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Introduction

Koen Caminada, professor Empirical analysis of social and tax policy, Leiden University

Vice-dean Faculty Governance & Global Affairs (LU The Hague)

Other / policy
Å Member Committee Income Tax & Allowances

Å Member Committee Forecast Tax Revenue

Å Socio Economic Counsel  (workgroup Tax Reform)

Å Academic Partner Netherlands Bureau of Economic Argumentation

Å Governor Foundation of International Studies on Social Security

Topics
Ç Distribution tax -benefits social security and pensions

Ç Tax policy

Ç Reform social and tax regulations

Ç Poverty EU / OECD / LIS
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Outline
1. Introduction ïsetting the scene - must reads ïresearch design - theory

- Why income inequality and poverty matter?

- Stiglitz, Deaton, Atkinson, Milanovic , Ravallion, Piketty & OECD

- Testing scholarly claims & policy recommendations

2. Measuring issues ïgetting into empirics

3. Distribution of wealth

4. Distribution of (top) income

5. Levels and trends in poverty rates

6. Heterogeneity income tax ratios in NL  (tax discrimination)

7. Getting to work

- Some related work ïfurther reading

- Databases & codebooks

Students may opt-in 
for 2 topics 
from 3-6

Empirics: global research team & data

Kees Marike Olaf Jim Jinxian Chen Stefan Koen

Goudswaard Knoef van Vliet Been Wang Wang Thewissen Caminada
Leiden Leiden Leiden Leiden Beijing Shanghai Oxford Leiden

Assembled Datasets (URL: www.economie.leidenuniv.nl )

ÅBudget Incidence Fiscal Redistribution Dataset on Income Inequality (2018)

ÅIdem, on Relative Income Poverty Rates(2019)

ÅSocial Assistance and Replacement Rates Dataset

ÅUnemployment Replacement Rates Dataset

ÅSectoral Income Inequality Dataset

Megan Ferry 
Martin Koster
USA EUR

Luxembourg Income Study
World Wealth & Income Database
ECHP-EU-Silc
Dutch Income Statistics

http://www.economie.leidenuniv.nl/
https://www.universiteitleiden.nl/en/law/institute-for-tax-law-and-economics/economics/data-sets/leiden-lis-budget-incidence-fiscal-redistribution-dataset-on-income-inequality-for-47-lis-countries---1967-2014
https://www.universiteitleiden.nl/en/law/institute-for-tax-law-and-economics/economics/data-sets/leiden-lis-budget-incidence-fiscal-redistribution-dataset-on-relative-income-poverty-rates
https://www.universiteitleiden.nl/rechtsgeleerdheid/instituut-voor-fiscale-en-economische-vakken/economie/data/social-assistance-and-minimum-income-levels-and-replacement-rates-dataset
https://www.universiteitleiden.nl/rechtsgeleerdheid/instituut-voor-fiscale-en-economische-vakken/economie/data/%E2%80%A2unemployment-replacement-rates-dataset
https://www.universiteitleiden.nl/rechtsgeleerdheid/instituut-voor-fiscale-en-economische-vakken/economie/data/leiden-lis-sectoral-income-inequality-dataset
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Leiden LIS Budget Incidence Fiscal Redistribution Dataset

LIS information is still expanding!

- Countries: 49 

- Time-series: 1967-2016 

- We provide data and codebooks on:

o Income inequality & Poverty rates (by age groups et cetera)

o Fiscal redistribution (social benefits + income taxes and social contributions)

o Budget size and target efficiency (decomposition transfers and taxes) 

o Decomposition income inequality & poverty (by income source)

Overview micro -data: 49 countries - 1967-2016

Gross incomes Mixed Net incomes Total

# obs # datasets # obs # datasets # obs # datasets # obs # datasets

Anglo-Saxon 1,169,111 35 - - - - 1,169,111 35

EU15 1,483,386 92 108,439 9 226,025 37 1,817,850 138

Europe - other 792,132 20 - - 30,946 7 823,078 27

BRICS 490,020 8 17,112 1 104,349 7 611,481 16

Latin America 185,378 12 53,205 4 1,086,663 34 1,325,246 50

CEE 215,795 20 250,184 8 71,692 17 537,671 45

Middle East 68,219 11 - - 11,849 1 80,068 12

South-East Asia 223,886 16 - - - - 223,886 16

Total 4,627,927 214 428,940 22 1,531,524 103 6,588,391 339
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1 Setting the scene - must reads ï
research design - theory
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é while superrich (income & wealth)

Similarities

Top incomes

Male (gender)

Family (inheritance)

Mediocratic

Political power?

Influence tax policy? 

Superrich

Donald Trump

Jacky May

John de Mol

Bill Gates

Joop vd Ende

Tax race to the bottom: CIT rates over time across the globe
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Social cohesion versus Social tension / unrest

Alberto Alesina & Edward Glaeser, Richard Wilkinson, Dani Rodrik

ÅWhite America lives a largely segregated life

ÅBrexit / Catalonia

ÅMigration

ÅAgeing of the population

ÅWelfare states under solidarity constraints

Research design
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The distribution of what?

ÅRich or poor: income or wealth?

ÅPre-tax-pre-transfer -income or after T/B -systems?

ÅIndividuals, households or equivalence scales?

ÅTop and bottom coding

ÅOne moment in time or trends?

ÅWhat about poverty: absolute, relative, thresholds?

ÅAreas: global, within or between country differences?

ÅGlobal or local measurement?

ÅWhat if Lorenz curves intersect  (no LD) ?

Income (re -)distribution and inequality

Past decades:

ÅMuch more and higher-quality of data

ÅGrowing knowledge on trends and causes  (in an 

international comparative perspective)

Research:

Income distribution (and changes) caused by many factors. 

Each individual decision influences the distribution of 

income.
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Readings

Testing

claims

Must read (most based on massive data collection)

×Anthony Atkinson (2015), Inequality; What can be done? 

×Joseph Stiglitz (2015), Rewriting the Rules of the American Economy. 

An Agenda for Growth and Shared Prosperity

×Angus Deaton (2013), The Great Escape

×Branko Milanovic (2016), Global inequality: A New Approach for the 

Age of Globalization

×Thomas Piketty (2014), Capital in the Twenty -First Century 

×OECD (2008), Growing Unequal? 

×OECD (2011), Divided We Stand: Why Inequality Keeps Rising 

×OECD (2015), In It Together: Why Less Inequality Benefits All

Literature on redistribution of income by taxes and 
transfers in a comparative setting

ÅAtkinson (2003)

ÅAtkinson & Brandolini (2001)

ÅBrady (2004)

ÅBrandolini & Smeeding (2007)

ÅErvik (1998)

ÅGottschalk & Smeeding (1997, 1998 and 2000)

ÅKenworthy & Pontusson (2005)

ÅKopi & Palme (1998)

Å Lambert et al (2010)

Å Mahler & Jesuit (2006 and 2017)

Å Morillas (2009)

Å OôHiginiset al (1990) 

Å Smeeding (2000, 2004 and 2008)

Å OECD (2008, 2011 and 2015)

Å Immervoll & Richardson (2011)

Å Research team Reform of Social 
Legislation, Leiden University



27-2-2020

9

Our (new) findings

- Tax-benefit systems have NOT become less effective in 
redistribution since the mid -1990s.

- The claim that reduced redistribution is a main driver of widening 
income gaps since the mid-1990ôs must be toned down. 

Based on: 

Budget Incidence Fiscal Redistribution Database of Caminada & Wang (2017) 

http://www.lisdatacenter.org/resources/other -databases

Why inequality rises? (1)

Many possible factors, including:

ÅTechnological progress and a resulting rise in the skill premium for labor

ÅGlobalization: highly educated workers profit, low skilled labor not (as much)

ÅGood education may not be reachable for lower income groups

ÅDemographic factors: ageing (more pensioners who have relatively low incomes)

ÅSeveral institutional factors, which vary from country to country, are important. E.g. for 

China the urban-rural gap is important.

ÅDevelopments at the sectoral level

ÅReduced government redistribution - became T/B-systems less redistributive?

http://www.lisdatacenter.org/resources/other-databases
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Why inequality matters? (2)

- A perfectly equal society is not desirable (no incentives). However, high 

inequality may undermine social stability.

- It deprives people of educational opportunities, human and physical capital 

accumulation.

- It may harm labor supply and productivity. Research shows that high and 

rising inequality is detrimental to economic growth and development.

Why inequality matters? (3)

IMF (2015)

- If the income share of the top 20 percent increases by 1 percentage point, GDP 

growth is 0.08 percentage points lower.

- A 1 percentage point increase in the share of the bottom 20 percent is 

associated with 0.38 percentage point higher growth.

OECD (2014) 

Rising inequality is estimated to have knocked down growth since 1990 by 9 

points in the UK and by 6-7 points in the US, Italy and Sweden.
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OECD: In It Together - Why Less Inequality Benefits All?

ÅOverview of inequality trends, key findings and policy directions.

ÅLowest incomes were increasingly left behind since 1985.

ÅTaxes and benefits cushioned the effect of the crisis.

ÅRisk income poverty shifted from the elderly to the young.

ÅHigher inequality drags down economic growth.

ÅOver half of jobs created since ó95 were non-standard jobs.

ÅT/B - systems for efficient redistribution. In many countries 

the effectiveness of T/B- systems to redistribute market 

income declined Ą focus on T/B-systems for efficient 

redistribution.

Trends real household incomes 
OECD average, 1985 = 1

Rising income inequality and top incomes: big 
issue in international perspective ?

Angus Deaton

Inequality is often a consequence of progress. On the one 

hand: many people escaped from poverty in lower income 

countries. Many lower income countries have been catching 

up with richer countries, because of higher growth. On the 

other hand: many people are left behind, not everyone 

profits from progress. ( The Great Escape, 2013)

Joseph Stiglitz

Rewriting the Rules of the American Economy. An 

Agenda for Growth and Shared Prosperity (2015)
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International perspective (LIS)

Branko Milanovic

Global inequality: A New 

Approach for the Age of 

Globalization (2016)

Anthony Atkinson

Inequality is one of the most 

urgent social problems. But: we 

can do something about it 

(Inequality; What can be done? 

2015)

Giniôs equivalized income based on LIS

Lakner & Milanovic (2016): The Elephant

ÅChart reveals most dramatic change in incomes.

ÅReal income gains realized at different percentiles 

of the global income distribution, 1988 -2008. 

ÅIncome measured in 2005 international dollars

ÅIndividuals ranked by real household per capita 

income. 

ÅResult: large income gains by people around 

global median (point A) and the global top 1% 

(point C). However, absence of real income 

growth around 80 -85th percentile of the global 

distribution (point B). The squeezed middle.

Cumulative real income growth 1988-2008 at 
various percentiles of global income distribution
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The Elephant: Who are the people at these three key points? 

ÅPoint A = median: 9 out of 10 around global median are from China and India  Ą

Asian GDP per capita increased. People around global median are still poor by 

Western standards (per capita income: 5 to 15 international dollars per day).

ÅPoint C = global top 1%: people from advanced economies. Threshold top 1% = 

45,000 international dollars per person  Ą translated into two partners and two 

children = after -tax income of $180,000 (= before -tax > $300,000).

ÅPoint B: 7 out of 10 are from the óold richô OECD countries Ą lower halves of their 

countriesô income distributions. Rich countriesô income distributions start around 

70th percentile (Denmark around 80th global percentile).

ÅOpen to debate: success people at point A versus point B Ą effect of globalization? 

Ąólossesô of European working class related to gains of Chinese?

The Elephant: Where are the Dutch in global inequality?

Cumulative income growth 1988-2008 per decile Change income 1988-2008 NL and USA

Source: Van Dijk & Van der Linde (2017: ESB)
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However é Martin Ravallion (2017) 

ÅGlobal inequality: falling inequality 

between countries alongside rising 

average inequality within countries. 

ÅThe fact that growth is positive for 

many is good news from the point of 

view of absolute poverty .

ÅFundamental question: why should 

we care about global inequality? 

ÅInstead: most citizens of the world 

care about poverty .

However é Martin Ravallion (2017) 

ÅGlobal Lorenz curves 

intersect  (no LD).

ÅNo LD implies that the claim 

global inequality is changing 

is not robust to the choice of 

index.
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However, global percentile location deciles NL and USA

Å1988: position first decile both NL 

and USA at 74th global percentile

Å2008: Dutch first decile at 82 nd global 

percentile, while USA at 76th

ÅIncome growth 1988-2008

1st decile: NL = +114% USA = +25%

2nd decile: NL = +77% USA = +20%

9th decile: NL = +50% USA = +40%

10th decile: NL = +63% USA = +70%

Netherlands USA

Deciles 1988 2008 1988 2008

Source: Van Dijk & Van der Linde (2017: ESB)

Other claims Branko Milanovic

20th century tools can (not) be used to address 21st century income inequality

1945-1980: reduced income inequality in rich countries

1. Strong trade unions

2. Mass education

3. High taxes

4. Large government transfers 

Claim Branko Milanovic : None of them will do the job in the 21st century. 

High taxes and high social transfers were crucial to reduce income inequality; still are.

Test: LIS data, 47 countries, 1967-2013, 277 datasets Ą a global view
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The citizenship premium

Branco Milanovic : Over two-thirds of the variability in incomes across country -percentiles Ą

the country where people live in.

Most studies addressing (earning) inequality Ą country -level developments. 

What about developments at the sectoral level?

ÅDue to larger wage differences between or within sectors?

ÅSectoral employment loss?

ÅDifferences across sectors, countries, and time?

Sectoral dimension important for understanding earnings inequality at the country level. 

Earnings inequality at the country level is a consequence of dispersion within sectors rather 

than differences in mean earnings between sectors. Within-sector inequality increased over 

time. 

Relevance
Identification of heterogeneity of 
drivers market income inequality
Å Globalization / international trade
Å Skill -biased technological change

Inequality within industries (CzechRep, Den, Fin, Ger, Ire, 
Swe, UK and USA based on LIS)

High unequal earnings Low levels of earnings dispersion

Agriculture, wholesale, finance Mining, utilities, manufacturing of metals, transport
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27-2-2020

17

ÅShare of within -sector inequality dominates

ÅInequality has increased in most sectors, levels differ

ÅShift from manufacturing towards financial services

ÅStable median earnings

ÅNo clear country-level differences

33

What about developments at the sectoral level?

34

What about regions and 
institutions? China

West Middle East

Mean income 
(yuan)

5,880 6,282 10,571

Gini 0.495 0.450 0.498

PL50 33% 25% 19%

PL60 41% 32% 24%

Urban Rural All

Gini 0.319 0.415 0.505

PL50 0.3% 39% 25%

PL60 0.5% 49% 31%
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Big issue in international perspective?

Thomas Piketty

Tendency of returns on capital to exceed rate of 

growth threatens to generate extreme 

inequalities that undermine social values 

(Capital in the Twenty -First Century , 2014)

(video 3:11)

Debate

Societal debate = normative Ą use best available data Ą fact finding Ą

research team Leiden University 

Notes:

- Piketty (2014) did not include the Netherlands 

and may other countries as China in his book. 

- Great data collection ïwell-documented Jand he published in top journals 

J, but his explanation is based on interpretation L, expectations / forecasts 

L, policy recommendation L.

https://www.youtube.com/watch?v=HL-YUTFqtuI
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2 Measuring issues

Decomposition income inequality

Income inequality and redistribution accounting framework

Income components
Income inequality and redistributive 

effect

Labor income + capital income + private transfers =

Market income or Primary income

Income inequality before social 

transfers and taxes

+ Social security transfers
-/ - Redistributive effect of social 

transfers

= Gross income = Income inequality before taxes

-/ - Income taxes and social security contributions -/ - Redistributive effect of taxes

= Disposable income
= Income inequality after social 

transfers and taxes
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Budget incidence approach

ÅRedistribution: pre -transfer -pre-tax inequality is compared to the post-transfer -
post-tax inequality keeping all other things equal .

ÅAssumptions: unchanged household and labor market structures, disregarding any 
possible behavioral changes that the situation of absence of social transfers would 
involve.

ÅDespite this problem, analyses on statutory and budget incidence can be found for 
decades in literature.

Measuring income inequality

Global indices of inequality

Å Gini index

Å Theil / Mean Log Deviation

Å Atkinson index (Ŭ=0, Ŭ=1)

Local measures

Å Deciles(10)

Å Quartiles (4)

Å Quintiles (5)

Å Percentiles (100)

Å Top-1%

Other

Å S80/S20, mean, median

ÅGini Ą value between 0 (all equal income) and 1 
(all income goes to only one person)

ÅCalculation of Giniôs for both pre-tax-pre-transfer 
income and post-tax-post-transfer income (effect 
of redistribution by T/B -system)
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Data and method income inequality

ÅIncome inequality: Giniôs

ÅRedistribution: 

- Overall redistribution = Gini( pri ) ïGini( dhi )

- Decomposition redistribution by transfers and taxes.

- Decomposition redistribution by social programs: old -age benefits, disability benefits, 
survivor benefits, sickness benefits, family/children benefits, education benefits, 
unemployment benefits, housing benefits, other benefits and income taxes and social 
security contributions. 

ÅEquivalence scale LIS

ÅLIS Top-and-Bottom -coding

ÅTarget groups: total population, working -age population

Gini primary income = Gini( pri )

Gini disposable income = Gini(dhi )

Trend fiscal redistribution total population (15 countries)

Tax-benefit systems effective at reducing inequality over time . However,  share of the rise in 

primary income inequality offset by fiscal redistribution decreased over time.

Gini PI Gini Dhi Fiscal Red

Around 1985 0.431 0.280 0.152

Around 1997 0.453 0.281 0.172

Around 2012 0.479 0.297 0.182

Change 1985-2012 0.048 0.018 +0.030

Change 1985-1997 0.022 0.002 +0.020

Change 1997-2012 0.026 0.016 +0.010

Share rise inequality offset by Fiscal Redistribution

1985-2012 63%

1985-1997 93%

1997-2012 37%

Source: Caminada et al (2017)
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Measuring monetary poverty in international perspective

No agreed-upon definition of (income) poverty

Poverty lines

ÅWorld Bank: $ 1 dollar a day ($1.90)

ÅUSA: Absolute ïOrshansky (basket)

ÅEU: Relative Ą poverty line (PL) 60 percent of median income (AROP)

International comparative research Ą apply poverty lines ï% median income

How to measure poverty?

Monetary poverty in an international setting Ą no agreed-upon definition how 
to measure poverty

Research Ą apply poverty lines ï% median income

How many people are at risk of poverty = below 60% of median income?

- China (PL60: 2.840 yuan) Ą 31% of population

-Netherlands (PL60: ú11.326) Ą 11% of population
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Thresholds Monetary Poverty

China

Data and method relative income poverty rates

ÅPoverty rates

ÅRedistribution = % of people lifted out of poverty 

- Overall redistribution = Pov(pri ) ïPov(dhi )

- Decomposition redistribution by social benefits and income taxes.

- Decomposition redistribution by social programs: old -age benefits, disability benefits, 
survivor benefits, sickness benefits, family/children benefits, education benefits, 
unemployment benefits, housing benefits, other benefits and income taxes and social 
security contributions. 

ÅEquivalence scale LIS

ÅLIS Top-and-Bottom -coding

ÅTarget groups: total population, working -age population, children & elderly

Relative poverty rate primary income = Pov(pri )

Relative poverty rate disposable income = Pov(dhi )
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Poverty alleviation  in LIS countries

Lift out of poverty = Poverty primary income -/ - Poverty disposable income

= Fiscal redistribution social benefits and income taxes = Lift out of poverty by T/B -system

China
2013

India
2011

USA
2016

Netherlands
2013

Mean 49 
countries

Poverty pri 36% 31% 34% 32% 35%

Poverty dpi 27% 27% 24% 12% 20%

Reduction 9%-p 4%-p 10%-p 20%-p 15%-p

Partial effects

Social benefits - 4.3 12.6 25.5 17.3

Income taxes - - -3.0 -6.1 -2.1

Source: Caminada, Goudsward, Wang & Wang (2019)

Poverty alleviation  in LIS countries

Lift out of poverty by T/B -system

China
2013

India
2011

USA
2016

Netherlands
2013

Mean 49 
countries

Total population 9% 4% 10% 20% 15%

WA population 7% 4% 4% 9% 9%

Children 5% 4% 4% 1% 9%

Elderly 31% 8% 39% 84% 48%

Source: Caminada, Goudsward, Wang & Wang (2019)
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Poverty rates and poverty alleviation via social transfers 
and income taxes across regions (most recent data year) 

 

 

Source: Caminada, Goudsward, Wang & Wang (2019)

Poverty rates for three poverty lines and for different age -
groups across regions (most recent data year)

 

 

 
Source: Caminada, Goudsward, Wang & Wang (2019)
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Poverty rate EU28:

PL 40 = 6

PL 50 = 11

PL 60 = 17

PL EU60 = 23

Poverty line:

PL EU = 60

PL USA = 30 

PL China = ??

Poverty rate USA 2013 (LIS) :

PL 40 = 11

PL 50 = 17

PL 60 = 24

China PL60 = 32
9.6 - 12.4 12.4 - 15.3 15.3 - 17.6 17.6 - 22.0 22.0 - 25.4

At- risk -of-poverty rate after social transfers 2015 (PL 60)

Source: Eurostat: ECHP/EU -SILC

Country -grouping and indices: trends in several social 
indicators Europe -wide, 2005 -2012

Note: simple OLS regression; ** significant at 0.01 level; * significant at 0.05 level
Source: own calculations EU-SILC

  EU-wide    Country -average  

                

  Level social indicator  Change    
Level social 

indicator  
Change  

  2005  2012      200 5 2012    

                

Polarization Indica tor                
West -EU15 (10)  0.197  0.198  0%    0.190  0.188  -1%  

CEE NMS-13 (8)  0.230  0.210  -8% **    0.197  0.193  -2%  

West -EU15 + CEE NMS  0.219  0.212  -3% *    0.193  0.190  -1% **  

European Countries (20)  0.219  0.212  -3% *    0.192  0.188  -2% **  

      
         

Gini coefficient      
         

West -EU15 (10)  0.295  0.296  0%    0.274  0.276  1%  

CEE NMS-13 (8)  0.384  0.328  -14% **    0.298  0.286  -4%  

West -EU15 + CEE NMS  0.357  0.333  -7% **    0.284  0.280  -1% *  

European Countries (20)  0.357  0.333  -7% **    0.283  0.275  -3% **  

      
 

        

Poverty rate (PL60)      
 

        

West -EU15 (10)  0.151  0.172  14% **    0.136  0.143  5% **  

CEE NMS-13 (8)  0.202  0.180  -11%    0.15 6 0.148  -5%  

West -EU15 + CEE NMS  0.249  0.217  -13% **    0.14 5 0.145  0%  

European Countries (20)  0.248  0.217  -12% **    0.141 0.140  -1%  

 

Source: Wang, Caminada, Goudswaard Wang (2017)
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3 Distribution of wealth

Wealth concentration - international perspective

Taxing the Wealthy
A Global Wealth Tax above one million euro?


