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This publication is supported under the European Community
Programme for Employment and Social Solidarity—PROGRESS
(2007-2013).
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This programme is managed by the Directorate-General for Employment, social affairs and
equal opportunities of the European Commission. It was established to financially support
the implementation of the objectives of the European Union in the employment and social
affairs area, as set out in the Social Agenda, and thereby contribute to the achievement of the
Lisbon Strategy goals in these fields.

The seven-year Programme targets all stakeholders who can help shape the development of
appropriate and effective employment and social legislation and policies, across the EU-27,
EFTA-EEA and EU candidate and pre-candidate countries.

PROGRESS mission is to strengthen the EU contribution in support of Member States’ com-
mitment. PROGRESS will be instrumental in:

«  providing analysis and policy advice on PROGRESS policy areas;

« monitoring and reporting on the implementation of EU legislation and policies in PROGRESS policy
areas;

«  promoting policy transfer, learning and support among Member States on EU objectives and priorities;
and

- relaying the views of the stakeholders and society at large.

For more information see: http://ec.europa.eu/progress

The information contained in this publication does not necessarily reflect the position
or opinion of the European Commission.



This is the 3 in a series of EAPN booklets called Explainers, which set out to “explain” key
issues and debates, which are priorities within the EU poverty discourse, in understandable,
everyday language. They are aimed primarily at people working in civil society organizations,
but also to anybody who is concerned with how to make progress on reducing poverty and
social exclusion in the EU.
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“If we speak about poverty, we must not
be silent about wealth”.

Ernst-Ulrich Huster, Professor for Political
Sciences, Germany.

Why a Wealth Explainer

According to the latest EU statistics, over 80
million' people are at risk of poverty in Eu-
rope today.? Under the new Europe 2020
strategy, this figure is further enlarged to
120 million people considered to be at risk
of poverty and social exclusion.® Despite the
promise of EU leaders to take decisive steps
to eliminate poverty by 2010, the number
of people experiencing poverty has re-
mained persistent over the past decade. In
the new Europe 2020 strategy, for the first
time a target has been set, to reduce people
at risk of poverty and social exclusion by at
least 20 million by 2020.* At the same time,
the number of millionaires has been stead-
ily growing and was only momentarily sus-
pended due to the current financial crisis.

INTRODUCTION

According to the World Wealth Report 2010,
3 million Europeans held more than 1 million
USD in financial assets; among them 20.700,
so-called, “Ultra High Net Worth Individuals”,
who held at least 30 million USD in financial
assets (excluding collectible items, consum-
ables, consumer durables and primary resi-
dences).® Existing national and international
reports also confirm an increase of inequali-
ty in income distribution and 80% of the EU’s
population believe that “the gap between
rich and poor will continue to grow in the
coming 20 years".’

Inequality studies carried out since the early
1990s give evidence of the negative impact
of a growing social polarisation for all soci-
eties, including an overall increase of health
and social problemes, rising tensions and less

1. The most EU figures on poverty can be found on the EUROSTAT website http://epp.eurostat.ec.europa.ed and in the annual Joint
Reports on Social Protection and Social Inclusion and supporting documents on the Commission website at [ittpz/ec.europea]
Bu/employment social/spsi/joint _reports en.thm. These figures are drawn from the Social Protection Committee’s (SPC) As-
sessment of the social dimension of the Europe 2020 strategy (2011) and reflect rates in 2009 (based on 2008 income data).

2.The at-risk-of poverty rate reflects households whose disposable income is below 60% of the national median income.

3.The indicator agreed at the June European Council includes people who are below the at risk of poverty threshold, suffering

from severe material deprivation or in jobless households.

4. See European Council Conclusions —June 17 2010: www.consilium.europa.eu/ueDocs/cms_Data/docs/pressData/en/ec/115346.pdf

5. Merrill Lynch/Capgemini, World Wealth Report 2010, available from: |vww.capgemini.com/insights-and-resources/byj

publication/world-wealth-report-20104

6. Eurobarometer 69, Public opinion in the European Union, Spring 2008.


http://epp.eurostat.ec.europa.eu/
http://ec.europea.eu/employment_social/spsi/joint_reports_en.thm
http://ec.europea.eu/employment_social/spsi/joint_reports_en.thm
http://www.capgemini.com/insights-and-resources/by-publication/world-wealth-report-2010/
http://www.capgemini.com/insights-and-resources/by-publication/world-wealth-report-2010/

social cohesion and well-being.” The dam-
aging effects of a growing gap between
poor and rich have also been repeatedly
expressed by the delegates of the European
Meetings of People Experiencing Poverty,
who have criticized “that the matter of fair
distribution plays a marginal role on the po-
litical agenda.”®

Although signs of increasing consciousness
about the negative impact of growing social
polarisation have been seen during the lat-
est financial and economic crisis, and also
backed up by research (see OECD Working
Paper, Weltbank), there is a lack of serious
debate on this issue. In fact there is not one
country in which effective and serious meas-
ures to reduce wealth and income inequality
have been implemented as a consequence
of the crisis. On the contrary, the current
recovery measures can be expected to in-
crease the gap between the rich and poor
even more.

At the 2011 Davos World Economic Forum,
wealth inequality was highlighted by many
influential speakers as the “most serious
challenge for the world”, according to Min
Zhu, special advisor at the IMF and former
deputy governor of the Bank of the People’s
Republic of China.

Inequality also emerged at Davos as being
one of the underlying causes of the financial
crisis and subsequent recession. “Wealthy
people invest in financial assets, creating as-
set bubbles” said Sir Martin Sorrell, chief ex-
ecutive of media giant WPP. “The argument
is that a more equal spread of wealth would
mean more money is recycled back into the
economy by consumers, underpinning busi-
nesses by providing stable demand”?

An effective fight against poverty and so-
cial exclusion however will not be possible
without addressing existing inequalities and
the need for a better redistribution of the
world’s riches.

What the explainer will tell you

This explainer on Wealth, Inequality and So-
cial Polarisation sets out to present an initial
overview of current discussions and avail-
able data and research on wealth. It aims to
provide some background material to pro-
mote further debate on the role of wealth,
inequality and social polarisation, their im-
pact on poverty and its prevention and elim-
ination, and the need for better distribution.

It is a companion to EAPN’s Explainer on Pov-
erty and Inequality in the EU, which focuses
primarily on the characteristics, causes and
consequences of poverty and the link to in-
equality. As with most of EAPN’s publications
it will mostly concentrate on the situation
in Europe, taking into account and giving a
glimpse of the global dimension of the issue.
The booklet has been written by Michaela Mo-
ser on behalf of EAPN Austria, and has been
developed together with the EAPN Social In-
clusion Working Group and Sian Jones from
the EAPN secretariat between 2009-2010.

7. Convincing evidence and a lot of material has been collected and published by Richard Wilkinson and Kate Pickett, in: The Spirit

Level, London: Penguin 2009.

8. 6™ European Meeting of People Experiencing Poverty, Conference report, p. 10.

9. News article from Philip Aldrick, Daily Telegraph (26 Jan 2011) www.telegraph.co.uk



“Of all the classes, the wealthy are
the most noticed and the least studied”.

John Kenneth Galbraith, US economist
(1908-2006).

Defining Wealth

The seemingly simple question: “what is
wealth and who are the wealthy?” is in reality
not so simple to answer. With research activi-
ties and public debate on wealth being only
at its start, there is still a lack of agreement
on concepts, indicators and definitions.

Income and assets, absolute
and relative wealth

A major difference emerges between re-
searchers that focus on relative or absolute
definitions, i.e. defining the rich in terms of
their relative wealth in relation to average
income and assets or as people who own a
fixed amount of financial assets.

Another issue is how far income should be
included in wealth studies together with
data on assets or whether the two catego-
ries should statistically be kept separated.

10. These are the categories as defined in the Luxembourg Wealth Study (LWS).



The authors of the German Wealth Report
use a relative definition, counting as ‘rich’
those who dispose of 200% or more of the
median income and hold triple the average
property and gross assets.

The World Wealth Report, which is published
by the investment agencies Merrill Lynch
and Capgemini every year, uses an absolute
definition. People with financial assets ex-
ceeding 1 million USD (excluding their home)
are defined as High Net Worth Individuals
(HNWIs), leading to a calculation of around
10 million, in the world. As a second category,
the Wealth Reportintroduces Ultra-HNWIs as
a name for those holding financial assets (ex-
cluding collectibles, consumables, consumer

household net worth

durables and primary residences) worth 30
million USD and more. Credit Suisse’s “Glo-
bal Wealth Report” uses a less stringent defi-
nition — any one whose net assets exceed 1
million USD and estimates that there were
about 24.2 million in mid 2010, about 0.5%
of the world’s adult population. They control
69.3 trillion USD in assets, more than a third
of the global total. Some 41% live in the USA,
10% in Japan and 3% in China.

Another example of an absolute definition
can be found in the work of Wall Street Jour-
nal reporter Robert Frank, who has been fo-
cusing on writing about the New Rich in the
US. Frank makes out three classes of rich
people:

value of primary residence

The lower rich 1 to 10 million USD 810.000 USD
The middle rich 10 to 100 million USD 3,8 million USD
The upper rich 100 million to 1 billion USD 16,2 million USD

Envisaging one billion Euro

Three sample calculations

At the beginning of the 90s, the financial
speculator George Soros made almost 1 bil-
lion Euro with currency speculation within
one week. In order to help people to grasp
how much money this is, the Swiss economist
Martha Madorin broke the sum into thirds of
around 300 million each and provided the
following three sample calculations.

70 years of full time shopping

If someone would try to spend 300 million
Euro by shopping, he or she would have to
spend 14.400 Euro a day (50 cent/second), 5
days a week for 70 years (including 5 weeks
of ‘shopping-holidays’ every year).

Starting to earn a salary 20.000 BC

If a NGO employee with a decent Swiss salary —
such as Madorin — would want to earn 300 mil-
lion through her work, she would have to have

started working 20.000 years before Christ in

order to have made the money by now.

NGO funding for 2500 years

An average NGO such as the one where
Madoérin is employed (an independent net-
work monitoring the Swiss financial system
with about 3-5 members of staff) could have
started to work at the birth of Christ and
would still have finances secured to do their
job for the coming 500 years.

Source: Mascha Maddrin (1997), Schuldenkrise und Frauenalltag, in: Vergib uns unsere Schulden, Wien, p. 19-27.



However, experts such as Robert Frank and
others agree that even if an absolute defi-
nition is taken, people’s understanding of
wealth is usually linked to a comparison with
others, who dispose of more or less income

Lack of reliable data

As comprehensive tax reports are not gener-
ally available, survey data is the most promi-
nent source of information on wealth of pri-

and/or assets. This understanding very much  vate households.
depends on social interpretation and cul-

tural values. Most wealth surveys usually include:"

«  Wealth and income data by stock or flow (e.g.
different types of real assets, and financial as-
sets, different types of income)

In many countries, rich people would pub-
licly deny being wealthy, stating that they
are only ‘comparatively well off’ while peo-
ple having previously experienced poverty .
might feel rich when finally getting access
to a good job with a proper income, good
quality housing and better educational pos-
sibilities for their children.

Socio-economic characteristics of households
(household composition, education, occupa-
tion, living area ...)

« Attitudes of the interviewees (e.g. measure of
risk aversion)

Developing concepts and definitions of .
wealth is thus equally important as col-
lecting data, especially when trying to build

a reference source of existing definitions and
data of poverty.

Behavioural information (e.g. use of informa-
tion source for financial decisions)

In search of indicators

Wealth experts such as the Austrian researcher Martin Schiirz wonder whether and how ab-
solute and relative wealth could be defined, as it is obviously easier to measure the lack of
something rather than an excess. The absence of decent housing, for example, can be de-
fined by certain indicators, such as the existence of mould or leaky windows; corresponding
indicators for an excess of good quality housing however can hardly be imagined. Should
seemingly unnecessary extras, such as golden fittings be assessed as an excess, or do we
rather need to understand them in relation to the increase of status they might bring?

Indicators need to be built on a sound theoretical base to reduce the arbitrary nature of data
on wealth and to ensure that non-monetary dimensions of wealth: such as education, social
networks etc. are not ignored. Just as with poverty indicators, indicators on wealth need to
take into account the concept of human capabilities when looking at data on income and as-
sets. (See page 27, The Capabilities Approach).

11. Source: Davies/Shorrocks (2000), OECD (2008).
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In recent years, interest in wealth studies has
increased and surveys on the distribution
and composition of household wealth are
considered today as a flourishing research
field. Nonetheless there is still little reliable,
comparative data available.

While both the availability and quality of
data on income have increased (not least
because of the introduction of EU-SILC and
international research projects such as the
Luxembourg Income Study (LIS), that give
an idea of the income inequality ranking of
OECD countries), comparable data on wealth
is still lagging far behind.

At the 27" General Conference of the Inter-
national Association for Research in Income
and Wealth in 2002, researchers and institu-
tions from a number of countries decided
therefore to join forces to bring together
existing micro-data on household wealth
into a coherent data base. The results of this
project, called the “Luxembourg Wealth
Study” (LWS), were published in 2007.

Even a comprehensive and ambitious re-
search project such as the LWS, however suf-
fers from many weaknesses and errors and
all available data has to be interpreted with
caution. A significant improvement is to be
expected from the Household Finance and
Consumption Survey of the ECB.”? First re-
sults can be expected in 2012

12. See: [vww.ecb.int/home/html/researcher_hfcn.en.htmland vww.hfcs.af.

13. Avalid international comparison of data is very difficult as methods of data collection vary from country to country, with some
using information from administrative records such as wealth tax registers and others simply referring to household surveys.
There are also differences in sample design, weighting, editing of the data, definitions of wealth, research units and other

variables.

14. How is Household Wealth Distributed? Evidence from the Luxembourg Wealth Study, in: OECD (2008): Growing Unequal? Income

Distribution and Poverty in OECD Countries, Chapter 10.

14
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The Luxembourg Wealth Study (LWS)™

The LWS was officially launched in March
2004 as a joint project of the Luxembourg
Income Studies (LIS) offices in Luxembourg
and institutions in Canada, Cyprus, Finland,
Germany, lItaly, Norway, Sweden, the UK
and the US. In 2006, Austria also joined the
project, whose primary goal is to assemble
and organize existing micro-data on house-
hold wealth into a coherent database in order
to provide a sound basis for comparative re-
search on household net worth (financial and
non-financial assets), and wealth distribution.

Almost two decades earlier the Luxembourg
Income Study (LIS) was started, leading to an
income inequality ranking of OECD countries.
Results of the LIS show that at the beginning
of the 21t century income inequality was
least pronounced in Nordic countries, with
the Benelux countries, France, Germany and
other Central and Eastern European coun-
tries coming next, preceding most Anglo-
Saxon and Eastern European countries. Rus-
sia, Mexico, Estonia and the United States
showed the highest degree of inequality.

First results of the LWS include:

« In almost all countries involved in the LWS, over
80% of households own some financial asset, in
most cases a deposit account. Stocks are particu-
larly widespread in Finland and Sweden.

Over 60% of households own their principal
residence in all countries except Germany and

Sweden, owning a second home is most popular
in Finland and Norway. There is a substantial vari-
ation in debt holdings: from 22% of households in
Italy to 80% in Norway, from 10% in Italy to 46%
in the US if home-secured debt alone is considered.

Country ranking differs between net worth and
income. The US is the richest country in terms of
wealth, followed by Canada and the UK, then Ger-
many and Sweden and lastly Finland and Italy.

Median wealth holdings by age show that the
young have less, the middle aged have the most,
and the older have less than the middle-aged but
more than the young.

The highest wealth inequality (household net
worth) is found in Sweden, followed by the US,
Germany and Canada. Sweden’s top ranking
is partly due to the high proportion of Swedish
households with nil or negative net worth. When
the share of net worth held by the top population
percentiles is considered, the US regain the lead.
The richest 1% of US households control 33% of
total wealth.

Net worth and disposable income are highly, but
not perfectly, correlated.

Wealth Inequalities in EU countries

Available data®™ from different sources under-
line the unequal distribution and heavy con-
centration of wealth across Europe, with the
top 10 % holding between 42% (Italy) and
58% (Sweden) of wealth and the Top 1% hold-
ing between 11% (ltaly) and 18% (Sweden).

Finland

Germany

Italy

Sweden

UK

45%

54%

42%

58%

31%

36%

29%

41%

13%

14%

15. Data from Austria included only financial wealth.

11%

18%




Clandestine wealth

A major problem of household surveys on
wealth is the tendency of wealthy people
not to disclose their real situation. Participa-
tion in household surveys is voluntary and
existing surveys usually suffer from a mid-
dle-class bias.

Participation of wealthy households in such
surveys must not be regarded as incidental
but is directly influenced by the level of in-
come and assets a household holds. Com-
plementary information deriving from tax
registers or deduced from residential areas
or energy use is necessary. The abolition of
wealth related taxes not only leads to a de-
crease of tax income but also to further lim-
iting the availability of information on the
unequal distribution of wealth.

Wealth continues to be a hidden issue.
Only recently has public interest and me-
dia reporting on wealth and its impact on
inequality started to increase. A more ana-
lytical public debate on wealth distribution
however has hardly started. Even at the Eu-
ropean Meetings of People Experiencing
Poverty wealth has hardly been reported to
be discussed, although general concern on
the growing gap between rich and poor has
been raised at these meetings.

Investment in wealth studies
is needed

According to the authors of the LWS, there
is still a long way to go to achieve solid and
substantive research on household wealth,
but there is also enthusiasm and hope for sig-
nificant progress over the decades to come.

EU institutions and national governments
will have to be held accountable to start col-
lecting or keep pursuing data on wealth.



KEY FACTS AND TRENDS

Wealth data from EU Member
States

Even before the start of the Luxembourg
Wealth Study (see Box 4 in the previous
chapter for first results) discussions and
some attempts to collect data on wealth
were initiated in some of the EU Member
States, although very few have included this
data in their reports on poverty.

In 2001, Germany started to complement its
data on poverty with data on wealth within
its national report on poverty and wealth.

Austria also began to include a special chap-
ter with data on wealth in its biannual social
report. And recently, data on wealth and in-
equality have also been published in the UK
and Ireland.

The German Wealth Report'™

In 2001, the German Government published
its first report on poverty and wealth with
the attempt to give a comprehensive picture
of the social situation. Only 30 of the 290
pages of the report however were devoted
to wealth, and the lack of analysis with re-
gards to the origin and effects of wealth has
been criticised by social organisations and
researchers.

While analytical methods were said to be im-
proved with the publication of the 3" report
in 2008 which was complemented by a sur-
vey on the perception of wealth and manag-
ers’ salaries by the German population, there
is still comparatively little data available on
wealth and inequalities.

According to the German definition
counting everyone holding 200% of the
median income as ‘wealthy’, the current
German wealth quota (based on data
from 2003) is 6,4%. Further taking into
account also financial assets the quota in-
creases to 8,8% of Germans with a net in-
come of more than 3.418 Euro per month.

German welfare organisations have high-
lighted the need to act on deficits with re-
gards to data collection and to apply an ethi-
cal analysis of (the lack of) equal opportuni-
ties, possibilities of participation and indica-
tors for fair distribution.

Interdependencies between poverty, wealth
and inequality are hardly highlighted and
have also been noticeably absent from me-
dia coverage on the report.

Results of a recent German research project
on wealth distribution based on data from
2007 show that 27% of all Germans hold no

16. Der 1., 2. und 3. Armuts- und Reichtumsbericht der Bundesregierung (2001, 2005, 2008), available from the ministry’s website:
[xww:bmas.dd. Frick, Joachim R. and Grabka, Markus M. (2009): Gestiegene Vermégensungleichheit in Deutschland, available

here: [yww.diw.de/documents/publikationen/73/93785/09-4-1.pd]
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wealth or are even indebted, with the top 10%
holding more than 60% and the top 1% hold-
ing 23% of the total assets of private house-
holds with a net worth of 6,6 trillion Euro.

The study also underlines a high correlation
between income and wealth inequality.

The Austrian Wealth Report”

Wealth issues have been a focus of the Aus-
trian anti poverty network Die Armutskon-
ferenz almost from the beginning of its activ-
ities. Two conferences on wealth were

Lobbying the government
to complement its so- g
cial report with data 4
on wealth was only
partly successful.
So far three issues
of the report,
published in
2005, 2009 and

specific chapter
on wealth, along- %
side ones on pov- ¥
erty and onincome
inequalities.

According to the data first
made available in 2009 the A
top 10% of the Austrian popula-
tion holds 54% of all financial assets, with
the top 1% holding 27%. The richest Per-
mille, 0,1% holds 8% of all financial assets
which equals the total of financial assets
held by the lower 50%.

Data on non-financial assets show an even
more unequal distribution with the top 10%
holding 37% (= 170 billion Euro) of principal
residences and 85% (= 370 billion Euro) of
additional real estate.

Wealth concentration is even higher when it
comes to equity capital. Only 3% of Austrian
households hold equity capital, while about
10 individuals in Austria hold 25% (worth 4,7
billion Euro).

The available data also give evidence of the
unequal distribution of chances to in-
herit, showing that only one
de third of households (38%)
b receive an inheritance

. and that chances to in-
_\ heritaresignificantly
", higher for univer-
. sity graduates.

“a In their conclu-
# sions,theauthors
. ofthe chapteron

J wealth published
in the recent Aus-
trian Social Report
once again under-
line that the current
figures must be regard-
ed as an underestimation
due to a limited availability of

17. Source: Chapter 18, Verteilung der Geldvermdgen in: BMASK 2009: Sozialbericht 2007-2008, and Chapter 14, Aspekte der Vermé-
gensverteilung in Osterreich in: BMASK 2011: Sozialbericht 2010, available in German from the Austrian social ministry’s website:

ttp://www.bmask.a

18. Source: Mary Murphy and Peadar Kirby, An Alternative Ireland is Possible: The Challenge of voicing an alternative vision for Ireland,

2008.
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Wealth distribution in Ireland'®

There is limited recent up to date informa-
tion available on wealth in Ireland and differ-
ent reports use different measurements. The
current economic crisis has had an impact
on much of the wealth in Ireland but it would
be a mistake to think that this has eroded the
incomes of Ireland’s wealthiest people.

A recent study by Merrill Lynch in 2010 found
that the number of people with more than
1 million USD (814,640 Euro) increased by
almost 2,000 by the end of 2009, having
decreased drastically in 2008. The study re-
corded the wealth of anyone who had more
than 1 million USD in cash and assets exclud-
ing their primary residence and jewellery, art
or other collectables. The rise in millionaires
by 2,000 people marked the first rise in the
number of “super-rich” in the country for two
years moving back towards its peak of 2007."°

The Sunday Independent newspaper’s “rich
list”, published in 2010, showed that despite
the recession and economic downturn in
Ireland, its top 300 richest people are worth
close to 50 billion Euro.?

Prior to the recession, Irish per capita wealth
ranked second among the leading OECD
countries, behind Japan, according to a
report published by the Bank of Ireland
in 2007. This report shows that wealth per
capita stood at 196,000 Euro per head in
2006, up from 168,000 Euro in 2005. On top
of this, total wealth exceeded 1 trillion, per-
sonal savings of 10 billion in 2005 were set to
double over the following ten years. 30,000
Irish people were cash millionaires and
100,000 are millionaires if the worth of their

house is included. At the time, 330 Irish indi-
viduals had net worth in excess of 30million
Euro, 2,970 ranging from 5 to 30 million Euro,
while 29,700 had a net worth of between 1
and 5 million Euro, along with 6 billionaires.?'

This same study also highlights the extent of
inequality in wealth distribution in Ireland. It
highlighted that the top 1% of the Irish pop-
ulation held 20% of the wealth, the top 2%
controlled 30% and the top 5% disposed of
40% of private assets. Excluding the value of
housing, the concentration of wealth mounts
up to 1% controlling 34% of all wealth.

While many media outlets place much em-
phasis on the emergence of an extremely
wealthy elite in Ireland, very little research
has been done into wealth inequalities. The
OECD Country Statistical Profile for Ireland
made in 2010 showed that in 2008 Gross
National Income (GNI) per capita stood at
25,904 Euro.?? According to a report by Tasc,
an independent think tank concerned with
economic inequality, of the EU-15, Ireland
ranked first in terms of earning inequality in
2006.% In a survey they conducted as part of
their research they found that well over two-
thirds (70%) of respondents felt that wealth is
distributed unfairly in Ireland. OECD findings
support this analysis of wealth distribution,
citing Irish wealth distribution as among the
most unequal in the developed world. Un-
fortunately the study of wealth distribution
in Ireland has been quite limited so far.

In terms of income inequality, the Gini coef-
ficient measurement reveals that in 2008 the
top 20% of people had incomes 4.4% greater
than that of the lowest 20%. This is just below
the EU average.? (See pp 22-23 for an expla-
nation of the Gini coefficient measurement).

19. Merrill Lynch Global Wealth Management and Capgemini,14* annual World Wealth Report, June 2010.

20. lyww.independent.ie/national-news/number-of-irish-millionaires-soars-2230552.html|

21. Bank of Ireland, Wealth of the Nation 2007.

22. pttp://stats.oecd.ora/Index.aspx?DatasetCode=CSP201q

23.TASC, 2008. The Solidarity Factor -Public Perceptions of Unequal Ireland.
24. Central Statistics Office, 2009. Survey of Income and Living Conditions 2009. Dublin.
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Wealth and Inequality in the UK

According to the Institute of Fiscal Studies
(IFS) Report (2008), the rapidly rising income
of the richest 10% was the major factor con-
ditioning growing income inequality in the
UK. According to the IFS, inequality trends
rose over the 1980s with the Gini coefficient
rising from 0.25 to 0.34 in the 1990s. The mid
1990s then saw a fall, but it has been rising
again since 2007. The figure for 2008 is 0.36 -
the highest level since 1961.

Who are the rich in the UK? The IFS highlights
that in 2008 the top 0.1% of tax payers were:

90% male
80% middle aged
70% live in London and the South East

60% work in Finance, property, accountancy or
law#

What's the impact of the crisis?

In the UK, the crisis initially appears
to have affected even the wealthy.
The 2009 Sunday Times newspaper’s
“Rich List” highlighted that the richest
people had lost 155 billion pounds in col-
lective wealth. But this drop was short-lived
as in April 2010, the top 1000 richest people
bounced back and increased their collective
wealth by 30%, the biggest increase in 22
years, whilst the rest of the population began
to suffer from austerity measures. This means
an increase from 335.5 billion up to 77.265
billion pounds. The richest man in the UK
in 2010, Lakshmi Mittal, Steel magnate, was
worth 22.45 billion pounds.

Distribution of wealth at a global level

The richest 2% of adults in the world own
more than half of global household wealth

The richest 1% of adults in the world own
40% of global assets

The richest 10% of adults in the world own
more than 85% of global household wealth

The bottom half of the world adult popula-
tion own barely 1% of global wealth

Wealth is heavily concentrated in North
America, Europeand highincome Asia-Pacific
countries. People in these countries collec-
tively hold almost 90% of total world wealth.

Source: World Institute for Development Economics
Research of the UN University, 2006.

25. IFS - 2004/5 Tax Returns: jyww.ifs.org.uk/publications/520Q The IFS data is based on the Survey of Personal Incomes (SPI),

a sample of tax returns made every year by HMRC, with a sample size of 550,000. For reasons of comparison, the figures include

England, Scotland, and Wales, but exclude Northern Ireland.


http://www.ifs.org.uk/publications/5200

“Dos linajes solos hay en el mundo,
como decia una abuela mia,
que son el tenery el no tener”.

(“There are only two families in the world,
as my grandmother used to say,
the haves and the have-nots".)

Sancho Panza to Don Quijote in: Miguel de Cervantes Saavedra, Don Quijote de la Mancha.

What is social polarisation?

The British sociologist, Peter Townsend, has
introduced the concept of social polarisa-
tion in order to raise attention to what he
calls the “world’s most fundamental prob-
lem”, the fact that “wealth and poverty are
becoming increasingly polarised”.?

The concept of social polarisation is meant to
help analyse inequalities in not only the EU
and the US but also in the so-called develop-
ing world.

Townsend proposes connecting the concept
of poverty and social exclusion with the con-
cept of social polarisation because poverty
and social exclusion “direct attention to only
parts of the population”.?’

With the concept of social polarisation
Townsend shifts some of the attention that
has been devoted to debates on the exist-
ence of a so called ‘new underclass’ to the
emergence of what he already previously
had suggested to call an ‘overclass’, the small
elite of the super-rich.

26. Townsend, Peter, ‘Poverty, Social Exclusion and Social Polarisation: The Need to Construct an International Welfare State’, in:
Townsend, Peter and Gordon, David (eds.), World Poverty: New Policies to Defeat an Old Enemy, Bristol: The Policy Press, 2002,

pp.3-24,p.3.
27.1bid., p. 7.
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Inequalities within a society today are usu-
ally measured by what statisticians call the
Gini index. The Gini coefficient?® is a way
of measuring the inequality of distribution
of income in a country. It takes account of
the full income distribution. It is a technical
formula which identifies the relationship

of cumulative shares of the population ar-
ranged according to the level of income, to
the cumulative share of the total amount re-
ceived by them. If there were perfect equal-
ity (i.e. if each person received the same
income), this coefficient would be 0. If the
entire national income were in the hands of



http://en.wikipedia.org/wiki/Gini_coefficient
http://en.wikipedia.org/wiki/Gini_coefficient
http://www.eapn.eu/index.php?option=com_content&view=article&id=998%3Anew-version-2009-of-the-poverty-explainer&catid=40%3Aeapn-books&Itemid=84&lang=en
http://www.eapn.eu/index.php?option=com_content&view=article&id=998%3Anew-version-2009-of-the-poverty-explainer&catid=40%3Aeapn-books&Itemid=84&lang=en

only one person then the coefficient would
be 1. The higher the coefficient, the greater
the inequality in the distribution of income
in a country. The available Gini Indices range
from 0.247 for Denmark (ie lower inequality)
to 0.743 for Namibia. The USA’s Gini coeffi-
cient rose from 0.34 in the 1980s to 0.38 in
the mid 2000s and Germany'’s has risen from
0.26 to 0.3. The only large country to see a
significant fall is Brazil (from 0.59 to 0.55).

However, the value of the Gini coefficient
has been questioned as the household sur-
vey that usually provides the base for its
calculation does not include the wealthiest
households. In addition, private assets that
have been transferred to foundations are
not covered. A sample calculation for Austria
that would include a very cautious assump-
tion with regards to these assets shows an in-
crease of the Austrian Gini from 0. 65 to 0.75.

A public debate is also lacking on what the
right’ level of (in)equality would be. Not sur-
prisingly opinions differ here, as do the un-
derlying philosophical and ideological con-
cepts and specific views on equality.

Explanations for the growing gap between
rich and poor differ as much as the solutions
suggested. The OECD report cites changes
in the structure of the population and in the
labour market over the past 20 years as the
main reasons for growing inequalities (ie
the trends in employment and unemploy-
ment rates). The main solutions proposed
are consequently increasing investment in
active employment policies and education
rather than a more comprehensive proposal
to tackle inequalities through redistributive
tax-mechanisms, social protection systems
and public services.

Global Inequalities

Research on global economic inequality
so far has mostly focused on differences in
income and consumption. The findings
give evidence of the high disparity of liv-
ing standards but also seem to indicate that
there is no clear upward trend in global in-
come inequality, which is mostly due to the
increase of incomes in countries such as Chi-
na or India. Taking out these two countries,
global income inequality has increased.

According to studies from World Bank econ-
omist Branco Milanovic, 2,7 billion poor peo-
ple have to share the same income as 50.000
rich people; the poorest 5% of the world
have lost almost 25% of their real income
between 1988 and 1993, while the top 5%
have gained 12%. The situation is even more
dramatic if the global unequal distribution
of wealth is taken into account as well.

In countries that lack full social safety nets,
household wealth is of comparatively greater
importance for providing security and oppor-
tunity. It provides a means of raising long term
consumption, helps to insulate households

29. Sources: James B. Davies et al: The World Distribution of Household Wealth, UNU-WIDER Discussion Paper No. 2008/03; Branco
Milanovic, Worlds Apart: Measuring International and Global Inequality, Princeton 2007.



against adverse risks and provides a source
of finance for entrepreneurial activities. How-
ever, studies on wealth distribution prove that
wealth is and will continue to be lowest in ar-
eas where it would be needed most.?

A global gender gap

Available sources on the gender dimension
of income and wealth inequalities give evi-
dence of a global gender gap.

Already in the 1980s the UN drew attention
to the fact that women make up more than
half the world’s population, yet perform two
thirds of its work, receive one tenth of its in-
come and own less than one hundredth of
its property.

The fact that these figures have been in use
ever since and even the UN has felt no need
to update them has to be taken as strong
evidence that the general picture with re-
gards to women enjoying an equal part of
the world’s wealth has not much changed
since the 1980s.

The harmful impact
of inequality

The comparison of a great number of stud-
ies on income inequalities gives convincing
evidence that societies with bigger income
differences between rich and poor suffer
more from a wide range of problems, includ-
ing worse physical and mental health and
higher levels of drug abuse, criminality, and
imprisonment.*°

According to Richard Wilkinson and Kate
Pickett, authors of The Spirit Level that
presents meticulously collected evidence
on the harmful impact of inequalities, we are
at a turning point in human history. Many
of the so-called developed countries have
come to the end of what economic growth
can do for their societies. Measures of well-
being or of happiness are no longer on the
increase, on the contrary it is the rates of de-
pression and anxiety that have risen over the
last fifty years in these countries.

The evidence deriving from inequality stud-
ies in the 50 richest countries of the world
suggests that we need to shift our attention
from increasing quantitative growth and ma-
terial wealth, to the social environment and
the quality of social relations in our societies.
Getting even richer makes little or no differ-
ence to the prevalence of health and social
problems in comparatively wealthy coun-
tries, but getting more equal does. Societies
with smaller income differences between
rich and poor are more cohesive: community
life is stronger, levels of trust are higher and
there is less violence. The vast majority of
the population seem to benefit from greater
income equality. And there is no reason to
believe that this would not be equally true
for a more equal distribution of wealth.>!

30. See Richard Wilkinson and Kate Pickett, The Spirit Level: Why
more equal societies almost always do better, London: Pen-
guin 2009.

. The fact that Wilkinson and Picket are exclusively focussing
on income inequalities has to be explained by the current
data situation, where comprehensive sets of data on the
effects of income inequalities are available, and hardly any
comparable data on wealth distribution.
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The influence of the very rich

As Townsend and other have also pointed
out the concentration of wealth usually | Welcome to Richistan
goes hand in hand with the concentration
of power. "Some years ago Wall Street Journal editor
Robert Frank got to talk to a yacht owner
Despite the difficulties of many banks and = from Texas during a yacht show in Florida.
some big enterprises in the recent cri- = While looking at the hundreds of giant boats
sis, there is growing evidence that a small | in the marina, the yacht owner remarked
number of people and international corpo- = that he felt like being “in a different county”.
rations exercise increasing influence over | His words stuck with Frank, who realized that
economic policy as well as over politics in | the wealthy were not just getting wealthier
general. Wealthy people are in a position to | but also had started forming their own vir-
influence the definition of principle social = tual country, “a self contained world, with its
concepts and values. Crucial concepts such as | own health-care system (concierge doctors),
the understanding of freedom or security are | travel system (private jets, destination clubs)
shaped according to their needs. Freedom, for | and language. (‘Who’s your household man-
example, is increasingly restricted to denote = ager?’). A breakaway republic that he de-
economic freedom only, while respon- e, cided to call “Richistan” and to describe
sibility and solidarity tend to be re- 4@ __ﬂ in a book that provides insights
Gospel

garded as merely personal, individ- into the world of people who live

ual qualities rather than duties of a 3 o 4 in a different financial universe,

society. At the same time, security § '\L‘{Tﬁhlth consuming like crazy and never

is mainly viewed as the need to 3 -4 losing sleep over insurance pay-
<>

ments or tuition bills such as
ANIINEW CARNEG many low income households.

secure property and goods.

The more the accountability of gov-

ernments shifts to the needs of the wealthy The book also reveals that next to the

and away from people experiencing pov- | growing accumulation of assets with the

erty, the smaller the budgets for public sector | number of super rich across the globe, the

spending (including social services and infra- | aspiration to become wealthy is changing

structure) become. our culture and the character of society, or as
Frank puts it: “Richistan is driving our econ-

Discrediting the welfare state and a solidarity- = omy, our culture and our spending habits.”

based tax system, combined with an individu- | Robert Frank, Richistan, New York: Random

alization of risk are as much part of this devel- = House, 2007.

opment as is the growing privatisation and

liberalisation of public services. They reflect = Frank has continued reporting on the

how the principles of market economy now = wealthy, including how they are surviving

increasingly underpin all areas of life including = the crisis, in his blog:

individual households, the non-profit-sector = http:/blogs.wsi.com/wealth/

and the State itself.

Accountability of those who have accumulated
wealth and today control a disproportionate
share of the world’s wealth is extremely limited.
This has also become clear in the current crisis.
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“Reicher Mann und armer Mann
standen da und sahn sich an. Und der
Arme sagte bleich: wdir ich nicht arm,
wdirst du nicht reich”.

Bertolt Brecht.

Ethical considerations

Ethics is about reflecting on the good life
and what needs to be done, or not done, in
order to bring about a good life for all mem-
bers of a household, local, regional, national,
or the global community.

An ethical perspective on wealth therefore
has to evaluate how far wealth and current
forms of wealth creation and distribution un-
dermine or contribute to generating a good
life for all. This pre-supposes a discourse on
what a good life constitutes and public de-
bate on how people can best organize their
lives and society, respecting each other’s di-
versity and equality.

(“Poor man and rich man stood there
looking at each other.

And pale-faced poor man said:

Was I not poor, were you not rich".)

Assessing philosophical concepts, sociologi-
cal research, human rights reviews, global

policy papers as well as the experiences and

views of people as recounted in literature or
personal encounters, it seems there is broad

overlap of what is seen as the core elements

of a good life, although lot of difference will

be discovered when it comes to the details.

The ethicist Martha Nussbaum has listed
them in her version of an advanced capabil-
ity approach and thereby provides a set of
indicators that also can be used to measure
the positive or negative effects of wealth
and its impact on inequality and well-being.




The Capabilities Approach (Martha Nussbaum)

Based on the work of the Indian economist
Amartya Sen and on the experiences of “poor”
women in India and other places, and as a
result of cooperative work with other aca-
demics at the Helsinki UN University, the US
philosopher and ethicist Martha Nussbaum
developed a set of indicators to assess to
what extent a good life for all members of
a society is possible. Her approach seeks to
advance the idea of capabilities as introduced
by Sen, thereby building on the Aristotelian
understanding that the excellence of the con-
stitution of a state lies in its ability to ensure
that citizens may decide in favour of a good
life and beneficial acts on the basis of the ma-
terial and natural resources of the community.
In order to judge how far a state lives up to
this principle it is necessary to develop a clear
understanding of what a good human life is.
It is not only about a more socially-just distri-
bution of money, real property, opportunities
and positions in society. The question that lies
at the heart of such an approach is not what
resources people have, or how satisfied they
are but instead: “What are people able to do
and to be?”

Looking for a comprehensive answer to this
question, Nussbaum has drawn up a list of
the following functions or capabilities that
can be used for both life assessment and po-
litical planning:

- Life (to belived to the ‘natural’ end)

«  Bodily health (including accommodation, food
and reproductive health)

+  Bodily integrity (freedom of movement; no sexu-
al harassment or violence)

«  Senses, imagination, thoughts (to be trained and
expressed through education, art, religion)

«  Emotions (attachment to people and things, the
ability to care and to love, to grieve, to feel and ex-
press gratefulness, desire, and anger)

«  Practical reasoning (to have an idea/a concept
about what a good life would be; to be able to
reflect on one’s own life plan)

«  Relationships (to human beings, other species
and the environment)

+  Play (to be able to laugh and play and enjoy relax-
ing activities)

«  Control over one’s environment (through politi-
cal participation, the ability to hold property, the
right to good quality employment).

According to Nussbaum, the list needs to be
regarded as being of “irreducible plurality”,
which means that the need for one compo-
nent cannot be satisfied by giving people a
larger amount of another one. “All are of cen-
tral importance and all are distinct in quality.”

A good life, therefore, not only includes good
health and bodily integrity but also ideas, cre-
ativity and playfulness, the ability to express
emotions, to sustain good relationships, to
enjoy a sense of belonging and to participate
in the shaping of one’s own life context.

Source: Martha C. Nussbaum, Women and Human Development. The Capabilities Approach, Cambridge University

Press, 2000.
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Justification of inequalities

Once the need to legitimise huge income
and wealth inequalities is recognised, there
is usually a set of explanations ready at hand:
Income inequalities are often justified in
terms of recognition of greater effort or re-
sponsibility. It is however hard to explain and
even more difficult to understand why an
investment banker, particularly one that has
risked the money of many investors, should
be paid a hundred or even a thousand times
the wages of a cleaner in the same bank or a
nurse who cares for the banker’s ill relative.

Popular arguments to justify wealth accu-
mulation include the explanation that exist-
ing assets are the result of successful savings
or successful business activities.

Savings however are only possible for those
who dispose of sufficient surplus income,
beyond covering their necessary expenses,
and only a very small number of successful
businessmen manage to make millions or
billions out of their business.
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SHARING THE

WORLD'S WEALTH:
WAYS FORWARD?

“Earth provides enough
to satisfy everybody’s need,
but not everybody’s greed”.

Mahatma Gandhi.

A new vision, economics and
politics of the social is needed

Already in the eighteenth century, Adam
Smith, in his classic economic theory, de-
fined human beings as beings with an ac-
quisitive drive. In doing so he succeeded in
transforming greed from a sin to become
the main driving force of the economy. Since
then, infinite desire and growth form central
values not only of a capitalist economy but
increasingly also of society in general.

In order to gain a new perspective on wealth

- and consequently, a new and more just way
of distributing it - some of the main econom-
ic principles need to be questioned.

Historically, economy was always under-
stood to be about the distribution of scarce
goods. But today, at least in industrial coun-
tries, there is no actual scarcity of goods, on
the contrary, industrial countries live in so-
cieties of affluence, which clearly indicates
that poverty could be eradicated if there
were a political will to redistribute wealth.

It thus has to be made clear that a society’s
wealth could be regarded and has to be dis-
tributed quite differently. If what counts is
the good life of all members of a society, a
wealthy society would be one that is able to
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guarantee an adequate minimum income
for everyone, affordable access to social
goods and services (education, health pre-
vention, public transport, child-care facilities,
counselling centres etc.), and solidarity in
sharing risks. Even when focusing on eco-
nomic efficiency, it is evident that countries
with a highly developed social security sys-
tem are among the most efficient econo-
mies worldwide.

The rich possibilities of wealth

The term wealth must not be restricted to
property and assets alone - a society can

also be wealthy in terms of its public goods
and services. Similarly, the wealth of individ-
uals is not only determined by their property,
but to a much higher degree by what they
can do and have (see above). Individual qual-
ity of life, however, depends to a great extent
on more equal societies that manage to give

its members full access to high quality social

goods and services and ensure that their ca-
pabilities are supported so that everyone is

able to convert them into a good life for her/
himself and her/his community.

Adopting such an understanding, wealth
does not have to be demonised.



On the contrary, the inherent potential of
wealth and its rich possibilities could be truly
set free.

Taking advantage of the rich possibilities of
wealth, and aiding redistribution, various
methods can be applied, among them phi-
lanthropy and charity, wealth and income
taxes, social security, including a guaranteed
minimum income and investment in quality
social infrastructure.

Philanthropy today seems to be the most
popular method for the wealthy.

According to the Economist, the ten largest
foundations in 2005 held more than 150 bil-
lion USD. Bill Gates and Warren Buffet alone
control 60 billion USD in their Foundation.
Philanthropic work obviously gives some
rich people a certain sense of a meaningful
life, helps them to justify their wealth, and
gives them, as the Belgium researcher Fran-
cine Mestrum points out, additional status
and power with billions to spend without
any democratic control.
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High wealth and income tax are popular
with only a small number of wealthy peo-
ple, such as the Austrian tycoon Hanspeter
Haselsteiner who publicly supports a higher
taxation of wealth which he regards as an
adequate price for living in a social coherent
society without wealthy people having to
hide themselves in gated communities.

Despite — or maybe just because of - their
high distributive effect, wealth and income
taxes, however, have become less and less
popular in the last decades and are increas-
ingly replaced by indirect or flat taxes which
shifts a disproportionately high percentage
of taxes towards lower-income groups.

Promoting social security and social pro-
tection has increasingly been recognized as
an economic necessity, even by institutions
such as the World Bank. The function of so-
cial security thereby is usually restricted to
fighting poverty as such, without taking into
account in which way universal social securi-
ty and social protection measures could also
contribute to reducing inequality by ensur-
ing a fairer distribution of wealth.



A global approach is needed

In their book “World Poverty”, UK research-
ers Pete Townsend and David Gordon call for
the development of an International Welfare
State and have compiled a list of interna-
tional actions to defeat world poverty. Next
to anti-poverty and social infrastructure
measures such as the introduction of ad-
equate minimum income schemes around
the world, global provision of child benefit,
public housing for the poorest 10% and the
adoption of an international poverty line,
the manifesto also includes a series of meas-
ures targeted towards a better distribution
of wealth such as:

«  Adoption of an upper limit of income-
equality (e.g. a standard of 0.40n
the Gini coefficient) by every A
government

+  Commitment of govern-
ments in the North to re-
place the 0.7% GNP for
overseas development with
a 1% target

«  New international company
law and framework plan on fair
trade

«  Reconstitution of international financial agencies

« Introduction of an international financial trans-
action tax, administered by a further democra-
tized UN and subsidising the establishment of
child benefits in the developing world.

A global welfare project is also at the core of
the concept of World Public Finances, as dis-
cussed at the World Social Forum, proposing
the introduction of global taxes and build-
ing global social protection systems that go
beyond fighting absolute poverty only. The
new thinking of development assistance
with budget support is regarded as a posi-
tive step here, but as such, not enough. Inter-
national monitoring systems on capital flight
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and arms trade, and creating more transpar-
ency on capital movement would have to be
introduced in order to move towards a re-
orientation towards development and the
fair provision of global public goods.

Researchers on wealth, such as the Austrian
economist Martin Schiirz, set out to raise
awareness that justice is always a relational
issue and information about unequal rela-
tions is therefore of greater importance than
the collection of data on wealth alone.

Schirz suggests the development of indica-
tors that cover the whole range of in-
come and wealth distribution and
take both prosperity and pov-
erty into account.

Moreover, he calls for econ-
omists to dare to analyse
and raise issues of injustice
and inequality instead of
restricting themselves to
endless data collection. Oth-
erwise the only consequence of
an increase in poverty and wealth

reports will be better documentation
instead of a change in the situation.

"One hundred years ago, different govern-
ments, including those of Britain and Ger-
many as well as of smaller countries like
New Zealand and Norway, responded to the
manifest problems of poverty in those days.
(...) Early in the 21 century the prospect of
even greater social self-destruction, experi-
enced as an accompanying feature of social
polarisation, looms before us — unless urgent
countervailing measures are taken. Collabo-
rative scientific and political action to estab-
lish a more democratic and internationalised
legal framework to protect human living
standards has to become the first priority.”
(Townsend, p. 19)



What needs to be done?

Based on the data, discussions and concepts
presented above we set out some immedi-
ate next steps which could move us along
the road towards a better life for all:

Raise awareness about what wealth
means, and increase understanding about the
interdependence of poverty, inequalities and
wealth creation, and its social and economic
costs.

Invest in wealth studies, better monitor-
ing and measurement by developing robust
indicators and comparable data on wealth, in-
come and poverty, building on existing data/
indicators. Invest in studies on wealth as well as
poverty and include data/indicators as part of
EU and International monitoring mechanisms.

Focus more research on wealth mobility:
there is a high persistence of wealth across gen-
erations (the rich stay rich — the poor stay poor)
hindering equality of opportunities.

Develop and agree new indicators of so-
cial and economic progress which capture
the key elements of a good life for all and fulfil-
ment of capabilities, through the development
of new indicators beyond GDP.

Make more use of the concepts of social
polarisation and poverty production to
shift attention from the so called ‘new under-
class’ of people in the most extreme poverty to
what Townsend calls the ‘overclass’, and chal-
lenge the dominant neo-liberal economic mod-
el which supports and promotes this widening
division.

Increase research into the effectiveness
of different distribution and redistribu-
tion mechanisms, including into the social/
economic costs and benefits of different tax
regimes and of spending priorities within public
budgets, in view of promoting a fairer distribu-
tion of wealth and capabilities.

Launch a broader, public debate about the
society we want. What constitutes a ‘good life’
for all individuals; defining what governments’
rights and responsibilities should be. Only in this
way can we start to develop a common under-
standing of social and economic justice and to
identify how the world’s wealth can be distrib-
uted in a way that ensures a good life for all.

Building a campaign for a Global Welfare
and Well-being project, pressing for inter-
national mechanisms to ensure fair distribution
of income and wealth and adequate financing
to build an effective social and economic infra-
structure that can guarantee a better life for all.
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