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Income inequality remains at record-
high levels in many countries despite
declining unemployment and
improving employment rates.

Higher-income households benefited
more from the recovery than those
with middle and lower incomes.

° Persistent long-term unemployment and slow
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wage growth prevented recovery of labour
incomes among poorer households in many
countries.

Redistribution, which cushioned the impact of
the crisis in early years, has been weakening
during the recovery in a majority of countries

The OECD has updated its estimates on income
inequality and poverty, shifting the benchmark
year to 2013/14. Indicators are available at the
OECD Income Distribution Database from
OECD.Stat. This brief describes some of the key
patterns from this update.

The fruits of the economic recovery have not
been evenly shared

Since 2010, the year GDP and employment resumed
growing in the OECD area, the economic recovery has
gradually led to improvements in labour markets and
household incomes. Nonetheless, the recovery has
not yet delivered inclusive growth and not reversed
the trend towards increasing income inequality
observed over the past decades.

Economic recoveries, even when weak, reduce
unemployment and create job opportunities that
should narrow income inequality. At the same time,
recoveries can increase inequality by fuelling capital
incomes (which are concentrated at the top) and
increasing jobs and wages more among better-off
households. Moreover, the current recovery has
often been associated with fiscal tightening to
restore the sustainability of public finances, in some

cases with stricter access to social transfers (which
are concentrated at the bottom of the income
distribution).

Over the past seven years, income inequality levels
have remained at historical highs. Across OECD
countries, the average Gini coefficient of disposable
household income, a standard measure of inequality,
which takes the value of 0 when everybody has the
same income and 1 when one person has all the
income, reached 0.318 in 2013/14 (Figure1), only
marginally higher than in 2007, but the highest value
on record since the mid-1980s.

Since 2010, income inequality decreased by a
significant amount (close to 2 points) in Turkey,
mainly reflecting developments in labour incomes. It
increased most significantly in Estonia (by more than
3 points). Changes in all other OECD countries were
less pronounced during this recent period (though,
for most countries, upwards).

Overall, looking at changes since 2007, inequality
increased also by more than 2 points in the Slovak
Republic, Spain and Sweden, while it fell in Iceland
and Latvia.
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Note: Income definitions and data years: see Table 1.
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Real disposable incomgrowth 2007- 14 (or latest year) by
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Note: Data years: see Table 1.

Between 2007 and 2010, average real income fell by
2.1% on average, with a stronger decline at the
bottom (-5.3%) and the top (-3.6%, Figure 2). While
the recovery since 2010 improved average incomes,
more rapid growth of top incomes (2.3%) and weaker
improvement at the bottom and at the middle (1.1%

and 1.3%) increased inequality, although only
marginally.
By 2013/14, incomes at the bottom of the

distribution are still well below pre-crisis levels
while top and middle incomes had recovered much
of the ground lost during the crisis.

During the economic downturn, low- and high-
income households lost the most. During the
recovery, high-income households gained more due
to unequal growth of labour incomes and changes in
redistribution.

Panel A Reallabour income
growth 2007¢ 14,
Working-age populationOECD

= 2007 to 2010 = 2010 to 2014 - 2007 to 2014
15%
0
10% 10%
5% 5%
0% — 0% &=

-10%

~ F o 5%IIIE°”I*'

= Meany)

The labour market slack generated by the crisis is
finally diminishing. Unemployment has been
declining over the past few years, albeit often from
very high levels, and most recently this has
benefitted youth in particular. But long-term
unemployment remains high and some groups (e.g.
low-skilled youth) continue to experience high
joblessness and inactivity. The crisis has not only
heavily affected the number of jobs but also their
quality (see the OECD’s Job Quality Framework). Even
in countries where labour market slack has been re-
absorbed, low-quality jobs and high disparities
among workers in terms of work contracts or job
security weigh heavily on low-earning households
and contribute to maintaining high levels of income
inequality. Wages have stalled in most countries,
including in those that were largely spared by the
recession (e.g. Japan) and fallen in those hard hit (e.g.
Greece, Portugal, Spain, and the United Kingdom)
(OECD Employment Outlook 2016).

Between 2007 and 2010, labour incomes among
working-age households decreased in a vast
majority of countries. During the subsequent
recovery, they increased in more than two-thirds of
OECD countries. Overall, labour incomes have
almost recovered to their pre-crisis levels on average
(Figure 3, Panel A). However, this is not the case at
the bottom of the income distribution, where
between 2010 and 2013/14 the recovery has not
translated into significant labour income growth.

In Estonia and Latvia, for instance, the considerable
growth in average labour incomes since 2010 (7-8%
per year) did not benefit the bottom 10% (Figure 3,
Panel B).

Conversely, rapid growth of labour incomes in Chile,
Hungary and Turkey (by 4-6% per year on average)
mainly benefitted low-income households. This
increase reflects rising employment
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Notes: Labour incomes correspond to gross wages and salaries, and self-employment incomes. Data years: see Table 1.
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in these countries, although employment rates are
still below the OECD average. Further, strong labour
market segmentation (in Chile) or high long-term
unemployment (in Hungary) may dampen labour
income growth at the bottom of the distribution.

In some of the OECD countries that have fully
absorbed the labour market slack generated by the
crisis, falling unemployment has helped to increase
household incomes. In some cases however, weak
wage growth has prevented incomes to fully bounce
back. This was the case in the United Kingdom,
where despite strong job creation (including among
poorer households), falling real wages limited the
increases in labour incomes. In the United States,
sluggish wage growth, pre-dating the crisis,
continued during the recovery, although rising
minimum wages in several states boosted wages at
the bottom of the distribution. Recently published
data give some more grounds for optimism, as pre-
tax household incomes at the bottom increased
considerably in real terms for the first time since
2007 (US Census Bureau 2016).

Labour incomes decreased sharply since 2007 in
European countries facing sovereign debt crisis and
implementing structural reforms in a context of
sharp fiscal consolidation and weak demand. In
Europe, the recovery started later than elsewhere,
and labour incomes often decreased even further
from 2010. In Greece, where unemployment soared
and the minimum wage was cut by 20%, labour
incomes fell by 12% on average between 2010 and
2013/14. In Spain, despite a prolonged period of
strong job creation, stimulated by the 2012 reform,
persistently high levels of long-term unemployment,
falling real wages and persisting labour market
segmentation translated into a sharp fall of labour
incomes, especially at the bottom. In Portugal,
labour income of the bottom 10% of the distribution
fell even more, partly as a result of high long-term
unemployment and a minimum wage freeze.

Redistribution dampened the increase in
market income inequality but has weakened
recently

Inequality among the working-age population is
typically higher and changes are more pronounced
than among the total population. Inequality of
market incomes among this population -i.e. labour
and capital incomes plus private transfers- has
been increasing since 2008 and remains high despite
the economic recovery (Figure 4).

EUntiI recently, market income inequality rose
faster than disposable income inequality
Inequality before and after redistributiotmough transfers and
taxes, respectively2007=100,

Working-age population, OECD average
- Market income inequality (before transfers and taxe
—— Gross income inequality (after transfers and before
==fr== Disposable income inequality (after transfers and ta
108

106
104

102

100

98

96

2007

2008 2009 2010 2011 2012 2013

Notes: OECD average excludes Hungary, Korea, Mexico, Turkey and
Switzerland. Secretariat estimates for gross income inequality prior to 2011.
Redistribution through income taxes and cash
transfers, such as unemployment or other benefits,
cushions income inequality - by about 27% on OECD
average. This impact would even be larger taking
into account non-cash transfers from governments,
such as education and health-care. Most of this
redistributive effect - around two thirds - reflects
the impact of cash transfers (the distance between
the orange and the blue line in Figure 4), with taxes
accounting for the remaining third.
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Notes: Redistribution is defined as the difference between market income and disposable income inequality, expressed as a percentage of market income
inequality. Market incomes are net of taxes in Hungary, Mexico and Turkey. Data years: see Table 1.
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In the earlier phase of the crisis, taxes and cash transfers

largely off-set the increase in market || GTzGNG
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[E Taxes are back at their prerisis levels while
transfers stagnate at high level in 2013

Change in real average market and disposable income, public cash
transfers and taxes, 2007=100,
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component since 2007. OECD average excludes Hungary, Mexico, Switzerland
and Turkey.
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