move down the
'NCome distribution.
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Figure 1.3
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(or expanded) by our family, our employers, institutions, the current state
of the economy, and so on, and are ever-changing. In a society where
We cared only about equality of opportunities, would we give extra assis-
tance to those who developed a longstanding illness? What about to
Someone whose employer went bankrupt because of competition from
China? Or because of a fraudulent finance director? Would we help those
whose opportunities are reduced because they are caring for children,
or elderly parents, or whose marriage has broken down? In practice,
dentifying which unequal outcomes reflect unequal opportunities and
Which different choices is almost impossible. We can also argue that our
OPportunities to thrive as a citizen or to exercise our rights are inevitably
Constrained by our economic resources. More worryingly, it seems that
the more unequal outcomes are now, the more unequal opportunities will
become in the future, thanks to how parents strive for the best for their
Children, and how our democracies and politics seem to work (I discuss
this more in the next chapter). Equality of outcomes is an excellent goal
to strive for — and some of the suggested policy changes in Chapter 5 will
help us move towards that — but we also need to care about inequality
N outcomes.

Inequality or poverty?

_There is also an argument made that we should be focused on reliev-
g or alleviating poverty in the UK, and that we do not need to care
abom overall inequality. This seemed 10 be the view of Tony Blair, Prime

inister from 1997 to 2007, who said that ‘| don’t care if there are people
Who earn 4 lot of money. They are not my concern. | do care about peo-
Ple who are without opportunity, disadvantaged and poor."'® Of course,
this does not have to be an either-or situation: it is possible to think that
high rates of poverty and high levels of inequality are both problems we
§hould try to tackle. The arguments that | will present later suggest that
Nequality is harmful to society over and above the harm that can bg
Caused by living in poverty. They are separate problems, and an anti-
Poverty strategy would look different from an anti—inequalit.y ;trategy
ev~en if policy makers happily accept that poverty, like inequality, is a rgl—
ative concept. But there are strong links: reducing inequality in economuc
'Sources and increasing equality of opportunities will make reducing
Poverty a little easier.
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How can we visualise or measure inequality?

When thinking about income inequality, Jan Pen, a Dutch economist
working in the 1970s, imagined a parade of people walking, with the
Poorest at the front and the richest at the back, and their height being
Proportional to their income, so that the person on average income was
the height of an average person. This parade would start with some very
short people. After half the people had walked past, we still would not
have reached an averagely tall person; some time later, the parade would
end with some giants.

Rather than watching actual people parade, we can draw this on a

graph, with the height of each bar representing someone’s income. In a
Perfectly equal society, everyone would have the same income, and th‘e
bars would all have the same height. In all real societies, the graph will
have barg that get taller and taller as we move to the right.
_ Figure 1.4 shows Pen’s Parade for the distribution of household income
N the UK in 201617, but having left out the richest 1% of individuals (over
0.6m People), and having labelled the horizontal axis according to people’s
rank in the distribution of income, with the poorest person scoring 0 and
the richest person scoring 100, and so on (these are called centiles or
Percentiles).

This figure also splits the population into 10 equal-sized decile
9roups. The boundary between the bottom (poorest) and second bottom
of these decile groups is the 10th centile of the income distribution: a
Person at this point in the income distribution is richer than 1 in 10 of the
Population, but poorer than 9 out of 10. At the other end, someone at the
bOundary of the top (richest) and next-to-top decile group is at the 90th
¢entile, and they are richer than 90% of the population but poorer than
10%. Reading off the vertical axis, you can see that a person at the 10th
centile of the income distribution (on about £250 a week in 2016-17) has
about half as much income as Mr or Mrs Average at the 50th centile —
the middle of the distribution (on about £494 a week). And Mr or Mrs
Average have slightly more than half as much income as someone at the
90th centile (on £962 a week) — that is, someone who is just outside the
"chest 10% of the population. These figures give us one commonly used
Measure of inequality, the 90:10 ratio. This is the income of the person at
the 90th centile divided by the income of the person at the 10th centile, and
the higher the number, the more inequality there is. For the UK in 2016-17,
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) 0 oy,
bebicigh it?:t itry d.oes not use the data on incomes from rately, or with
advamag? the distribution that are often measured |eS§ aC?u’t means that
Kol " ty, than more normal incomes. But its S|mp||C} y policy that
?tq;ri L;J:gsgilarr]ui,h measure: a hypothetical inequality-reducing

t the
. : eople a
took money from people at the 80th centng and gave it to p

20th centile would not change the 90:10 ratio.

Where are the top 1%?

on the vert”
I'left the richest 19 out of Figure 1.4 so as to stop th(‘fl ;ZZ‘EW disposable
cal axis from shooting off the page. The 99th centile o oo (f [5. ctua ;
income in 201617 was £2,317, which is more than e il anoth‘;
2.4 times) the income of the 90th centile, but there Ws above that. | Wk
660,000 adults and children in households with |ncom|et_mes in this boO e’
come back to the experiences of the very rich severa lnd their influenc
because of the way they affect measures of inequallty,ha value of the 9
on the economy and society (and | will also shpw that t r?e ruth).
centile quoted above is Probably an underestimate of t

Income shares and Lorenz curves

ure it A
Pen’s Parade lets yg visualise inequality, buft does 'n?(t argiif ‘incomlz
useful way to Compare income distributions is to thmd where peoP
shares’, and then to plot these in a variant to Pen’s Para : share of toté
are lined up from the Poorest to the richest, and we p!Ot tfte(i e. who haVe
income that goes to them plus all the people on their le has the 52
less income than they do). In an economy where everyone
income, the poor

incom
est 1% in society will collectively have a tofcl)rest O/e
of exactly 19, of the economy-wide total. But in the UK, t~h82816—17’ ar
of people, all of whom had less than £16 a week iﬁcome " ethatis@ B
Collectively going to have g share of the total UK-wide ln00m2 3178 wee
less than 1%, and the richest 1%, all of whom had at least £2,
in 2016-17, will ¢

omy”
e econ
ollectively have g |ot more than 1% of th

Wwide income.

UK
e in the
tile In t=

In Figure 1.5 | plot these income shares for each Cer(‘) initially 1158
income distribution, Thig Produces a curve that starts at zero,
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Slov"'y, but then rises more and more quickly until it reaches 100%. It is
Called a Lorenz curve, and you can use it to read off income shares. If
You start from a point on the horizontal axis, go up until you hit the curve,
and then read across to the vertical axis, you can read what fraction of
total income goes to the poorest section of the population. In the UK in
2016-17, the poorer 50% got just over 28% of total household income.
Or you can start on the vertical axis and read the graph the other way, sO
You would see (for example) that half of total household income went to
(coincidentally) the richest 28% of the UK.

The Lorenz curve is the idea behind one of the most commonly used
Measures of inequality: the Gini coefficient (or index). The Gini coefficient




is to
in Figure 1.5) IS
measures how close the Lorenz curve (as plotted in Fig
being a straight line (

equal
which would correspond to our p;';:célfyarea
society). Mathematically, it is the area 'A leId‘ed b.y t,htie Lorenz Cu'rve
and area B. The more inequality there Is, the LiTel ot NG rapidly
will be (i.e. it will start off close to the horizonial axis bs Gini coefficient
to reach 100%). If everyone had the same income t ele erson had @l
would be zero as there would be no inequality. If-a Smi? ° fhe Gini woul
the money in the economy and the rest had nothing, t ‘;7
be 1. For the UK in 2016-17, the Gini coefficient was 0.3 .t measure of
The ratio of areas on g graph is a rather giastracome bumpe
inequality. But it turns out that if two random British p?son’s income
into each other, and you then subtracted the poorer pe a ratio of the
from the richer person’s income, and expressed that aswould expeCt
average income in the country, then on averag? YOUIn et words:
10 get a difference of exactly twice the Gini coefficient. ( ' on averad®
the difference in incomes between two random Brits wel me, or jus
be about 2 « 0.337, or 67%. of the national average 'ncole_\;vith,no—
under £21,000 a year in 2016-17 in equivalent-E-peF-QOUpSureW, you
children. That number will appear to some to be too hlght'he case thd
might say, if | think of all the people | know, it cannoi b? 01,0007 In
the average difference between my income and theirs lSh . ’£21,00
reality, that difference Probably would be a lot smaller tha
because all the pe

ion of peoP
ople you know are not a random selection
from across the income distribution.)
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. Now imagine coming back to the UK, still happily measuring income
In Brewers, in 20 years’ time. There has been some economic growth,
and by a huge coincidence every individual’s income is exactly twice
What it was 20 years ago. If this happened, then most measures of
Inequality still would not have changed. If this seems wrong — perhaps
you think that a situation where everyone’s income doubles actually
Makes things worse, because the gap (in pounds or Brewers) between
the richest and the poorest is even more insurmountable — then you will
Need to find other statistics to monitor alongside the traditional, relative
Measures of inequality that | use in this book.

Economic inequalities in the UK in one chart

Figure 1.6 shows trends over time in the Gini coefficients of individual
hourly pay, disposable income and household wealth as well as share of
INcome going to the top 1%.

The key points are that:

income inequality in the UK was low in the 1960s to early 1980s. It
rose rapidly through the 1980s, and has remained at its new higher
level ever since (although | will modify this story slightly in Chapter 3
when | focus on what has happened to the super-rich in the UK);

the fraction of pre-tax income going to the richest 1% of adults rose
steadily from the late 1970s to the late 2000s. It fell back after the
financial crisis in 2008, but it is rising again and is close to a record
high, at just under 15% of income;

inequality in hourly rates of pay rose throughout the 1980s and 1990s,
Peaked in the early 2000s, and has fallen since;

Wealth is a lot more unequally distributed than hourly pay or dispos-
able income and, as will be shown in Chapter 3, household wealth in
the UK has been growing in importance since the 1970s, driven more
by rises in house prices than by active saving.

_That rise in income inequality in the 1980s (about 10 percentage points
N 15 years) was one of the largest increases seen across developed
nations’ economies. Figure 1.7 shows that the UK is now close to the top
of the international league table for inequality. The UK has the second
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Researchers also measure income inequality across the worlsé gf];ii?\g
inequality, although very high (with a Gini of over 0:7); seems to s
at the moment. This is because the incomes of many people m Sonz/elope q
developing countries are rising at a faster rate than those in de o
countries. On the other hand, the global elite are doing very well, @
seeing some of the highest income growth.” irigs: If
Growing inequality is a problem in many developed cou_r:j by 8
the UK could return to the level of inequality it had in the mi t_eqU3|
(a Gini of around 0.25), it would find itself as one of the mos -t
countries in 2016. The fact that income inequality varies SO )
between countries that are at similar levels of economic fieV?lO?he UK
and that it changed by so much in such a short space of time in

. ity seen
in the 1980s, are important clues that the high levels of inequality
now in the UK are not inevitable.

It is also worth thinkin
would be if people did not h
payments, or if peo
benefit, universal c
between the rich g

: re
g about how much income inequality rt:jce
ave to not pay income tax or national insu ehil
ple did not receive social security benefits like S
redit or the state pension. Unsurprisingly, thé s on
nd poor would be greater if there were no taxe by
income. It would not be much larger, though: the Gini would go uPp

. efits
about 0.03 (remember, it was 0.337 in 20161 7). Social security ben
and tax credits do a lot

: the
more to keep inequality down: without them
Gini would be another 0.11 higher.®

The rest of this book

In Chapter 2, | will set out some of the research from the past t Wol dveecl;s
ades on the impact of inequality. It is clear that countries with high Tems
of inequality have worse health outcomes and greater social prob by,
than more equal societies, and | will discuss the arguments — mad?ems
among others, Richarg Wilkinson and Kate Pickett — that these pro-gence
are worse because of high levels of inequality. | will set out the evi use
that inequality hyrts economic performance, and may even have Ca| will
the financial crash of 2008 and the Subsequent Great Recession- have
show how high levels of inequality seem to make it impossible to'|dren
equality of Opportunity, because of What parents do to give their i pke
the best chance in life, as Summarised very recently by Matthias pae




and Fabrizio Zilibotti. And | will summarise the landmark work of Thomas
Piketty, who argued that, left unchecked, the way that wealth accumulates
and is bequeathed from generation to generation risks leading to ever-
growing inequalities and the emergence of a super-wealthy elite.

In Chapter 3, ‘What do we know about inequality?’, | present the key
trends in economic inequality in the UK. | will explain how the UK became
S0 much more unequal during the 1980s, why inequality stopped rising in
the 1990s, and how it has been changing since the financial crash in 2008.
Given the importance of the very rich in the key theories of why inequal-
ity can be harmful, | will zoom in to see what is known about the top 1%
in the UK - the 536,000 people with the highest incomes — as well as the
FOD 0.1% and top 0.01%. And | will show that the widely held view that
INequality in the UK is not getting worse is based on statistics that con-
f:eal a sharp rise in the share of income going to those with the highest
INncomes, and actually may not be true.' | will also look at what we know
about the distribution of wealth, where new, better sources of household
data show that ownership of wealth is far more widespread than it was a
Century ago. But there remain enormous differences between those who
have little or no (or even negative) wealth and those with, for example,
homes that have more than doubled in value in the last 30 years (in real
terms) or generous pension pots. And | will assess the relevance to the UK
Pf Thomas Piketty’s prediction that growing wealth inequalities and inher-
tances are set to return our economies to levels of inequality last seen at
the dawn of the twentieth century.

_ Chapter 4 addresses the challenge of ‘What should we do about
Nequality?’. My calls for action fall into six areas: towards a fairer labour
Market; curbing excessive pay at the top; redistributing wealth; providing
Security and opportunity for all; promoting social mobility; and publishing
better analysis about the state of economic inequalities in the UK. Some of
the policy responses respond to the facts about economic inequalities as
Setout in Chapter 3, or attempt to address the causes; others respond to
the way that inequalities harm our society, as set out in Chapter 2. Some of

e_Se Will seem radical, or politically unfeasible. But if those in power want
a different outcome, then we can choose different paths, and who can say

OW politically feasible it will be to have ever-growing divides in society?

ally, a section at the end suggests further reading and gives details of
the key data sources and mikebrewereconomics.com/WDWK looks at
SOme of the detailed issues involved in measuring incomes and inequality.




is. There is
ike this.
There is much that is Missing from a short book i
N0 space to talk about g

t it is WO
€ographical inequalities in the Ulf]é\?vuconcer”rlg
rying that th ubbornly persistent.2 There is ?a[s driven by t
the UK apo S between generations or Cc,)ho ';| be better or
fact that the old idea that each ge”erat.'on Wr:ose pborn aﬁe_
than its Predecessorg has broken down for Millennials (t he life
1980).21 | will

€Yy remain st
ut difference
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€ mobility, or about incomes i?]Vr?eanh, nor
rforms of inequality, such ash as betwee"

ent groups in society g ces in, S8
ender pay gap) - or dlffi:enr;t talk aboun
Wealth between those of different ethnic backgrounds' ‘ ert of the reas'zk
Socia| Class, even though, in the UK at least, class I,S pat look at the “tl
why Inequalities Persist acrogg generations.?® And | will - n the UK, bY

etween inequality and politics, The focus of this book is %tries.
Wil show how the UK COmpares with other developed cou

(think of the g




background

The ‘politics of envy’ is a phrase used to pour scorn on those seeking
gregter equality. The accusation is that those wanting more equality are
envious: they simply cannot tolerate that other people have become
More successful, and they want some of that wealth for themselves.
B‘ft one reason that curbing inequality is now recognised as a global
Priority is the recent build-up of evidence that shows, or claims to
Show, that high levels of inequality are actively harmful.
The research falls into two areas, with researchers arguing that:

high levels of inequality make us less healthy and die younger, be
more violent and less trusting, be more anxious and less happy;

high levels of inequality hurt economic performance, and greatly exac-
erbated - and possibly even caused — the financial crash of 2008 and

the subsequent Great Recession.

Mea”Wh"e, other researchers have been arguing that inequalities perpetu-
ate from one generation to the next. Researchers have presented evidence
to argue that:

B high levels of inequality reduce social mobility, or make it impossible

o have equality of opportunity, because of what parents do to give
their children the best chance in life;

Oy ZE—



. ration
2. the way that wealth accumulates and is bequeathed from gene

P i emer-
to generation risks leading to ever-growing inequalities and the
gence of a Super-wealthy elite.

o reisd
These are bold claims, and it is hard to prove convincingly that the
cause and effect relationshi

p for all of these phenomena. Research, ”e% e
continues, but there is no doubt that these ney studies have chang
public narrative on inequality, and altered policy in key institutions.

Claim: inequality makes us more stressed and less
healthy, less trusting and more violent

) le a
Richard Wilkinson and Kate Pickett were among the first to assemb

) ~ ir first book:
comprehensive charge sheet against income inequality. Their fir
The Spirit Level (2009),

reviewed hundreds of papers and presented ngr\z
research that show how people in more unequal societies tend to be mn'(al
obese, less healthy, die younger, be more stressed and have more rT‘elen't,
health problems, take more drugs, be less trusting and be more VIO
and have children wh

erfu
0 do less well in school. Their work had a pow
Impact on public debate in the UK
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igure 2.1 Income inequality is correlated with social problems across ¢ ountries

a/?urlce: Based on data made available by The Equality Trust and shown in Figure 2.2 in
ilkinson and Pickett (2009)

Income inequality affects health often find no effects, or very small effects.”
And the idea that income inequality makes some of these outcomes worse
for everyone in society has not yet been established conclusively (we do
know that, for example, people in Sweden have better health than people
in the UK, who in turn have better health than people in the United States,
across all parts of society, but we do not know whether that is due to the
lower level of inequality).

' But Wilkinson and Pickett argue that there are many reasons to
think that inequality is the true cause. First, there is the sheer weight
and robustness of the evidence. It is not just a comparison of the United

| States against Sweden (say): Wilkinson and Pickett found that various
, outcomes were related to inequality when comparing different countries,
1 but they also looked within the United States and found that unequal
| States are less happy, less healthy, more violent, and so on, than more
r equal states. Wilkinson and Pickett argue that the idea that something




s 0
else is making these social problems worse, and that in ol lﬂizd t
greater inequality (‘reverse causality’), seems unlikely, beca cial out
would not explain why countries that do bad in one of these SO(suC
comes (such as high rates of obesity) also do bad in oS tor caus”
violence and use of drugs). There could always be a hidden fa(? et 58V
ing both inequality ang social problems, but Wilkinson and ‘PIC' ot b
that many researchers have tried and failed to identify what this mllgusible
Finally, for many of the outcomes in The Spirit Level, theré are Pe calle
theories why Inequality has harmful effects (in the jargon, these arf a po”
Pathways"). |n Some instances, it is possible to focus on part © '

. 'oﬂSh'p'
sible pathway and see that there is a true cause and effect rew‘:rin’le, [
But we cannot ro|| back time and see what would happen © levels
health, or tryst, tyle

7 : if Sweden (say) were to have experienced US-s |aim that
ot inequality. And it can be difficult to disprove the counter-C

of
4 causé
Say, the United States has (much) more crime than Sweden be ocausé

S?T“eth‘”g unique about the United States or Sweden, and not
OFinequality at g|. So research continues.

¢ 126
All the People like us are We, and everyone else is They ’

ot 561
In their secong book, The Inner Level (2018), Wilkinson and’pl(jzztts o
?hUt a clearer, unifieq explanation for why they think inequa!lty t 500"
€Se problem outcomes, They say that ‘the more hierarchical oret
e?y, the Stronger the ideg that people are ranked according tO I bout
differences in worth or value, and the greater their insecuntl?sﬂeS( (
ztelf-worth’. High levels of ine,quality, they argue, heighten anfx;eonsu
erir:ss)‘over Our social status; these in turn worsen aspects 'Otleme
thosm (keeping up with the Joneses’), lead to feelings of e”t('j oB socidl
® &t the top and shame for those at the bottom, and ré=

mixing, : : ed|
e tg trust anq Social cohesion. Michael Marmot had argy trol 0v¢'
0Se on low in¢

their lives omes tend to have less autonomy ©Of Cdogarticipa;
tion, ang | and fewer opportunities for social engageme’?f - know th?
ot » @nd that these |egq to social inequalities in health.” %e dthé ide?
of Xieties about status can lead to stress, and then ill-health, a" ss DY
auilo-cqlled ‘spcial anxiety’ has been explored in the pOPUIf"r iF;g aloW
- orsIncluding Alain de Botton in 2005. And the idea that haV'™s gn
Ticome can lead to feelings of shame is discussed by Thorste!n '[ee”th
at the end of the Nineteenth century, and Adam Smith in the €19




century. The additional steps in the argument made by WiIkinsoQ a_nd
Pickett are that high levels of income inequality make social anxieties
and the shame of poverty worse, and that anxieties about social status
can explain a wide set of social problems.

These claims are not accepted by all, but it seems likely that thgy
are part of the reason why inequality goes hand-in-hand with more social
Problems, and so it is worth exploring them a little more. Wilkinson and
PiCkett’s argument starts with the idea that, as income gaps grow, there
IS an ever-increasing cachet to being rich and it becomes more shameful
to be Poor; money, and what one does with it, become evermore imppr-
tant to oyr social status. As a result these high levels of inequalities drive
US 1o do things that increase our status or protect ourselves against an
encroachment from the less worthy. Here, there are strong echoes of the
Phenomenon observed by Thorstein Veblen in the nineteenth century.
Veblen wrote about how any self-respecting gentleman of leisure can be
Seen buying things ‘beyond the minimum required for subsistence and
Physical efficiency’. But then, he argued:

[slince the consumption of these more excellent goods is an evidence
of wealth, it becomes honorific; and conversely, the failure to consume

n due quantity and quality becomes a mark of inferiority and demerit.
(Veblen, 1899)

Veblen used the term ‘conspicuous consumption’ to refer to a situation
Where one js spending more on goods and services not because of
S0me direct benefit of owning them or using them, but because of what
S Conveyed by the act of owning that good or using the service. Does a
Wiss watch tell the time so much better than one from China? Is flying
first class really 10 times nicer than flying standard? Aimost certainly
NOt: the reason that people spend in ways like this is bound up in feel-
"9 to do with the social status that comes from owning such goods or
Using such services. The situation Veblen describes might at first seem
h_armless: like the Emperor’s new clothes, does it matter if the rich haye
frivolous, expensive habits? Well, it wouldn't if their spending habits did
Not affect the rest of us. But we demonstrate social status with the stuff
ha.“ We can afford to consume, and such is the status that comes from

being rich that the lifestyles led by the very rich themselves become
desirable.
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of worshipping celebrities and In

t
. ath (‘1am no-.
stagramming our llvesotj ::d?'-” a acsel:r'e
allowed to earn |ots of money because it might 2:2;;/ how our brglr;Oci al
cal plutocrat might wonder). But this lesponsedr Pickett argue, an rsocla‘
wired. We are socia| Creatures, Wilkinson an and threats to Oiidence'
status is important to our sense of self-esteem, ine our self-con o rich)
status lead to feelings of insecurity and 'underm iority (among thteenth'
Veblen observeq these desires to establish Sper ich), in the niné Jigia
and the need to conform (among the slighﬂy less rselfi’e‘obsessed’ ut sta”
century United States: it is nothing to do W|tn our ur anxieties aboeS "
age. And advertisers have for decades exploited Ot these process Sl
tus because they know it works.2e It may be tha rist world that W
reactions are sg ingrained into oyr modern consume oo that
not imagine a worlg Wwithout them, ess of differenc i
Other implications of this heightened RNaREn ortance that is Pmo A
comes in highly Unequal societies, and the extra i or narcissism fo ihelr
on money or status, are gn inflated sense of pricis osition is due *
those at the top of the pile - g strong belief that their p entment at th (ingS
OWN talents ang effortzs _ and a sense of shame or festur n reduce feelearly
of status at the bottom, Feelings of shame or prlde n ething that i Cw :
of trust ang empathy, and reduce social cohesion, som articipation; ihe
shown by Cross-nationg| Comparisons of trust or ClVlC Spon deSCribeS’diS fi-
tend to be higher in Mmore equal societies. As Tony Atkin osition to € ”
POst-1980 rise in income inequality has reinforcecl the ?piz s, suchasm e
bution and hag strengtheneq support for economic polic ro;:e ssisin Ol: :
liberalisation, that contribute to inequality: a cumulath'e p cial behaviou
tion’ 30 At the extreme, violence ang many forms of anti-so to losing it
be in part seen 4 away of ensuring status or a response
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an o
em::geig;a\:is\fttr;]butiqn of pie will.lead to less pie for all. But there is an
Performance: th at high Igvels of inequalities might be bad for economic
smaller the p-iese .morel pie goes to the very rich (the very greedy?), the

The eat will be‘m the future.
affect ineqi;‘ietSt é\{ork in this area looked at how economic growth might
in the 1950s :Zr. Imon Ku.znets, a Nobel-Prize-winning economist working
More and then lgued that it would be normal for countries to become first
economy (think efSBQ”?QQaI as they progressed from a mostly agricultural
Y industry ando fltaln in the late seventeenth century) to one dominatgd
the opposite dir:etmces But the qew resgarch approaches the problem in
analysis is basedc ion, aSiflng how inequality affects economic growth. This
Overlong periods Ofn.|°°k'n9 acrqss countries (or regions within countries)
especially high o ? tlnje, and seeing what happens to growth after spells of
Proven hard to ar ow inequality. This is statistically challenging, and it has
'S between ine US?GSS how strong _ and even in what direction - the link
about the |inksqbat'ty and economic performance, just as it is hard to learn
and Pickett Weree ween mquahty and the social outcomes that Wilkinson
be Wrong to s COnCerneq with. Again, research is continuing, and it would
But both?g that there s an academic consensus.

ment (the OECD(? Organisation for Economic Co-operation and Develop-
not known for b ?”d the International Monetary Fund (the IMF; definitely
that, on avera eing left-of-centre or social democratic) now conclude
lower, ang 19538’ high levels of inequality in a country lead to periods of
eConomic ang Sta.ple, ecqnomic growth in the future, and raise the risk of
by Jonathan 0 political crises; this work is summarised in the 2019 book
ligated hoy thStrY and co-authors.®' The most recent studies have inves-
Countrigg, oneesthnks between inequality and growth might vary across
growth ig eSpec'uﬁy Suggested that the negative impact of inequality on
hated by South ': y large in the Western hemisphere countries (domi-
ad almost zerg merica), considerably smaller in European countries,
ound that highe ?cross Iall developed countries, on average; another
Poorest countrj d lnequa“_ty was bad for economic growth except in the
ries, where it stimulated growth.* The IMF estimates that a

1 perc
; enta : . o
in ge point fall in the Gini coefficient in the UK could permanently

Creas
OECp SGS;Z:VT rates by just under 0.1 percentage points.* Similarly,
faster over thce 1|?p|les that the UK economy could have grown 20%
which W0u|d90—2010 period had inequality remained at its 1985
mean our economy would now be 6% larger than it is

levey,




noyv (although the OECD study probably overstates the negative impact
of inequality on growth).*

A So why does inequality reduce economic growth? Many of the theo-
ies that | just looked at — that high levels of inequality make us unwell
less trusting, more selfish, and so on — will also directly weaken the per-
formance of our economy. Another idea is that a more unequal society 1
more sensitive to the economic cycle (and there is a vicious circle heré:
economic instability, in general, will worsen inequality, because the rich

are much more likely to have resources which they can fall back on in
tough times, which leads to greater instability in future). But there is also @
link from economic inequality to politics and policy, and one of the mecha-
nisms is that increased inequality might lead to political instability or @

lack of social consensus — the feeling that ‘we are all in it together’. This in
turn might mean that countries spend less on universal public services, or
invest less in physical infrastructure or in their citizens’ education and skills
than they otherwise would, or be less likely to take difficult decisions when

hit by crises. All of these could lower future economic growth.*
Joseph Stiglitz, @ former Chief Economist of the World Bank and a

winner of the Nobel Prize in Economics, has pecome a very vocal critic of
inequality, and is especially critical of the harmful influence of the very rich
on economic, political and cultural life in the United States.® In his 2012
book, he argued that apparent success of the very rich reflects a great
deal of what economists call ‘rent-seeking’. What he means is that large
remunerations at the top are not a reward for hard work, effort, talent or
ideas, but reflect gains made at other people’s expense, thanks to failures
in the economy, Of in the government’s ability to regulate. His examples
of rent-seeking include companies exploiting scarce natural resources
overcharging government agencies, profiting from markets where they
have near-monopolies, or taking advantage of differences in the informa-
tion available to the buyer and the seller (most of the financial sector; he
argues). If he is right, then high inequalities are @ symptom of an inef-
ficient economy: if we could make these markets work more effectively:
then the economy would perform better and we would have more equality:
But once high levels of inequalities exist, Stiglitz argues, those who are
penefitting from market failures find it more worthwhile to protect thell

exploitative positions than they do to innovate or generate value for' thfe
are a causeé of an iné

rest of society. If he is right, then high inequalities
e future. As the OECD says:

ficient economy in th




The notion th
always heen
and newy pro

at one can enjoy the benefits from one’s own effor’@ has
a powerful incentive to invest in human capital, new ideas
ducts, as well as to undertake risky commercial ventuvrels.
But beyond a certain point, and not least during an economic crisis,
9rowing income inequalities can undermine the foundations of.market
€conomies. They can eventually lead to inequalities of opportunity. This
SMothers social mobility, and weakens incentives to invest in knowl-
€dge. The resyt s a misallocation of skills, and even waste through more
Unemmoyment, ultimately undermining efficiency and growth povtentxaIA
WWW‘OeCd-Ofg/economy/growth—-and‘inequality—close—relationsmp.htm)
tThe h'gh Ieyels of inequality in the United States and e!sewhere are cer-
Anly IMplicated in the financial crisis of 2008.5 The immediate cause
S failures in the market for mortgages in the US. We can debate how
;nruch blame lies with the people that applied for mortgages, the bank-
s't‘hat lent money, the institutions supposedly regulating them, or the
Dolltlcians that empowered the regulators, but, at its nub, too many
?Oﬁgages Were being lent to people who could not afford them, and
panst properties whose value was inflated through a housing boom.
Y 8rgue that that the weak growth in income through much of the
awg - a,nd 2000s in the United States, in combination with the racing
to Sty - "'COmes at the top, meant that people were keen to borrow more
°P their standarg of living from falling behind (this is ‘keeping up wﬁh
" again). At the same time, the fact that so much of the gains
g the Nomic growth were being captured by the very rich was fsia\évl—r
in(:omeetﬁonorw down, because the very rich tend to save more'ot o
fates |o an the rest of society. As a result, central banks kept in E
Credit W10 stimulate the economy; but by doing so, they created cheap
and an Unsustainable house price bubble.®
inequ:;ft SOme mainstream economists now believe that too muocrg
SUrprig; y 8 harmful to 4 country’s economic performance. What is m 5
Ng is that work by the IMF and OECD has found no strong evi

den , ; i
it °¢ that Policy interventions that governments take to reduce inequal
Y have ap,

Cases) ag _dstrimental impacts on growth (except in th‘e most extrctetmre
'Styliséd' 'S Is a controversia finding, given that clas§|cal - or, be ets
€an gg ¢ - Sconomic thinking would suggest that anything govgrnmehn
We ne © fix inequalities will hurt the economy. If the IME is rlgh_t, then
igh ®d10 stop thinking about a trade-off between lower inequality and
©r growt

€ so-called ‘equity-efficiency’ trade-off). Instead, it may

h (th
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lt-ls hard to think of any that are not easier to provide, in general, with a
Igher INnCome. 40

on tya;l?g done well at school, children of affluent parents typfcally go
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the UK was reaching its peak. The figure shows what fraction of children
Managed to reach different quintiles (fifths) of the income distribution,
anqused separately according to what quintiles of the income distri-
bution their parents were in. The conclusions are very clear at the top
gnd bottom of the income distribution: children who grew up in high-
INncome families are much more likely to be high income themselves as
?du!t_s than other children, and children who grew up in low-income
amilies are much more likely to be low income themselves as adults.
The pattern is true for children born in 1958 and 1970, but it is stronger
i .19703 your background has more influence where you end up for
children born in 1970 than those born in 1958. Social mobility seems
to be falling.

E_Conomist Raj Chetty and colleagues have recently been using vast
quantities of data on the earnings of adults and their parents in the United
States, and find big falls over time in social mobility. They estimated that
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Claim: wealth inequalities are set to grow and produce
a new super-wealthy inheritance class

In his ground-breaking book Capital in the Twenty-First Century (2014
for the English edition), economist Thomas Piketty presented data
for many countries over decades and centuries to chart the way in
which wealth inequalities perpetuate (he calls it ‘capital’, but by this he
means financial wealth, i.e. money in bank accounts, stocks, shares
in Companies, pension funds and other financial instruments, and
physical ‘stuff’, including housing). The book also contains an alarm-
ing prediction. Piketty argues that underlying economic forces mean
that wealth will inevitably grow in importance in our economies and,
if unchecked, some countries could end up resembling the situation
at the beginning of the twentieth century — the so-called Gilded Age
in the United States, or la Belle Epoque in Europe — where society is
extremely divided and the very rich are dominated by those who live
off their inherited wealth (UK readers might find it helpful to think of the
first series of Downton Abbey on TV). Such a world, he says, would not
be desirable. First, it affronts our sense of fairness if the easiest way
to become rich is to be born to someone rich, rather than to study and
work hard. Second, because the rich tend to have more of a voice in
our political debates, policies and societal discourse, they will try to
defend the interests of inherited wealth in ways that will be harmful to
the rest of society.

This last point is echoed in arguments made by Joseph Stiglitz,
who is very critical of the relationship between high levels of inequal-
ity and politics. His fundamental argument is that ‘The economic elite
have pushed for a [legal] framework that benefits them at the expense
of the rest ... [Our] inequality gets reflected in every important decision
that we make as a nation [... and ...] these decisions themselves help
Perpetuate and exacerbate this inequality.” His argument is about the
United States, and reflects several things that are unique to, or particu-
larly pronounced in, the United States, including the role of campaign
finance (‘[lIncreasingly, and especially in the United States, it seems that
the political system is more akin to “one dollar one vote” than to “one
Person one vote™*), the very large number of corporate lobbyists, and
the free flow of individuals from political posts to the corporate world and
back again. It is not clear whether his argument applies with full force in
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Piketty’s book was a monumental undertaking. It contains the results
of D_ainstaking work using historical sources to estimate the amount of
Capital ang inheritances, and wealth and income inequality, over dec-
ades or centuries. The book also contains some predictions that are not
Supported by existing theories, and puts forward ideas which go against
®Stablished ideas in economics. It has therefore attracted a great deal of
COmment and criticigm.

Some have questioned whether r will continue indefinitely to be
greater than 9, given that most economic theories say that as the amount
of wealth in the economy grows, the return to it (i.e. r) should fall.”
Piketty does not think it will, based on his historical evidence that r has
féMained at 4-59 through most of post-medieval economic history, but

© does not have an explanation for why this has happened. But others
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