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The articles included in this special issue of the Journal of Income Distribution are a selection of 
papers originally presented at the first LIS-LWS Users Conference, hosted by LIS, the cross-national 
data center in Luxembourg. The conference took place at the University of Luxembourg in Belval, 
Luxembourg, on April 27-28, 2017. The submitted papers underwent a process of blind review, 
and this collection of five articles is the final outcome. Taken as a whole, these articles constitute 
an interesting overview of the ways in which the research community uses the LIS-LWS Databases, 
which provide researchers access to microdata on income and wealth, respectively. 
 
 
Updating the concept of disposable income 
 
Two articles have deepened the concept of disposable income, from different perspectives, and 
explored the implications for inequality analysis. The first one proposes the inclusion of private 
spending on health, while the second considers inter-household transfers, deducting them from 
donor households’ disposable income. 
 
In her article, “Including Private Health Care Costs in Measuring Nations’ Redistributive Effect”, 
Katherine Baird convincingly argues that private expenditures on health should be included in 
studies of the redistributive role of welfare, because institutional diversity leads some countries to 
fully cover health expenses through public coverage, while other countries rely more on private 
spending. Her main finding is that deducting private expenditures from disposable income 
significantly reduces redistributive effects in the second group of countries. She also finds that the 
country-level effect of including private medical expenses tends to be larger in countries with less 
redistributive regimes. There are two relevant issues in this debate. The first is whether and to 
what extent health insurance can be made compulsory, taking into account that plans available in 
the market offer different degrees of risk coverage. The second issue is that health risk insurance 
includes a consumption component that reflects heterogeneity in tastes in the population. 
Conducting welfare analysis in a heterogeneous population is a rather complicated task, which 
cannot be easily solved unless assumptions are introduced with respect to the distribution of 
heterogeneity. Previous studies have preferred to leave private spending on health out of 
redistributive accounting; the current proposal by Baird rests on the assumption that citizens 
would not resort to spending on heath unless forced to do so. However, the border between 
necessary and discretionary expenditures is clearly blurred, both on medical grounds (many 
treatments have yet to be proven effective) and because individuals’ willingness to spend on 
health care varies (think of preventive medicine, which can be purchased in nearly unlimited 
quantities by those who can afford it). Baird is fully aware of these problems, as clearly 



acknowledged, in the final section of the article, when she contrasts public expenditures on health 
with corresponding expenditures on education or housing. 
 
Likewise, in their article on “Informal Transfers in Comparisons of Income Distributions: Lessons 
from Rich and Middle-Income Countries”, Yixia Cai and Martin Evans discuss the role of informal 
inter-household transfers in modifying inequality analyses, especially in middle-income countries 
where imperfect welfare systems do not warrant full insurance against income risks. There are 
various motivations driving these transfers, from alimony in the case of divorce, to remittances 
from migration, to supporting elderly parents. In all cases, as long as these payments are 
perceived as obligations, they de facto reduce the maximum income that can be spent on 
consumption by the donor households. The authors show that deducting private transfer 
payments from disposable income increases inequality, but the effects differ depending on the 
position of donors and receiving households in the distribution. The proposed correction -- 
subtracting outgoing transfers from disposable income of donors -- avoids double counting. They 
apply this correction to households in six countries, three rich and three middle-income; their 
results indicate that the extent of distortion in inequality measurement is slightly higher in the 
latter group (with the corresponding Gini index rising between half and one percentage points). By 
disaggregating the population into subgroups according to family status, age, citizenship, and 
residence, Cai and Evans find that inter-household financial transfer systems tend to be 
progressive in Peru and in the Dominican Republic, while they appear to be regressive in China, 
where poor households experience more economic hardship than affluent households. 
 
 
Advancing new inequality measures  
 
Two articles propose alternative measures of inequality, thus contributing to current debates 
about various dimensions of evolving income inequality. 
  
In the article, “Rising Income Inequality and Living Standards in OECD Countries: How Does the 
Middle Fare?”, by a team of well-known scholars (Stefan Thewissen, Lane Kenworthy, Brian Nolan, 
Max Roser, and Timothy Smeeding), the authors assess how median household incomes and 
income inequality have evolved over the last three decades, in OECD countries. Their main 
argument is that increasing inequality (especially in top incomes) is associated with a decline in 
median income (the “squeezed middle”), although they argue that the causality can run in both 
directions. Their main conclusion is that researchers should complement standard inequality 
indicators with measures of median (equivalised disposable) household income. They argue that 
median income is a useful indicator for living standards (better than the more widely-used gross 
per-capita national income) because it proxies the “perceived welfare” of the median voter.  
 
In their article, “Market and Disposable Top Income Shares Adjusted by National Accounts Data”, 
Thomas Goda and Santiago Sanchez propose a new method for estimating top income shares 
based on the discrepancy between aggregated microdata from household surveys and data from 
national accounts. They distinguish between labour and capital income, and, not surprisingly, find 
that the latter is greatly underestimated in survey data. The authors are cautious, noting that the 
adjusted top income shares should be treated as rough estimates, considering that no objective 
criteria exist to define how much of the income difference between national accounts and 
household surveys should be attributed to top-income households. Their results confirm that, in 
most countries, household surveys tend to underestimate top income shares significantly 
(especially in developing countries), unless the surveys combine interviews with administrative 



data (as in most of the Nordic countries). Most of the top income proposed adjustment occurs due 
to the underestimation of capital income. The average top 10% capital income share as a 
percentage of total capital income increases from 46% to 70% after the adjustment, while that of 
the top 1% changes from 21% to 48%. Their proposed method is easy to implement for countries 
where tax data are not easily available. They also provide a comparison between their method and 
what is reported in the World Inequality Database (WID), which is based on tax data. Goda and 
Sanchez find that some of their imputed top income shares are similar to the pre-tax top income 
shares reported by WID, although some are significantly higher and some are significantly lower. 
Thus, they conclude that, in principle, there is no clear bias in their procedure. 
  
 
Analyzing public financing of social benefit programs  
 
The final article assesses a crucial, but understudied, public policy question: the role that indirect 
taxes play in financing welfare states in high-income countries. 
 
In their article, “Indirect Taxes and Government Inequality Reduction:  A Cross-National Analysis of 
the Developed World”, Vincent Mahler and David Jesuit assess the use of indirect taxes in welfare 
state financing. Their article tackles the apparent paradox that countries that provide more 
extensive inequality reduction, through redistribution, tend to finance social transfers with more 
regressive tax policies. Specifically, these authors find a positive relationship between the share of 
indirect taxes in a country’s GDP and the degree to which pre-government inequality is reduced 
through public transfers, controlling for other types of taxation. The authors conclude that the 
main explanation is political: large indirect tax burdens are feasible because of the combination of 
“fiscal illusion” and the perception that indirect taxes avoid negative macroeconomic 
consequences such as slowing economic growth or deterring investment. Mahler and Jesuit 
conclude with an empirical analysis of the incidence of indirect taxes; they find that, although the 
basic structure of indirect taxation remains regressive, the degree of regressivity is often reduced 
through various forms of tax relief linked to purchasing basic necessities. The authors’ bottom-line 
result is that the regressive effects of indirect taxes are outweighed by the redistribution through 
transfers that these taxes help to finance. 

 
 
 
 
 


