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General interest on inequality expanding all over the world
BERE or T EFE
But inequality of what?

Several aspects of inequality: e.g., BLM

Race, gender, political freedom, opportunity, health, education,
residence, generation, earnings (labor income), income (total,
disposable), consumption (expenditures), wealth (real/financial asset)
etc.

Main focus of this lecture: economic inequality

Economic inequality of individuals/households/country level
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1. Economic Growth
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Economic condition (prosperity) of each county

Usually measured with per capita GDP (—A#7=Y GDP)
Definition: GDP/population
Approximately per capita income

Why is inequality so important?

There are different views: opportunity vs results
See Rawls (1999), Sandel (2007), etc.

John Rawls: Veil of Ignorance
Thought experiment: you reborn somewhere in the world

1. Per capita GDP differs among countries
2. Per capita GDP growth rate also differs among countiers
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Mechanism?
= neoclassical growth theory (¥t #IRIRENRIER)

Convergence hypothesis (UIX#{R5E)
Per capita GDP level converges to steady state
Can we observe the convergence in data?
Partially YES, but...
Durlauf and Quar (1999) = Polarization
What's the keys to understand economic growth?
Capital, human capital, population, education, technology, democracy,
instutite, geography etc.
See Acemoglue and Robinson (2012)
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Is countries with high inequality (within-inequality) harmful for
economic growth rate?
Probably yes, but the results are mixed

Alesina and Rodrik (1994), Persson and Tabellini (1994)
IMF: IMF and Income Inequality (link)

Kuznets Hypothesis

Inversed U-shaped
Probably does not hold based on recent research
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https://www.imf.org/en/Topics/Inequality

If you are interested in the reason why there are so large differences
among per capita GDP and per capita economic growth rate,
Study Economic Growth and Development

Elementary level will be covered in Economics B/Macroeconomics
Cutting edge: “new"” economic growth theory

See Warsh (2006): a story of Paul Romer, a founder of the new growth
theory

See also J-PAL: https://www.povertyactionlab.org/
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https://www.povertyactionlab.org/
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Thomas Piketty (2013): Capital in the 21st Century

Over 700 pages, fat book (originally in French)
Best seller in Economics: over 2 million over the world!

Focus on top 1% (0.1%, 0.01%)

Popolation size in Japan: 126,000,000
Super rich: Jeff Bezos, Earon Mask, Mark Zuckerberg, Bill Gates etc.
Japan: RRIEE. WIHIE. =KBEE etc.
Occupy Wall Street in 2011
“We are the 99%"
Wall street: the central place of financial transactions

Donald Trump won the presidential election in 2016

T. Yamada (Meiji University) Inequality in Japan (and the World)



Focus on labor share
Labor share vs capital share: 0.6-0.7 vs 0.3-0.4
FEDEE vs EXADEE
Labor income growth rate ~ economic growth rate (g)

Capital income = real return from asset = real interest rate (r)

Historically r > g =
Super rich, who have a huge amount of wealth, becomes richer
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IV. Japanese Economy
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More on economic inequality in Japan
From households’ view

Data: Family Income and Expenditure Survey (FIES)
RETRZE
Micro data collected by the Ministry of Internal Affairs and
Communications (##5%4)
GDP <« macro data
Use data between 1981 and 2008

Lise, Sudo, Suzuki, K. Yamada, and T. Yamada (2014): "Wage,
Income and Consumption Inequality in Japan, 1981-2008: from

Boom to Lost Decades,” Review of Economic Dynamics, 17,
582-612.
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How to Measure Economic Inequality using Micro Data?
Mean (average): x
Percentiles ratio
E.g., 20 percentile means top 2,000 of sorted 10,000
Gini coefficient
Ranged between 0 and 1

Y Zf:1 |xi—x;1
2n2x

Variance (of logarithm)

Definition:

Another popular measure for measuring economic inequality
L : . lyn 2)2
Definition of variance: + Y71 (x; — X)
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Equivalized Household Earnings (var. of log) Equivalized Household Earnings (Gini)
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Left: var. of logarithm, Right: Gini
Equivalized means “per capita”: adjusted by family size
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Equivalized Household Earnings (log) Equivalized Pretax Income (log)
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Left: earnings, Right: disposable income
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Inequality of equivalized earnings (and disposable income)
increased for 28 years
Why?

1981-1997: rich becomes richer

1997-2008: poor becomes poorer

US: Rich becomes super rich

Different policy implications
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Different data set

Kitao and Yamada (2019): "Dimensions of Inequality in Japan”

Understanding the inequality in earnings, income, and wealth
time trend: macroeconomic view point
gender, employment status, family, and marital status

National Survey of Family Income and Expenditure (NSFIE)
LEHEEERE
by the Ministry of Internal Affairs and Communications
sample size: approximately 60,000 “households”

incl. one-person households and two-or-more person households
sample period: 1984-2014 (every five years)
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Definition of variables

Earnings:
before-tax labor/business income of household (including employees
and self-employed)
equivalized: using OECD equivalent scale

Income:
before-tax annual income including

labor, business, capital, transfers and other income

Wealth:

(gross) financial assets

net wealth: gross assets — debt (excl. mortgage)
housing and other real assets not included in the current version
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1984 1994 2004 2014

Earnings

Mean (1,000JPY) 4,984 5,696 4,518 3,765
1%/median 346 392 459 582
10% /median 198 220 255 310
Gini 0.38 045 053 0.58
Income

Mean (1,000JPY) 5,882 7,049 6,288 5,620
1%/median 354 382 393 4.01
10% /median 195 205 211 215
Gini 032 035 034 0.35
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1984 1994 2004 2014

Wealth

Mean (1,000JPY) 6,873 12,075 13,916 14,118
1%/median 12.07 11.79 1249 14.38
10% /median 3.96 4.20 481 5.29
Gini 0.58 0.59 0.61 0.63
Net Wealth

Mean (1,000JPY) 6,500 11,538 13,272 13,517
1%/median 1283 1238 13.12 1492
10% /median 4.15 4.40 5.01 5.49

Gini 0.62 0.62 0.66 0.68

T. Yamada (Meiji Universit Inequality in Japan (and the World
1] Y.



0
19

T. Yamada (Meiji University)

30
=99 percentile = 99 percentle === 99 percenile
== 95 percentile = 95 percentile 100 F|= 95 percentle
80 percentile 2 80 percentile 90 percentile
== = 40 percentile == = 40 percentle === 80 percentile
20 percentile 80 40 percentile
20
- T =< - 60
L ~~-‘-15 /’, ~~*—_ - - -
- - _ - -
-
10 “ P
4
r -
pm——————— 5 o e e e e 20 pmmm T ——
- §-§'~-~~_ 1 ,—"———
——
. . . . . 0 . . . . . 0 | . . . .
84 1989 1994 1999 2004 2009 2014 1984 1989 1994 1999 2004 2009 2014 1984 1989 1994 1999 2004 2003 2014

Left: earnings, Center: income, Right: wealth, Unit: million yen

Inequality in Japan (and the World)




Piketty's suggestion, r > g, matters in Japan?
Probably No
Cannot find any evidence on the concentration of welth to super
rich
partially due to data limitation
other countries investigate the time trend of super rich’s wealth based
on tax data = need more research
Why does the earnings/wealth inequality expand recently?
= Partialy because of population aging
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Public pension system (2IFEEHIE) redistributes total income
of retirees, and the income inequality of retirees shrinks
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V. What’s Next?
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How to fight against expanding inequality?

Saez and Zucman (2019)'s answer =
(extremely high level of) progressive tax system
SRR
optimum level: 60%
almost 100% !? in their book
Need international cooperation
Piketty (2014) also claims importance of the international cooperation
Tax heaven and paper company: incentive to reduce tax rate
Different views:

Not all inequalities are really “problem”
Education: inequality of opportunity
Social security reforms, etc.
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Freakonomics: https://freakonomics.com/

Institute for Fiscal Studies: https://www.ifs.org.uk/
Research institute in the UK

VoxEU: https://voxeu.org/
“Research-based policy analysis and commentary from leadning
economists”

Microeconomic Insights:

https://microeconomicinsights.org/

Raj Chetty (Harvard)'s class:

https://opportunityinsights.org/course/
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https://freakonomics.com/
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OECD Data
Penn World Table
The Chartbook of Economic Inequality

World Inequality Database
Maddison Historical Statistics

National Transfer Accounts

European National Transfer Accounts

Tax Justice Now

The Opportunity Insights
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https://data.oecd.org/
https://www.rug.nl/ggdc/productivity/pwt/?lang=en
https://www.chartbookofeconomicinequality.com/
https://wid.world/
https://www.rug.nl/ggdc/historicaldevelopment/maddison/
https://ntaccounts.org/web/nta/show
http://dataexplorer.wittgensteincentre.org/nta/
taxjusticenow.org
https://opportunityinsights.org/

More Detailed Definition (in Japanese)
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Definition of Variables:
Earnings (E):
labor income: E)HEH 5 DIYA (Fia - EFLH - EE). ABRED

IR A
business income: BMAZEINA. BMAELUNDEFEINA
Income (I):

capital income: RE - AUYXA, FIF - BEE

FrESILT A VIERL
transfers: XEE - BiG. BXFE. HELGEHLOMHEEY
others: ZDMUXA (RRRMRCERRMRGN - BEEFLREEZE
U). BYHE (BRENDOHEE. E8H5EHL 5 DRYTIR)
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Definition of Variables:

Wealth (W):
TAire (BBFEE - THES. R/17 - BER - TOMOSREER).
RER (£ - 1BE - B5. RIAKER). B85 - 2865 (FHmE). %X -
MR EEET (). &35 - AHEREEF (BFE). 2ofth (WA
1Y)

Net wealth: gross financial wealth — debt (excl. mortgage)
debt: AR - FMOKILWER (A— KO-V, Fv v IV IiER).
ZOMDEARER BEO—VREEFIILERESR, FEICNE
REARESLY)
FE - THEADLHDEY ANERRL<
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