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Five evidences on labour productivity and inequality association in Italy

Roberta De Santis1∗ Valeria Ferroni2

Abstract: In the past two decades, Italy experienced a deceleration in labour productivity growth accom-
panied by persistently high income inequality. In this paper, we analyze five main empirical evidences for Italy
indicating possible common determinants and linkages between productivity growth and income inequality in the
period 1995-2018. To the best of our knowledge, the literature investigating this relationship for Italy is still very
scarce. According to our preliminary exploration, the association between Italian productivity growth and income
inequality between 1995 and 2018 has been mostly negative. This evidence suggests that the gloomy dynamics of
productivity might have been an obstacle to income inequality reduction. There is also the possibility, however,
that income inequality itself was among the causes of the gloomy productivity growth.

Keywords: income inequality, economic growth, Italy

1 Introduction

In the past two decades, Italy experienced a decelera-
tion in labour productivity growth accompanied by per-
sistently high income inequality, suggesting somehow
that there might be an association between the two trends.
One possibility is that slower productivity growth has
prevented inequality from falling but the direction of cau-
sation might be the opposite. There is, in fact, the risk
of a vicious cycle setting in, with individuals with fewer
skills and poorer access to education and “technological”
opportunities confined to work in low productivity jobs.
This situation would reduce aggregate productivity and
further increase inequality.

This issue might be framed in one of the most funda-
mental and controversial issues in economics which is the
relationship between economic performance and equality.
The original theory on the association between inequality
and productivity growth relies on the formulation of the
Kuznets curve.[1] This theory implies that the relationship
between income inequality and growth changes according
to the stage of economic development.
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During the early stage of development, high inequality
promotes growth, while at the later stage high inequality
is associated with falling growth. The same argument
is presented in Barro[2] who suggests that the link be-
tween falling inequality and growth is negative among
poor countries, but positive or insignificant among rich
countries.

In this paper, we contribute to the existing literature
analyzing five main empirical evidences for Italy which
indicates possible common determinants and linkages. To
the best of our knowledge, the literature investigating this
relationship for Italy is still very scarce. Moreover, we
believe that descriptive evidence might be of help in un-
derstanding the various features of the very complex and
multidimensional association between labour productivity
and inequality in Italy.

According to our preliminary exploration, the associ-
ation between Italian productivity growth and income
inequality between 1995 and 2018 has been mostly neg-
ative. This evidence suggests that the gloomy dynamics
of productivity might have been an obstacle to income in-
equality reduction. Data suggest also that income inequal-
ity itself was among the causes of the gloomy productivity
growth.

The paper is organized as follows: in the second para-
graph, we present a survey of the literature on the potential
linkages between productivity and inequality. In the third
paragraph, we describe the trend of income inequality
and labour productivity in Italy and in the main European
partners and in the fourth paragraph, we present five styl-
ized evidences, obtained through the visual inspection of
figures, related to labour productivity and income inequal-
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ity in Italy, in the period 1995-2017, taking a European
comparative perspective. Concluding remarks follow.

2 Human capital and technological changes
as potential linkages between labour pro-
ductivity and inequality

The literature on the relationship between productiv-
ity and inequality following Kuznets and Barro is far
from conclusive and can be roughly clustered into three
categories of studies: i) papers which found a positive
relationship, ii) papers which found a negative relation-
ship and iii) paper which are inconclusive or found no
relationship. What is univocally accepted in the literature,
however, is that productivity/growth and income inequal-
ity have as common determinants the quantity and the
quality of human capital and technological change and its
diffusion (e.g. through globalization).

As for the studies in the first group, one explanation for
the positive association between increasing productivity
and rising inequality lies on the fact that an increased
demand for skills -due to a skill-biased technological
change, which increases productivity - is accompanied
by increasing relative wages of skilled workers.[3] In
fact, slower productivity growth would result in less skill
biased technological change and thus in a reduction in
income inequality.

Differently, the second group of studies suggests that
technological innovations and human capital accumula-
tion might foster productivity growth and create new jobs
determining a fall in income inequality. The direction of
causation, however, might be the opposite. For example,
there might be a negative impact of income inequality on
the ability of potential innovators to fully express their
talent since having low income, they are not able to take
an adequate education path with negative spillover on
productivity at aggregate level.[4, 5]

Recent analyses[6, 7] have found a positive link between
a reduction in inequality and a higher income growth,
acting through many channel (e.g., investment in human
capital of the poor, lower level of indebtedness, higher
aggregate demand). Furthermore, in contrast with the
previous wisdom, Berg et al.[6]) have found that also
redistribution is positive for growth, to the extent that the
amount of redistribution is not too large.

Eventually, there are papers which are inconclu-
sive: they find that growth and productivity are asso-
ciated equally to a reduction or an increase in inequal-
ity,[8] or even question the existence of an inequality-
growth/productivity relationship.[9, 10]

Human capital accumulation and technological change
and diffusion, which affect both income inequality and

productivity, might determine a virtuous or vicious circle
between income inequality and labour productivity. For
example, higher inequality determines under-investment
in human capital by the poorer segments of the society, in-
creasing further income inequality (Evidence from a num-
ber of European countries including Italy suggests that the
demand for labour is polarising at the two extremes high,
abstract skills and low, manual skills with a ‘hollowing
out’ of the middle-skilled jobs dominated by intermediate,
routine skills. Technological progress could lead to a fur-
ther hollowing out of employment and wages OECD.[11])
and affecting negatively productivity growth at aggregate
level. This loop (income inequality-low education-low
productivity-low wages) might be strengthened by techno-
logical change[11, 12](OECD[11] shows that “the distribu-
tion of skills within a population affects the extent of wage
inequality, with differences in wages tending to be lower
in countries where skills are more equally distributed. At
the same time, countries that make better use of their
workforce’s skills tend to exhibit lower wage inequality
and higher productivity growth”.) and by a high elasticity
of intergenerational income.

The nature of technological progress might shape the
slowdown in productivity growth and its impact on in-
come inequality. For example, technological frontier
firms may earn excess returns that have negative effects
on productivity diffusion. These firms will be able to pay
persistently higher wages to their workforce, contributing
to widening wage and income inequalities.

In Italy, even as access to digital technologies has in-
creased strongly, skills to effectively use ICT and drive
associated wage increases have both lagged. Similarly,
the uptake of ICT by smaller firms (which constitute a
large part of the Italian productive sector) has also lagged,
thus contributing to a lagging diffusion of technology
from firms at the frontier, making income inequality per-
sist or worsen.

Goldin and Katz,[3] however, argue that rising labour
income inequality in the late twentieth century has not
been caused by technology alone. Non-technological ex-
planations of rising income inequality include declining
unionization,[13] lower top marginal tax rates,[14] global-
ization[15] and increased low-skill immigration.[16]

3 Income inequality and productivity in
Italy: virtuous or vicious circle?

3.1 Income inequality and labour productiv-
ity in Italy and in the European context

Income inequality, according to Eurostat data, has in-
creased in many European countries over the past two
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decades. The net Gini index (The benchmark for the Gini
index is the equidistribution of income among the individ-
uals that could differ from the social preferences about
income inequality. Thus, an increase of the index could
reflect also a change in the attitude toward income dispar-
ity. Despite presenting some limits, the Gini index is used
to measure inequality in empirical estimates.) computed
on disposable income (income after taxes and benefits)
has been increasing on average in EU countries since the
early 1980s from around 28 to 31, with a subdued dynam-
ics since 1995 (Figure 1). This picture, however, masks
high heterogeneity across countries within the European
Union. Moreover, the global financial and sovereign debt
crises hindered the European convergence process with
adverse effects on income distribution between and within
countries ( Among the main drivers of increasing inequal-
ities in European countries, especially after the creation
of the EMU, there are: i) low labour force participation
rates, ii) persistently high unemployment, iii) fading of
social protection and iv) uneven diffusion of productivity
improving technologies[17, 18]).

Note: In this paper, we use the GINI coefficient from EUROSTAT (EU-SILC). The Gini
coefficient of equivalised disposable income measures the extent to which the distribution of
equivalised disposable income after social transfers deviates from an equal distribution. It is
a summary measure of the cumulative share of equivalised income accounted for by the
cumulative percentages of the number of individuals. Its value ranges from 0 (complete
equality) to 100 (complete inequality).

Figure 1. Net Gini index (after taxes and transfers, Source:
Eurostat.)

In Italy, the level of income inequality, measured by
the net Gini index, was high during the late 1960s and the
early 1970s. As the economy developed, and in line with
the Kuznets curve’s predictions, it gradually decreased
from 0.38 in 1970 to 0.33 in 1980 and 0.31 in 1990. Since
the 1990s, income inequality started to rise moderately
reaching 0.32 in 2008 and then increased further to about
0.33 in 2012, primarily due to the financial and sovereign
debt crises. In fact, the crises, which strongly hit Portugal,
Italy, Greece and Spain, contributed to reduce the income
levels of residents of peripheral European countries espe-
cially with respect to the core countries.[19, 20] Afterwards,

income inequality (measured by the Gini index) in Italy
remained persistently higher than that of France and Ger-
many and lower, with few exceptions, than that of Spain.

Starting with Brandolini,[21] different studies analyzed
various aspects of inequality in Italy. Manacorda,[22] us-
ing the Survey of Households’ Income and Wealth mi-
crodata, found that the rise in inequality since the mid-
1980s was the result of the compression of wage dif-
ferentials operated over the previous years by the Scala
Mobile mechanism. Lilla and Staffolani,[23] analysing
with the INPS-ISFOL database the evolution of inequal-
ity in yearly and daily wages between and within groups
of blue- and white-collar workers, found that between-
group inequality increased in the 1990s as clerical wages
grew slowly, whereas blue collars’ wages remained nearly
constant.

Checchi and Peragine[24] using a new methodology for
measuring the inequality in opportunities and for decom-
posing overall income inequality found that the former
accounts for about 20% of the overall income inequality
in Italy.

Eventually, Jappelli and Pistaferri[25] found that most
of the increase in income inequality in Italy was earning-
related owing to earnings instability rather than to shifts
in the wage structure. They attributed the rising income
inequality in Italy mainly to the changes in labour market
institutions such as the abolition of the wage indexation
system and the extensive market reforms during the 1990s
and 2000s.

It is worth to underline that also the tax and transfer
systems (e.g. redistributive policies) played a key role
in affecting the overall degree of income inequality. In
particular, the Government propensity to reduce income
inequality appears to have been diverse among the four
main European countries we consider.

Looking at the difference between the pre and post
taxes and social contribution Gini index, we notice (Fig-
ure 2) that the redistributive policies seems to have been
more effective in reducing income inequality in France
and Germany rather than in Italy and Spain. Moreover,
in Italy, the difference between the pre and post taxes
Gini indexes (which is a measure of the effectiveness of
redistributive policies) despite the financial and sovereign
debt crises remained almost steady over the entire period
2005-2017.

In that period, fiscal and welfare systems in Italy (and
Spain) were constrained by reduced fiscal space available
and thus the room for redistributive policies was limited.

The importance of redistribution, through taxes and
social contribution should not be undervalued also for its
impact on growth. Conventional wisdom suggests that
redistribution would in itself be bad for growth (e.g. trade
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Figure 2. Difference between Gini index pre and post taxes and
social contributions (Source: Eurostat)

off equity/efficiency). The literature on this issue remains
controversial. Some papers[26] point out that policies that
are redistributive - e.g. spending on health and education,
and social insurance provision may be both pro-growth
and pro-equality. Others are more supportive of a fun-
damental tradeoff between redistribution and growth, as
argued by Okun[27] when he referred to the efficiency
‘leaks’ that come with the efforts to reduce inequality.

Recently, Berg et al.[6] in their cross-country study find
that, in general, redistribution is not harmful for growth.
As we underlined, redistribution might be limited by avail-
able fiscal space and political economy mechanisms and
might be ineffective in contrasting super-earnings also
because of the fear of a high top-job international worker
mobility if a single country increases top marginal tax
rates. Empirical evidence on the impact of redistributive
policies on productivity and growth is controversial.

Also Berg et al.,[6] Cingano,[4] Ostry et al.,[28] and
Brueckner and Lederman (2015) found that redistribution
is positive for growth against the original Okun’s[27] hy-
pothesis of “Big tradeoff” and “Leacky bucket”. Eventu-
ally Brueckner, Dabla Norris, Gradstein[29] evidenced that
increases in national income have a significant moderating
effect on income inequality (reverse causation/virtuous
circle hypothesis).

As for the other side of the coin, in the period 1995-
2017, Italian labour productivity growth was sluggish,
both in historical terms and in comparison to its main
European partners especially starting from the second
half of the nineties. Immediately after the crisis, the level
of Italian labour productivity showed a temporary reduc-
tion (Figure 3) in line with its European partners apart
from few exceptions (e.g. Spain). Since 2009, however,
the other main European countries have showed a solid
rebound that cannot be seen in the Italian data.

The literature provides several different explanations
to the Italian productivity slowdown.[30] As convincingly

Figure 3. Labour productivity (GDP per person employed,
Source: Eurostat.)

underlined by Bugamelli et al.,[30] to explain the Italian
productivity “puzzle” it is necessary to consider all the
alternative explanations/determinants that are “internal”
(i.e. lack of innovation, skills mismatch of human capital,
misallocation of talents and old age of managers) and
“external” (i.e. capital misallocation, labour market, com-
petition and regulation, insolvency regime and business
environment).[31]

In the next paragraph, we provide some evidence on the
association between productivity and income inequality
in Italy in the European context.

3.2 A tale of five evidences at macro level
on labour productivity and inequality in
Italy

Evidence 1. In the period 1995-2018 the association
between labour productivity and income inequality has
been negative in Italy.

Looking at the trends of labour productivity and net
Gini index in the main European countries, it seems that
in Italy the association between productivity and income
inequality in the period 1995-2018 was mostly negative
as in Germany and France (Figure 4 and Figure 5).

In Spain in the period 1995-2010 the labour produc-
tivity was stable while the income inequality displayed a
reduction until 2004 and then a mild increase. In Italy the
negative association between productivity and income in-
equality (increasing productivity associated to a reduction
in income inequality or viceversa), starting from 2012,
ended, leaving both labour productivity growth and in-
come inequality stagnating.

Differently, in France, Germany and Spain, since 2010,
the negative association seems to have intensified. We
need to underline that from the chart 4 and 5 it is not
possible to draw conclusions on the direction of causation
and that the linear association between inequality and
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Figure 4. Labour productivity and net Gini coefficient (after taxes and transfers, index, 1995=100, Source: Eurostat.)

productivity growth represented in chart 5 seems rather
weak and would require a more exhaustively analysis
which is beyond the scope of our analysis.

Evidence 2. In Italy, wage developments did not di-
verge much from those of labour productivity but the weak
performance of the former determined a very stagnating
growth of real wages preventing income inequality from
falling.

In the post crisis period, economic expansion in the
euro area has gathered pace. However, improving eco-
nomic conditions and falling unemployment have trans-
lated only partly into higher wages. Since 2010, produc-
tivity has expanded on average by 0.9% annually while
real wages have risen by just 0.5%.

Figure 6 shows that in the euro area not only after but
also before the crisis there was a substantial decoupling
between productivity and wages. The evidence of a wage-
productivity “gap”, which holds for the euro area as a
whole masks, however, a heterogeneous behaviour across
countries related to cyclical and structural conditions and
to institutional differences (i.e. sector specialization and
wage bargaining systems). In Germany, while labour pro-
ductivity grew at an average of 1.0% per year between
1995 and 2008, real wages declined. In the early 2000s,
concerns about competitiveness, a recession in 2002-2003
and labour market reforms exacerbated wage restraint.
Only in 2011 wages reached their 1999 level while real
productivity has increased by 13% since 1995.

Differently, France experienced a more aligned devel-

opment of productivity and wages in the observed period.
In the early 2000s, France economy has increasingly ex-
panded until 2008. Wages, which registered the highest
acceleration among the four economies, rose by 12.7%
up to 2008 (from 1995). Thereafter, they continued to
grow at a relatively even pace but productivity started to
decelerate, although both measures remained aligned.

In Spain, the economic boom of the 2000s was not
reflected in real productivity and real wage increases for
two main reasons. On the one side, the economic growth
largely depended on the construction and financial sectors,
where productivity gains are either small (construction)
or come in the form of capital deepening rather than
labour productivity gains (finance). On the other side,
high inflation kept real wage increases at a moderate
level.

Moreover, Spain was hit by a double-dip recession,
which led to a significant decline of real wages by al-
most five percentage points from 2010 to 2012. At the
same time, real labour productivity grew at a solid pace,
opening a wedge between the two indicators. When the
economy rebounded in 2013, wage pressures remained
weak due to high unemployment. Labour productivity,
however, continued to improve, resulting in a quite sub-
stantial internal devaluation that strengthened Spain’s cost
competitiveness.

Italy lagged behind with productivity and wages which
were basically flat. Like Germany, Italy experienced a pe-
riod of low growth in the early 2000s. The main difference
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Figure 5. Inequality and productivity growth (1996-2018, Source: Eurostat.)

Figure 6. Labour productivity and wage developments in the
euro area (Source: Ameco databse, European Commission.)

with Germany and France was that labour productivity
also performed weakly with an average annual growth of
just 0.4% between 1999 and 2008. Wage developments
did not diverge much from productivity before or after
2008 but the weak performance of the former implied that
up to 2018 real wages in Italy increased only by 3.6%
with respect to the 1999 levels.

Overall, in Germany and Spain, the phases of wage
restraint led to a substantial decoupling of wages and
productivity. In France and Italy, there was not a mis-
alignment between wages and productivity. Moreover,
labour productivity in France and Germany was already
above the euro area average in 1999 and has grown rel-
atively steady since then. By contrast, in Italy low pro-
ductivity growth and the uneven diffusion of productivity
improving technologies (growing capture of rents by fron-
tier firms) has very likely held back real wages with a
possible impact on income inequality.

The direction of causation, however, as underlined in
paragraph 2 might have been also the opposite even creat-

ing a vicious circle.[4, 5]

Evidence 3. After a decline in the ’80 and in the ’90,
the adjusted labour income share has stabilized in Italy,
with negative spillovers on income inequality.

Across advanced economies, the share of national in-
come paid to wage earners has declined, although not uni-
formly, since the 1980s (Figure 8). In Italy, the adjusted
labour share, starting from the second half of the nineties
ended its decline and started to fluctuate around the value
of 53%. This evidence corroborates the previous stylised
fact stating that, in the period under observation, there
was not a misalignment between productivity growth and
real wage growth.

The suggested explanations in the relevant literature
for the decline in labour income share include capital ac-
cumulation,[14] automation of tasks previously performed
by labour[32] and the rise of superstar firms[33](Kehrig and
Vincent 2017). Research by the OECD[7] has also found
that the decline in labour share in European economies
was primarily due to a decline in labour share within sec-
tors, rather than a compositional shift between labour and
capital-intensive sectors.

There is evidence for the European economies that
declining costs of automating routine tasks have caused
a polarization of employment and wages along the skill
spectrum.[34, 35] This evidence also strongly suggests that
the decline in the aggregate labour income share has been
borne disproportionately by middle-skilled workers.

Thus, the impact of technological advancement and par-
ticipation in global value chains on the aggregate labour
share in advanced economies comes through a reduced
share for middle-skilled labour.
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Figure 7. Labour productivity and wage developments (Source: Eurostat)

Note: The adjusted wage share is calculates as % GDP at market prices ant it is equal to:
[(UWCD : NWTD) : (UVGD : NETD)] × 100 where UWCD = Compensation of
employees, total economy Compensation of employees includes wages and salaries and
employers’ social contributions; NWTD = Employees, persons; all domestic industries
(National accounts) NETD = Employment, persons; all domestic industries (National
accounts); UVGD = Gross domestic product at current market prices, Domestic concept,
included are residents as well as- non-residents working for resident producer units.

Figure 8. Adjusted income wage share (Source: Ameco dataset,
European Commission)

This finding corroborates existing evidence for Euro-
pean economies that automation and import competition
and offshoring have led to long-term losses in middle-skill
occupations and displacement of middle-skilled workers
to lower-wage occupations with adverse effects on income
inequality. As shown in Figure 9, lower labour income
share seems to be associated with higher income inequal-
ity (measured by Gini coefficients), in Italy, Germany and
Spain.

It is worth noticing that many European countries in-
cluding Italy, together with the decline in the labour’s

share of national income, have experienced a slowdown
in aggregate productivity. Interestingly, in a recent paper,
Grossman et al.,[36] suggest that the productivity slow-
down itself might have caused the decline in labour’s
income share with negative spillovers on income inequal-
ity.

Evidence 4. The very high Italian intergenerational
income elasticity generates persistence in the negative
feedback loop low education-low productivity-wage in-
equality with negative spillovers on productivity and in-
come inequality.

According to available intergenerational income elas-
ticity (IGE) rankings[37] (These rankings have been also
confirmed by recent studies on EU countries that, instead
of computing the intergenerational income association,
have analysed the association between parents’ socio-
economic characteristics (e.g. education and occupation)
and children’s midlife earnings.[38] The estimates of the
intergenerational earnings elasticity are derived from pub-
lished studies, adjusted for methodological comparability
as described in the appendix to Corak,[37] updated with
a more recent literature review reported in Corak.[37] As
for Italy, the data is taken from Barbieri et al.,[39] while
Nordic European countries are the most mobile (lower
values of the IGE), the UK and Southern European coun-
tries are among the countries with the highest estimated
values of the IGE (β > 0.40).

Italy is among the worst performing developed coun-
tries with regard to intergenerational mobility (Figure
10).

In countries characterised by a high IGE, a significant
association between parental background and children
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Figure 9. Labour wage share and Inequality (Source: authors’ elaboration on World bank and Solt, 2016.)

Figure 10. The “great Gastby” curve (various years)[37, 39]

earnings persists even if children’s educational and occu-
pational achievements are controlled for. This evidence
suggests a potential role in the intergenerational trans-
mission process of background-related factors (i.e. social
connections).[38]

A recent work[40] underline the role of equality of
opportunity in mediating this relationship. In societies
where opportunities are unequally distributed (i.e. mate-
rial circumstances of parents are binding constraints on
the opportunities available to their children) income in-
equality exerts a greater drag on productivity and growth.

Any increase in income inequality tends to become per-
manent, limiting the investment opportunities (for exam-
ple in education and technology) available to low-income
earners, thereby hindering long-term aggregate growth.
Aiyar and Ebeke[40] find that the higher the degree of in-
equality of opportunity, the more detrimental is the impact
of an increase in income inequality on growth.

The main transmission mechanisms among IGE, in-
come inequality and productivity are three: i) unequal
access to education, ii) unequal access to labour mar-
kets which is often divided between protected ‘insiders’
and unemployed or precariously employed ‘outsiders’.

An increase in income inequality will tend to affect the
outsiders, with hysteresis effects translating this into a per-
manent output loss; iii) unequal access to finance which
can prevent low-income people from entrepreneurship op-
portunities and human capital investment, with a negative
impact on growth.

Evidence 5. Increasing “top” and “bottom” inequality
in Italy had additional adverse consequences for produc-
tivity and growth.

It is worth to underline that the Gini index is an ag-
gregate measure of income inequality. Different forms
of inequality evidenced by a more disentangled exam
might display different consequences for productivity and
growth[41](A key point here is that if the influence of
income inequality on economic growth is not only a func-
tion of the spread of the distribution but also of its shape,
inference based on estimated inequality coefficients could
be misleading. It is a well-known fact that these inequality
indices could summarize different distributional config-
urations in the same way and thus mask the underlying
patterns. More precisely, and focusing on the e Gini coef-
ficient in this argument, inequality could be concentrated
at the top of the distribution in one case or at the bottom in
another. The value of the Gini coefficient however could
be the same in both cases.). For example, a high num-
ber of individuals at the bottom of the income distribu-
tion with constraints on their human capital accumulation
might reduce more labour productivity.

In order to perform a preliminary exploration in this
direction for the four main European countries, we re-
placed the Gini index of inequality with the top 10% and
the bottom 50% averages income shares. These measures
give an indication of the relative distance between the
two points considered, at the top or bottom end of the
distribution.

In a large majority of European countries since 1980,
top earners have captured an increasing share of national
income (It is controversial in the literature if an increas-
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Figure 11. Income inequality in the main European countries (Source: World Inequality Database)

ing share of income got by the richest might trickle down
increasing investment, productivity and growth of the
whole population.[42]). Top 10% income shares in South-
ern Europe were slightly higher than in other regions in
the 1980s, but increased less. Starting from the second
half of the ’90, income gaps widened in Italy but remained
stable in Spain.

The growth trajectories of different income groups sug-
gest that inequalities in European regions have mainly
risen at the top of the distribution with country-specific
trajectories (Figure 11).

Germany and France witnessed increasing inequalities
at the top of the distribution. The top 10% share mainly
rose in Germany in the 2000s and remained more stable in
France over the period. Starting from the ’90 differences
in standards of living between residents grew rapidly in
Italy, while they remained approximately stable in Spain.
In Italy, the composition of top incomes changed since the
1980s: the share of labour incomes (from employment,
self-employment and pensions, i.e., deferred wages) in-

creased (Therefore, “a new class of working super-rich,
made up of professionals, top executives, CEOs (espe-
cially in the financial sector), and show business and
sport superstars (Atkinson et al., 2011), emerged, and
the labour market has become a place where extreme
inequalities develop”[42]).

The unequal distribution of income within countries
seems to have had an adverse impact on productivity
although, as we underlined in the second paragraph, the
empirical evidence on the impact of redistributive policies
on productivity and growth is still controversial in the
literature.

4 Conclusions

According to our preliminary exploration, in Italy, the
association between labour productivity and income in-
equality in the period 1995-2011 has been mostly negative
suggesting that, overall, increasing productivity might di-
minish income inequality. This evidence suggests that the
gloomy dynamics of productivity was likely to be an ob-
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stacle to the reduction of income inequality. There is also
the possibility that income inequality itself was among
the causes of the lack of productivity growth because of
the related under investment in education and the uneven
diffusion of productivity improving technologies.

After 2012, both productivity and income inequality
have displayed a substantial stagnation remained stuck in
a sort of vicious circle. In the period under observation,
wage developments did not diverge much from those
of productivity but the weak performance of the former
determined a very moderate growth of real wages that
might have contributed to keep income inequality high.

The common determinants of gloomy productivity and
high income inequality were related to cyclical and struc-
tural conditions and to institutional factors in the frame-
work of the globalisation process. It is worth noticing
that differences in human capital accumulation and tech-
nology diffusion are among the main culprits of income
inequality in Europe and in Italy and also the main deter-
minants of productivity growth (sluggish in the case of
Italy).

Overall, preliminary evidences suggest the possible
presence in Italy of a vicious circle “low productivity -
high income inequality low productivity” reinforced by
the fact that Italy is among the worst performing devel-
oped countries with regard to intergenerational mobility.

In fact, intergenerational effects generate persistence in
the negative feedback loop low education-low technology
access-low productivity-wage inequality-high income in-
equality with negative spillovers at aggregate level on
productivity and income inequality.
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