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Abstract
The paper examines three issues in the identificaif a possible “middle class” using data
from LIS. It considers first definitions based pgyren income, examining the rationale for
different approaches and illustrating the implicas for changes over time. It argues that any
interpretation in terms of “class” requires the mx@ation of dimensions other than income.
The second part of the paper considers the connposit income and the role of property.
Drawing on the sociological literature, the thimrpnvestigates what can be said about the
role of occupations.
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“There is no shortage of talk about the middle slas
(say, the middle 60 percent of income recipients).”
(Robert Solow on cover of Estache and Leipziger,
2009).

1. Introduction

There is considerable interest, as Robert Soldesnan the “middle class”, both
within countries — our focus here — and world-wi@leere is however a certain penumbra
surrounding the definition. “Middle class” has matiferent meanings. In this paper, we
consider three of the many possible ways in whichay be identified, and explore how far
they can be implemented using data from the Luxemgmcome Study (LIS) and its twin
Luxembourg Wealth Study (LWS)Eirst, in sections 2 to 4, we examine definitibased
purely on the dimension of personal income, on twiihere has been a large economics
literature. In seeking to ground the concept morely in social relations, we are going back
in time; in section 5, we go further back to thassical economists, who saw class as rooted
in the sources of income, and the role of propanty wealth. Economists have however been
criticised (recently by Goldthorpe, 2009) for owmphasis on income, and for neglecting the
more fundamental differentiation implied by the o$¢he word “class”. Sociologists have
emphasised the social stratification embodiedboda market relations. In section 6, we
investigate the occupational structure, as fat ean be studied using LIS data. The main
conclusions are summarised in section 7.

2. The income dimension: A fixed-size middle class

Interest in the middle class appears to stemiinfigan the perception that
distributional studies have focused on the pooonatend, and on the rich, at the other end,
leaving out the middI2 Solow’s reference to the “middle 60 per cent” cbioé interpreted in
this sense, being bracketed between the bottone20emt (at-risk-of-poverty) and the top 20
per cent (the well-off). The European Union (EUgsigs its main income inequality measure
the ratio of the income share of the top 20 pet teethat of the bottom 20 per cent. Transfers
away from the middle 60 per cent could, if madeoprtonately, leave the measured income
inequality unchanged. They are the “forgotten” nkedd

The analysis of the entire income distributiond aot only of changes at either the
bottom or the top, is indeed revealing. Figuredores the income shares of the middle 60 per
cent of the population, ranked by increasing incotmgether with the shares of the bottom
and top 20 per cent, in 14 countries around 1985 ghnel) and 2004 (right panéiThese

2 Data and measurement hypotheses are describleel Appendix.

% The recent resurgence of interest for top incomespciated with the use of tax data for the langanalysis
of income distribution (e.g., Atkinson and Pikegys., 2007, 2010), may have reinforced this peimep

* The LIS procedures are such to maximise crosstopaamparability for the same wave of data (eagye VI
for data around 2004). This implies that the eviderends to be less reliable for changes over ttiaue for
comparison across nations, as data cannot bedraateontinuous time series (Atkinson, 2004). Tis
especially true for such a long period of time,idgiwhich the LIS procedures have been refinechue not
always been brought backwards, most surveys hadergone revisions in methods and definitions, &ed t
original surveys included in the database may lchamged (which is the case in Austria, Canadaled/hited
Kingdom). An instructive example of the importardeevisions in survey methods is provided by tharp rise



two years are chosen as they span a period of atmoslecades, characterised by radical
economic and political changes, from the globabsato the ICT revolution, from the end of
the experiment of the planned economy to the relm@ent of welfare states. On the other
hand, we should be cautious to infer long-run tsefindm the comparison of two years: first,
results are sensitive to the pair of years chostich may reflect different business cycle
conditions; second, these years do not necessaiilgide with the critical junctures that
identify the relevant episodes in the long-run deanin the distribution of income (Atkinson,
1997). Indeed, the debate on the disappearante ohiddle class in the United States was
spurred by the evolution until the mid-1980s: thalgses of household incomes by Bradbury
(1986) and Horrigan and Haugen (1988), for instanoasidered the periods 1973-1984 and
1969-1986, respectively, while the studies of latearnings by Lawrence (1984), Bluestone
and Harrison (1988) or Beach, Chaykowski and S&(89©97) focused on the periods 1969-
1983, 1963-1986 and 1968-1990.

The 14 countries in Figure 1, selected among tharsehich suitable data are
available in the LIS database, cover a wide spectiipolitical, institutional and economic
arrangements: Austria, Canada, Denmark, Finlamdi-dderal Republic of Germany
(including eastern Lander in 2004 but not in 1984)y, Luxembourg, Mexico, Norway,
Poland, Sweden, Taiwan, the United Kingdom, andthiked States. They are ordered, from
top to bottom, by increasing size of the incomeaeala@cruing to the middle class. The
ranking has a familiar pattern: in 2004 the Nomiions are at the bottom, preceding the
corporatist European countries; Canada, Taiwargrfélohnd Italy come next, followed by the
United States and the United Kingdom; Mexico is¢bantry with the smallest middle (and
bottom) income share. The difference is sizeabhkeUUK and US middle class seize a share
of total income which is about a tenth less that i their Nordic counterparts.

The ranking of Figure 1 closely resembles thefonad using summary inequality
measures like the Gini coefficient (e.g., Brandadind Smeeding, 2009). There is an
interesting switch of positions between the two lAg§axon countries, as the income share
of the middle 60 per cent is slightly lower in tdaited Kingdom, whereas inequality is
higher in the United States because of the widprogdween the bottom and the top. The
pattern is similar but far from coincident for tthstribution around 1985. Poland, still a
planned-economy at the time, is in the middle, /fiidiwan and Italy are higher up in the
ranking. This reshuffling in country ranking refle¢he different patterns during the period
(Figure 2). Italy and Taiwan show a small decreaske income share of the middle 60 per
cent, whereas the United Kingdom and the UniteteStaxhibit the largest falls (which are
however smaller than the difference between thesecbuntries and the Nordic countries in
2004). The main evidence of Figure 2, howevehas between the mid-1980s and the mid-
2000s the middle class lost income shares to theftb®f the richest top fifth in all countries
but Denmark.

3. Fixing income boundaries for the middle class

The approach discussed in the previous Sectiatsttbe definition of middle class in
terms of the cumulative distributioR(y), wherey denotes (equivalised disposable) income,
or the “people space” in Foster and Wolfson’s ()388minology. The middle class are those
betweerF; andF; in Figure 3. However, it is not obvious why we glibtakeF as the

in measured inequality attributable to the tecHribanges implemented in the US Current Popul&iavey
between 1992 and 1993 (Ryscavage, 1995; Burkhatsér, 2009).



primitive concept. Indeed, such an identificatiates out any discussion of the size of the
middle class. The middle class cannot “shrink” exgand”.

We turn therefore to definitions that trgeds the primitive concept: people are in the
middle class whose income lies betwgeandy,. The economics literature is said to be
“converging” (Ravallion, 2010, p. 446) on the défon of these income limits relativefyas
75 per cent and 125 per cent of the median. g they rationale for these limits?

The lower cut-off has a natural linkage with tlowegxty threshold. Indeed, the Census
of Population conducted in Sweden in 1810 contathedollowing specific instructions for
officials about how to define classes:

“In order to determine the various statuses ofedg@f households, those who could
be calledrich are those who have a surplus of about 500 rixadoih excess of their
annual expenditure; thmoderately richare those who have less, also those who for
their sustenance do not need to incur debtspdloe are those who manage not
without difficulty: they also include property owrsewho are in debt in excess of their
assets; thdestituteare those who have to be sustained by gifts anttibations from
others” (cited by Soltow, 1989, p. 47).

This may lead us either to accept “...the premiserthddle class living standards begin
when poverty ends”, as put by Ravallion (2010,4%)4or to take instead a more
conservative approach and fix a level so as “...suenthat the lower endpoint of the middle
class represents an incosignificantly above the poverty leVehs suggested by Horrigan
and Haugen (1988, p. 5). Thus, in the EU, the forenigerion would bring us to identify the
lower bound with the at-risk-of-poverty line, s€68 per cent of the median, whereas the
second criterion would rationalise the 75 per cemoff as defining the “margins” of poverty
as plus a quarter the at-risk-of-poverty line. fiddle class can then be said to be those
“comfortably” clear of being at-risk-of-poverty.

On the contrary, use of 125 per cent of the medsan upper demarcation has little
evident rationale apart from that of symmetry. fddle class range is in fact relatively
short in proportionate terms: 125 is 5/3 timesl7the lower group had the same
proportionate range, then it would extend from ébgent to 75 per cent of the median. Yet
we know that there are a significant number of peepth incomes below 40 per cent of the
median. At the other extreme, it seems unrealistsuppose that a third or more of the
population falls in the “upper class”, as foundArgssman (2007, p. 187, Table 2) by
applying the 125 per cent cut-off to LIS data. Bylagy with the rationale just discussed for
the bottom cut-off, which implies that there exiat4dower middle class” made of people
whose income is in the range 60 to 75 per cerftefriedian and who are neither poor nor in
the middle class, we could however postulate tiexetis an “upper middle class” between
the middle class and the rich: by taking the 125cpat cut-off to be a quarter less than the
income level that identifies the rich, then the icip“richness line” would be equal to 167
per cent of the median. (This would amount to partithe population into five rather than
three income groups.)

By using the 75 and 125 per cent cut-offs we thratt the middle class would include
at most half of the population in the 14 countdeasidered here around 2004; it would be as

® Absolute income limits are more common in analysfeie middle class in developing countries ahat
global level (Milanovic and Yitzhaki, 2002; Banegjand Duflo, 2008; Ravallion, 2010), but were alsed in
earlier studies for the United States (Bradburgét Horrigan and Haugen, 1988).



small as one fourth of the population in Mexicod aemewhat less than a third in the United
Kingdom and the United States (Figure 4). As a equsence, the upper income group would
account for a population share ranging betweene2 zgnt, in Denmark and Norway, and 39
per cent, in Mexico. Even splitting this group aadting the richness line at 167 per cent of

the median as above, the rich would still compaiseost 20 per cent of the population in the
United Kingdom and the United States, and well &ibin Mexico.

If the middle class is to be distinguished frora thch”, a much higher cut-off than
125 per cent seems to be required. The resultsaifka and Frick (2008, p. 22, Figure 4) for
Germany in 2006 show that one has to go above é66gmt of the median to enter the top
20 per cent: indeed, they choose this income les¢he upper limit of the middle class (and
70 per cent of the median as the lower limit). ReiSchaefer and Scheicher (2008, p. 15)
further raise the richness line at twice the medsgecifying that it is “arbitrary but common
practice”, whereas Brzezinski (2010) also consitiees equal to three and four times the
median. Danziger, Gottschalk and Smolensky (1988hd the rich as families with incomes
more than nine times the poverty line; Rank andgd¢til (2001) raise this multiplier to ten.
With a US poverty line approximately one third loé tmedian disposable household income
(Smeeding, 2006, p. 71), these values implies-@#w@round 300 per cent of median
income. How can these choices of the upper demandatvel be justified?

Use of a relative measure is common. Over a cgafyw, Watkins argued that the
definition of “rich” is essentially relative: “thech of former days would not even be
‘respectably poor’ in New York City to-day” (190@p. 3-4). So/, could be taken as rising
with the median (or mean). But what percentagéeimedian should be taken? The criterion
considered here is the capacity to employ anotbesgn (for personal services, child care,
etc.). Suppose that the person employed has asdiBjgmincome equal to the poverty line.
The gross cost would be 60 per cent of the medagst(1+), wherer is additional
employment cost. The second parameter is the gropaf total income spent on such
personal services, denotedtbylhe upper threshold is then @/0 times 60 per cent of the
median. So that values oaind6 equal to 25 per cent imply a cut-off of three tintlee
median. Lower values far(for example where the outlay is tax deductibbeply a lower
cut-off; lower values oé imply a higher cut-off. Se=0 and6=0.20 imply that the cut-off
would again be 300 per cent of the median;tb0t10 and=0.33 would give a cut-off of
200 per cent of the medi&n.

As we raise the upper cut-off to 200 per cenhefrhedian the size of the middle class
increases considerably: it reaches 71 per centan@navian countries, and exceeds half of
the population even in countries where incomesletebuted more unequally like Italy, the
United Kingdom, and the United States (Figure B Share of the well-off would still be
above 10 per cent in the these three nations;uldviall to 3-4 per cent only as the upper cut-
off is raised to three times the median. All in Atbwever, the ranking of the 14 countries is
little affected by fixing the upper demarcatiorelialternatively at 125, 167, 200 or 300 per
cent of the median, and the resulting sizes ofrittlle class are highly correlated.

What do these estimates tell us about the evolutidghe middle class? According to
all four upper cut-offs, since the mid-1980s theldhe class would have shrunk in ten
countries and would have expanded in two otherleaksults are mixed for the remaining

® Medeiros (2006) proposes to define the richnessdtarting from the amount of income that would be
necessary to wipe out poverty. Thus, the richriass$ a level of income such that the sum of afspnal
incomes in excess of this level exactly matchesatgregate poverty gap. The problem with this dfimis
that the affluence score would fall whenever a gowveent reduces poverty: but countries that do arelthis
account may still have a rich upper class.



two (Figure 6, bottom panel). In some nations tkterg of the variation depends noticeably
on the cut-off definition, suggesting different teahs of change of the underlying
distribution. The size of the shrinkage varies asngations, but the fact that it shows up in
the majority of the countries may reinforce theaams of those who fear that the middle
class is (gradually) disappearing. Is this worrylsieunded? To some extent, the answer
depends on the simultaneous changes in the propsmif the poor and of the rich.
Regardless of the level of the upper cut-off, irtext countries where the middle class shrunk
both proportions increased, indicating that incahséribution polarised. Yet, the top panel of
Figure 6 shows that, with few exceptions, the sbétbe rich went up more than that of the
poor, so that the overall net change was towargisehirather than lower income ranges. Italy
stands out as the only country where there wastarsim the top to the middle together with
a (more moderate) shift from the middle to the doott

4. Endogenous income limits and polarisation

In his study of the shrinking middle class hypasteen the United Kingdom during
the 1980s, Jenkins (1995, p. 410) argues that@ersg the entire income distribution by
means of kernel density estimates may reveal irdtion that would be missed by using a
specific middle class definition, such as the thet “... the shift away from the middle was
asymmetric, with the increase in density within tingher income ranges much greater than
the increase at the lowest income ranges”. This isiéurther developed by Burkhauser et al.
(2009) who use kernel density estimation to comg@aencome distributions of the United
Kingdom and the United States. The comparison@fribguency density functions for 1979
and 1989 enable them to identify two intersectiamsl to show that during the decade the
middle mass shifted towards both the left and rigls, but disproportionately more towards
the higher incomes in both countries. These inttises are located at 33 and 130 per cent of
the UK median income, and at 24 and 158 per cetiteoUS median income in 1989. There
IS no reason to assume that these income leveth@se delimiting the middle class: but they
tell us that, in those two specific episodes, atgopair of cut-offs would yield a lower
absolute reduction of the size of the middle cld&se interestingly, if both lower and upper
cut-offs are set sufficiently higher than theseome levels, one may find that the size of the
middle class did rise rather than decline.

This example illustrates that the arbitrarinesargf delimitation of the middle class
may lead to contradictory results. This is showFRigure 6 by the cases of Norway and lItaly,
where the variation in the share of the middlestadsanges of sign as the upper cut-offs is
raised, even in a non-monotonic fashion in Italye Bearch for the conditions under which
an unambiguous judgement can be reached stimfatdr and Wolfson’s (1992) analysis
of “polarisation”, a concept which tries to capttine spreading away from the median that
underlies the phenomenon of the vanishing mid@le<tlin addition to exploring partial
orderings generated by polarisation curves, FaesténVolfson (1992) also proposed an
index based on these curves. Figures 7 reporishidnege in this index, in the version used by
Wolfson (1994), between the mid-1980s and the ni@de2 for the 14 countries of our

" In a different approach, Esteban and Ray (1994 )ater Duclos, Esteban and Ray (2004, p. 1747)
characterise polarization as “... the interplay of farces: identification with one’s own group arig@ation
vis-a-vis others”. They focus on pure income pgkion, so that the clustering of population isellasn the
comparison of income levels only, but they conjeetbout the possible extensions to pure socialrisation
measures, where income plays no role, and to hybe@sures. In this context, social classes areoggmbusly
identified”.



sample. The evidence of this Figure is broadlyna ith that of Figure 6: income
distribution polarised in all countries except kdexico, Norway, Denmark and Italy. The
results in Figure 7 also show that inequality aokhpsation are two interconnected but
distinct phenomena, as their variations differedir@ and even moved in opposite directions
in three countries.

5. Property and the class structure

The instructions for the Swedish Census of 181@weased on the ability to make
ends meet, taking as a reference the necessamatgre. Nothing in those instructions
implies that income should be the only variabledusethe class definition. Rather, the
reference to debts seems to suggest a broadermptari@onomic resources, incorporating
income and wealth and the possibility to accesditcre

Income is a good proxy of living standards, busft represent the full amount of
resources on which individuals rely to cope with tieeds of everyday life and to face
unexpected events. Real and financial wealth aksttens. Individuals may have earnings
below the poverty threshold and still reach a destandard of living thanks to their past
savings. A sudden income drop need not resultieidiving conditions if they can decrease
accumulated wealth, or if they can borrow. On ttikephand, income can be above the
poverty threshold, yet individuals can feel vulideasbecause they have no savings to face an
adverse income shock. Assets and liabilities anddmental to smoothing out consumption
when income is volatile, playing an insurance iotertwined with that of private or public
formal insurance mechanisms. More fundamentally pibssession of tangible and intangible
assets is a major determinant of personal longer{eospects. The chances in one’s life
depend on the set of opportunities open to an iddal, which are, in turn, a function of her
or his intellectual and material endowments. Inghesence of capital market imperfections,
individuals with low endowments may be stuck inoxgrty trap. Conversely, a minimum
endowment may reinforce the sense of responsilofitgdividuals and their attitude to
pursue more efficient behaviours (Bowles and Girdig98).

Are these considerations relevant for the detnibf the middle class? They probably
are. The condition of being comfortably clear & tisk of poverty hinges on the buffer
stocks that would prevent people from falling iptaverty should something go wrong. One
way of accounting for this is to look at “asset-pdy”. While income-poverty refers to a
static condition where income is insufficient tointain the minimally acceptable living
standard, asset-poverty captures the exposure tosththat this standard cannot be secured,
for some period of time, if income suddenly falageman and Wolff, 2004; Brandolini,
Magri and Smeeding, 2010). According to this défam, the asset-poverty line may be taken
to coincide with a fraction of the standard incopmererty line: by setting this fraction at one
half amounts to require that wealth holdings afécent to maintain the individual at the
standard of living corresponding to the povertglfor at least six months.

The concept of asset-poverty is useful becausiagtes out persons who may
experience some difficulty in coping with a negatevent. The associated sense of
precariousness may be at odds with that of sedindtyis often seen as an attribute of the
middle class. In the context of this paper, we thay use the measure of asset-poverty either
to identify which part of the middle class is metgnerable or, more radically, to reduce its
size by excluding the asset-poor individuals frésranks.

The importance of this issue may be examined gnwef the LWS database which
contains household-level data on both income aradtlvéor ten rich countries. Given data
availability, we have selected five countries: Gany, Italy, Norway, Sweden, and the



United States. Data for the United States come #atifferent survey from that included in
the LIS database, while those for the remaininghtries are drawn from the same original
source, although for a slightly earlier year (extdepltaly). In spite of these differences,
results are reasonably close to those presenthbeé jprevious sections: the larger share of the
middle class is observed in the two Scandinaviamti@es, followed by Germany, then ltaly,
and finally the United States, regardless of thellef the upper income cut-off (Figure 8).

Household-level information on wealth is generadlguted to be of lower quality than
that on income; moreover, the degree of standdroisaf definitions and collection
procedures is low. Therefore, cross-country coniphirais far from perfect, despite the ex
post harmonization carried out at LIS. In particuiehas to be noted that wealth may be
relatively understated in Norway, owing to the \aian of real property on a taxable rather
than market basis, and in Germany, where certamstare only recorded for values
exceeding a minimum level. To define asset-powsdyconsider both financial assets alone,
which include assets that can be easily moneterdl,"net worth”, which includes all
marketable assets net of all debts (excluding #heevof business equity, because unavailable
in some countries). Following Haveman and Wolffq20p. 151), the former can be seen as
an indicator of “emergency fund availability”, whithe latter is an indicator of “the long-run
economic security of families”. Coherently withghnterpretation, to measure asset-poverty
we take a shorter reference period for financiaktssthan for net worth: three vis-a-vis six
months (which correspond to asset-poverty threshedgial to one fourth and one half of the
income poverty-line, respectively). The result&igure 8 show that a considerable
proportion of middle class individuals are assetrp@Vhen cut-offs are set at 75 and 200 per
cent of the median, about half of middle-class Garsnand Americans do not have enough
liquid assets to sustain their standard of livintha poverty line for at least three months:
these proportions fall to a third or less whenfteais is on net worth. In all five countries,
the size of the middle class would be significantly, should we exclude asset-poor
individuals. The effect is less pronounced in Italgpecially when net worth is considered: it
reflects the pervasiveness of home ownership datively high housing prices, but also the
segmentation and low generosity of public incomgpsut schemes that induce people to
accumulate precautionary savirigs.

In brief, accounting for wealth helps to qualifyrply income-based definitions of the
middle class and tends to affect international camspns. We have focused on the role of
assets in protecting people’s standard of liviregrfra sudden drop of their earnings, but other
aspects may be relevant from the perspective otifgang the middle class, such as the role
that wealth plays in sustaining upward mobility.

6. Class and occupation

The link between income and employment positiaamidoubtedly close, and both
variables can contribute to draw the class digtinst Yet, their conceptual primacy varies
across disciplines. As seen, economists tend teerfrom the former to the latter. In their
study covering 13 developing countries around tbddy Banerjee and Duflo (2008) define
the middle class as comprising all households widlaily per capita expenditdrging

8 The balance between private wealth and publicamse is closely linked to the encompassing naifire
welfare state institutions as discussed by Korgi Balme (1998).

° In the context of this paper, expenditure andime@an be taken as close substitutes, alternatiielyen
mostly on the basis of empirical considerations.



between 2 and 10 dollars at purchasing power paritind then proceed to examine the
features that characterize consumption, investneelucational and occupational patterns
relative to the poor and the well-off. The conatumsis pertinent to our discussion, and worth
guoting at length:

“Nothing seems more middle class than the factwiry a steady well-paying job.
While there are many petty entrepreneurs amongttidle class, most of them do
not seem to be capitalists in waiting. They runifesses, but for the most part only
because they are still relatively poor and evetiglbit helps. If they could only find
the right salaried job, they might be quite conterghut their business down. If the
middle class matters for growth, it is probably hetause of its entrepreneurial spirit”
(Banerjee and Duflo, 2008, p. 26).

Most sociologists would take the other way rowama focus on the positions in the
labour market to fix the demarcation lines acrdasses. Social differentiation may be
specified in terms of occupational prestige antustaithin a “social-hierarchy approach”, or
in terms of the employment relations entailed ®ygbsition of individuals in the productive
process within a “class-structure approach” (Enkand Goldthorpe, 2008, pp. 28-35).
Goldthorpe and McKnight (2006) adopt the second@ggh and show how the employment-
based class position impinges on individuals’ eomiesecurity, economic stability and
economic prospects. As regards the last dimenBomstance, they compare age-earnings
profiles for British full-time employees, and condé that there exist clear class differences
that have been made “more rather than less appdperif26) by the changes occurred
between 1975 and 1999.

Wave VI of the LIS database contains a much imgdosoverage of labour market
variables. However, original sources were not efligned to provide a careful description of
labour market status, not even for the main respond hus, the variable “occupation of the
household’s head” (D14), that would provide th@rnfation needed in the class-structure
approach, presents as many as 496 different caegorthe United States and 280 in
Germany, but is missing for Italy and Sweden. Rerlast two countries, the variable “skill
level in employment of the household’s head” (SKHID) constitutes a reasonable substitute,
although national specificities limit its cross-otty comparability, as apparent from Table 1.
Possibly for this unavoidable patchwork naturerowutine is available, to our knowledge, to
compute standard social classifications from tH& data, which is instead the case of other
comparative project like the European Social Sufgeg Leiulfsrud, Bison and Jensberg,
2005). For the four countries just mentioned weehaied to reconstruct the simplified
version of Goldthorpe’s classification to studyatgerlapping with an income-based class
partition. No need to say that this exercise mastden as tentative.

In Golthorpe’s simplified classification, the “ermediate class” comprises routine
nonmanual employees, lower-grade technicians, sigoes of manual workers and small
employers and self-employed workers; it is distinoin the “working class” (skilled and
unskilled manual workers, low-skilled routine nommal workers), on one side, and the
“salariat or service class” (all professionals, adstrative and managerial employees,
higher-grade technicians), on the other (Tabl&\®&).apply this classification, by combining
the information on occupation (Germany, the Un&eattes) or skill level in employment
(Italy, Sweden) with that on the status in emplogt{(@CTIVHD), only to active
household’s head. Results are therefore not corblgai@ those presented above. According
to this classification, the intermediate class aote for between 51 per cent in Italy and 63
per cent in Sweden; Italy appears to differ from dther countries, also for the higher share



of the working class and the lower share of theiserclass (Figure 9). If we focus on the
middle class identified on the basis of incomengshe same cut-offs as before but applied
to the median values for the restricted group afsletiold’s heads, we can observe that in all
countries it includes a sizeable proportion of vagkclass, together with some proportion of
individuals in the top class (Figure 10). The sbsigtification by occupation and the
clustering by income levels do not coincide.

7. Conclusions

The relationship between class and income digtabwgoes back to the origins of
economics, at least to the famous opening of Raéafrinciples of Political Economy and
Taxation(1821) that the principal problem in political @oony is to determine the laws
which regulate the distribution of “the producetlué earth among ... the proprietor of the
land, the owner of the stock of capital necessaryt$ cultivation, and the labourers by
whose industry it is cultivated”. At that time nitay have been reasonable to suppose that
there was a close correspondence between thesecthsses and their different positions on
the income scale. Today, this relationship has baamned by the development of institutions
that stand between the productive sector of thea@oy and the households sector, the state
as well as many other private intermediaries (Agkim 1983, Chapter 9). But the entire social
stratification has become more complex: the midtiss, that is the object of this paper, did
not even feature in Ricardo’s synthesis.

Social class and income distribution largely bgltmseparate fields of analysis — a
favourite terrain for sociologists the former, gitofor economists the second. Indeed, it is
common among economists to think of classes si@pipcome groupings. As we have seen,
the middle class has been then identified by gelimits either in the people spa¢gy), or
in the income spacg, While in the former the size of the middle clasfixed and attention
is focused on the evolution of the income sharéhénlatter it is the population size to be the
main concern. This approach provides an interesitomgplement to analyses that focus on
the bottom or the top of the of income distributi@Qur analysis of 14 countries in the mid-
1980s and the mid-2000s, selected among thosehichwlata are available in the LIS
database, has for instance shown that:

» around 2004, both the size of the middle classdiiberent income cut-offs) and its
income share are largest in the Nordic nationscanploratist continental European
countries; they are both smaller in Italy, the ©diStates and the United Kingdom,
and especially Mexico;

* between the mid-1980s and the mid-2000s the migldlieer cent of the population
lost income shares to the benefit of the richgsfifth in all countries but Denmark;

» when identified on the basis of various relativeoime cut-offs, since the mid-1980s
the middle class appears to have shrunk in tentdearand to have expanded in two
other countries; these results are confirmed betwdution of Foster and Wolfson'’s
polarisation index.

These results confirm that the study of inequatigy gain from considering the entire
distribution. On the other hand, when we delve thevcomposition of middle income groups
we find that they are internally highly heterogamed/Ne have shown this to be the case both
as regards wealth holdings and the position irldheur market. Economists often underline
the importance of having a large middle class émn@mic growth, either for its consumption
patterns or for its propensity to accumulate huanach physical capital, as well as for
democracy and the political stability of a sociefet, it is reasonable to wonder whether a
pure income characterisation of social classesadyfically satisfactory. Perhaps, it is time to
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bring together again the analyses of the persocahnes, of the position in the division of
labour, and of the ownership structure.

References

Atkinson, Anthony B. (1983)T'he Economics of Inequaljt2nd ed., Oxford: Clarendon
Press.

Atkinson, Anthony B. (1997). “Bringing Income Digtution in From the Cold”Economic
Journal vol. 107, pp. 297-321.

Atkinson, Anthony B. (2004). “The Luxembourg Inco®tudy (LIS): Past, Present and
Future”.Socio-Economic Reviewol. 2, pp. 165-190.

Atkinson, Anthony B., and Thomas Piketty (eds.)Q20Top Incomes Over the 20th
Century. A Contrast Between Continental Europeath EBnglish-Speaking Countries
Oxford: Oxford University Press.

Atkinson, Anthony B., and Thomas Piketty (eds.)i(@0Top Incomes. A Global Perspective
Oxford: Oxford University Press.

Atkinson, Anthony B., Lee Rainwater and Timothy $meeding (1995)ncome Distribution
in OECD Countries: The Evidence from the Luxembdacgme Study (LISParis,
Organization for Economic Cooperation and Develapme

Banerjee, Abhijit V., and Esther Duflo (2008). “Whs middle class about the middle classes
around the world?"Journal of Economic Perspectivesl. 22, no. 2, pp. 3-28.

Beach, Charles M., Richard P. Chaykowski and GeArd&lotsve (1997). “Inequality and
Polarization of Male Earnings in the United Sta&68-1990” North American
Journal of Economics and Finanoeol. 8, no. 2, pp. 135-151.

Bluestone, Barry, and Bennett Harrison (1988). “Grewth of Low-Wage Employment:
1963-86",American Economic Review Papers and Proceedvms78, no. 2, pp. 124-
128.

Bowles, Samuel, and Herbert Gintis (1998). “Effitieedistribution: New rules for markets,
states and communities”, in E. O. Wright (e&gcasting egalitarianism: New rules for
communities, states and markegip. 3—71, London: Verso.

Bradbury, Katherine L. (1986). “The Shrinking MiddClass”, Federal Reserve Bank of
Boston,New England Economic Revig8eptember-October, pp. 41-55.

Brandolini, Andrea, and Timothy M. Smeeding (2009)come Inequality in Richer and
OECD Countries”, in W. Salverda, B. Nolan and T.3meeding (eds.J,he Oxford
Handbook of Economic Inequalit@xford: Oxford University Press, pp. 71-100.

Brandolini, Andrea, Silvia Magri and Timothy M. Setng (2010). “Asset-Based
Measurement of PovertyJournal of Policy Analysis and Managemerdl. 29, no. 2,
pp. 267-284.

Brzezinski, Michal (2010). “Income Affluence in Rold”, Social Indicators Research
forthcoming.

Burkhauser, Richard V. Amy Crews Cutts, Mary C.\Dahd Stephen P. Jenkins (1999).
“Testing the significance of income distributioraciges over the 1980s business cycle:
a cross-national comparisodpurnal of Applied Econometricgol. 14, no. 3, pp. 253-
272.

Burkhauser, Richard V., Shuaizhang Feng, Stephderikins and Jeff Larrimore (2009).
“Recent Trends in Top Income Shares in the USA0Reding Estimates from March
CPS and IRS Tax Return Data”, NBER Working Paper 320, September.

11



Danziger, Sheldon, Peter Gottschalk, and Eugende®isicy (1989). “How the Rich Have
Fared, 1973-87"American Economic Review Papers and Proceedvas79, pp.
310-14.

Duclos, Jean-Yves, Joan Esteban and Debraj Ray)(Z®blarization: Concepts,
Measurement, EstimationEconometricavol. 72, no. 6, pp. 1737-1772.

Erikson, Robert, and John H. Goldthorpe (1992 Constant Flux: A Study of Class
Mobility in Industrial SocietiesClarendon Press: Oxford.

Estache, Antonio, and Danny Leipziger (eds.) (2088)ck in the Middle: Is Fiscal Policy
Failing the Middle ClassAWashington, DC: Brookings Institution Press.

Esteban, Joan-Maria, and Debraj Ray (1994). “OmMéasurement of Polarization”,
Econometricavol. 62, no. 4, pp. 819-851.

Foster, James E., and Michael C. Wolfson (19923)ld#zation and the decline of the middle
class: Canada and the U.S.”, mimeo; nowadarnal of Economic Inequalityol. 8, no.
2, pp. 133-273, 2010.

Goldthorpe, John H. (2009). “Analysing Social Inalify: A Critique of Two Recent
Contributions from Economics and Epidemiologgtiropean Sociological Review
forthcoming.

Goldthorpe, John H., and Abigail McKnight (2006yht Economic Basis of Social Class”,
in Stephen L. Morgan, David B. Grusky and Garyiglds (eds.)Mobility and
Inequality: Frontiers of Research from Sociologyld&conomicsStanford, CA:
Stanford University Press, pp. 109-136.

Grabka, Markus M., and Joachim R. Frick (2008).¢Bhrinking German Middle Class—
Signs of Long-Term Polarization in Disposable Ine@hDIW Berlin Weekly Repart
no. 4, pp. 21-27.

Haveman, Robert, and Edward N. Wolff (2004). “Then€ept and Measurement of Asset
Poverty: Levels, Trends and Composition for the.JJ1883—2001"Journal of
Economic Inequalityvol. 2, pp. 145-1609.

Horrigan, Michael W., and Steven E. Haugen (1988)e Declining Middle-Class Thesis: A
Sensitivity Analysis”Monthly Labor Revieywol. 111, pp. 3-13.

Jenkins, Stephen P. (1995). “Did the middle cl&ssk during the 1980s? UK evidence
from kernel density estimate€conomics Lettersvol. 49, pp. 407-413.

Korpi, Walter, and Joakim Palme (1998). “The ParaoioRedistribution and Strategies of
Equality: Welfare State Institutions, InequalitpdaPoverty in the Western Countries”,
American Sociological Reviewol. 63, no. 5, pp. 661-687.

Lawrence, Robert Z. (1984). “Sectoral Shifts arel $iize of the Middle ClassBrookings
Reviewvol. 3, no. 1, pp. 3-11.

Leiulfsrud, Hakon, Ivano Bison and Heidi Jensb@@06).Social Class in Europe. European
Social Survey 2002/3rondheim: NTNU Social Research Ltd.

Medeiros, Marcelo (2006). “The Rich and the Podre Tonstruction of an Affluence Line
from the Poverty Line”Social Indicators Researchol. 78, no. 1, pp. 1-18.

Milanovic, Branko, and Shlomo Yitzhaki (2002). “Deuposing world income distribution:
Does the world have a middle classR&view of Income and Wealtrol. 48, no. 2, pp.
155-178.

Peichl, Andreas, Thilo Schaefer, and Christoph Btiee (2008). “Measuring Richness and
Poverty: A Micro Data Application to Europe and @any”. IZA Discussion Paper no.
3790, October.

Pressman, Steven (2007). “The Decline of the Midi&ss: An International Perspective”,
Journal of Economic Issuggol. 41, no. 1, pp. 181-200.

12



Rank, Mark R., Thomas Hirschl (2001). “Rags or R&h Estimating the Probabilities of
Poverty and Affluence across the Adult Americarel$pan”Social Science
Quatrterly, vol. 82, no. 4, pp. 651-669.

Ravallion, Martin (2010). “The Developing World'sugjing (but Vulnerable) Middle Class”,
World Developmentol. 38, no. 4, pp. 445-454.

Ricardo, David (1821)0n the Principles of Political Economy and Taxati8rd ed.,
London: John Murray.

Ryscavage, Paul (1995). “A Surge in Growing Incdnegjuality?”,Monthly Labor Review
vol. 118, no. 8, pp. 51-61.

Smeeding, Timothy M. (2004). “Twenty Years of Reshan Income Inequality, Poverty,
and Redistribution in the Developed World: Introtloic and Overview”Socio-
Economic Reviewol. 2, pp. 149-163.

Smeeding, Timothy M. (2006). “Poor People in RidcitiNns: The United States in
Comparative PerspectiveJpurnal of Economic Perspectiva®l. 20, no. 1, pp. 69-90.

Soltow, Lee (1989). “The Rich and the Destitut&meden, 1805-1855: A Test of
Tocqueville’s Inequality Hypothese€Zconomic History Reviewol. 42 (new series),
no. 1, pp. 43-63.

Watkins, George P. (1907)he Growth of Large FortuneBublications of the American
Economic Association, vol. 8, pp. 1-170.

Wolfson, Michael C. (1994). “When Inequalities Dige”, American Economic Review
Papers and Proceedinggol. 84, pp. 353-858.

13



Appendix: data and measurement assumptions

All estimates reported in this paper are compireah the LIS or LWS databases
(http://www.lisproject.org), which provide the besturce of internationally comparable
microeconomic data on household income and we8htegding, 2004). The original surveys
from which the income data used in this paper wieag&/n and the corresponding income
reference year are reported in Table Al.

The income variable used in the paper is dispesaloiney income (DPI; LIS_DPI in
LWS datasets) which is given by the sum of all dasbmes earned by the household
(wages, salaries, earnings from self-employmeisty caceipts from property, unemployment
compensation, welfare benefits, public and priyegesions, child and family allowances,
alimony), net of income taxes and social secuitytegbutions. However broad, this
definition excludes capital gains, imputed rentegounrealized types of capital income,
home production, and in-kind income. These itemg atgount for an important share of the
economic resources at the household disposal hendrclusion in the income definition
may affect measured inequality.

To account for the economies of scale stemming ftohabitation, total household
income is adjusted by the “square root equivaleoede”, traditionally used in the analysis of
LIS data (e.g., Atkinson, Rainwater and Smeedif§5). Equivalent income is hence
obtained by dividing total household income bysljaare root of the household size. This
value is then attributed to each person in the élooisl to derive the distribution among
persons. To minimize the impact of outliers allorels with zero income are dropped, and
observations are bottom-coded at 1 percent of gennof equivalent disposable income and
top-coded at 10 times the median of unadjustecbdadge income.

Table Al: Sources of LIS data

Country First SecondSurvey name
year year

Austria 1987 Austrian Microcensus

2004  Survey on Income and Living Conditions (ENLE
Canada 1987 Survey of Consumer Finances (SCF)

2004  Survey of Labour and Income Dynamics (SLID)
Denmark 1987 2004 Income Tax Register
Finland 1987 2004 Income Distribution Survey (IDS)
Germany 1984 2004 German Social Economic PandyS®GSOEP)
Italy 1987 2004  Survey of Household Income and Ndg&HIW)
Luxembourg 1985 2004 Socio Economic Panel (PSE&Ujyey on Income and Living Conditions

(SILC)

Mexico 1984 2004 Household Income and Expend@unerey (ENIGH)
Norway 1986 2004 Income Distribution Survey (IF)
Poland 1986 2004 Household Budget Survey
Sweden 1987 2005 Income Distribution Survey (HINK)
Taiwan 1986 2005 Survey of Family Income and Exiitene, Taiwan Area
United Kingdom 1986 Family Expenditure Survey (FES

2004 Family Resources Survey (FRS)
United States 1986 2004 Current Population Suf@&g), March Supplement

Source: Luxembourg Income Study.
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Asset-based measures are based on the LWS datalhase provides household-
level data on income and wealth for ten rich cdaatrData were made comparable by a
thorough process of ex post harmonization, but maoo differences in definitions, valuation
criteria, and survey quality could not be adjudtedMoreover, the degree to which LWS-
based estimates match aggregate figures variessasuoveys. The original datasets are listed
in Table A2.

Net worth does not include business equity, asntioemation is only available in
some countries. This variable is not used for Ngrarad Sweden, as the valuation of real
property on a taxable basis make the results &sgeltwo countries less comparable to those
of the others. Wealth is equivalised with the squapt equivalence scale and then attributed
to each person in the household.

Table A2: Sources of LWS data

Country Wealth year Income year Survey name

Germany 2002 2001 German Social Economic PaneyS&@EP)
Italy End of 2004 2004 Survey of Household Incomé Wealth (SHIW)
Norway End of 2002 2002 Income Distribution Sur{&yS)

Sweden End of 2002 2002 Wealth Survey (HINK)

United States 2001 2000 Panel Study of Income Dijc&a(RSID)

Source: Luxembourg Income Study.
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Figure 1: Income share of the bottom, middle apdinaome groups in selected countries around 18832804
(per cent)
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Source: Author’s calculations from the LIS databaseof 20 June 2010. Observations are bottom-cati&d
percent of the mean of equivalent disposable incantetop-coded at 10 times the median of unadjusted
disposable income. Incomes are adjusted for holgeixe by the square-root equivalence scale.

Figure 2: Change in the income share of the bottoiticdle and top income groups in selected LIS atemt
between around 1985 and around 2004 (percentagespoi

Top 20%

Middle 60%

Bottom 20%

United
Kingdom
United
States
Poland
Austria
Finland
Sweden
Canada
Mexico
Norway
Luxembourg
Germany
Taiwan
Italy
Denmark

Source: Author’s calculations from the LIS databaseof 20 June 2010. Observations are bottom-cati&d
percent of the mean of equivalent disposable incantetop-coded at 10 times the median of unadjusted
disposable income. Incomes are adjusted for holgeixe by the square-root equivalence scale.
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Figure 3: Income cumulative distribution function
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Source: Author’s elaboration.

Figure 4: Population share of the bottom, middie &p income groups in selected countries arourd® Bhd
2004 (per cent)
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Source: Author’s calculations from the LIS databaseof 20 June 2010. Observations are bottom-cati&d
percent of the mean of equivalent disposable incantetop-coded at 10 times the median of unadjusted
disposable income. Incomes are adjusted for holgeixe by the square-root equivalence scale.
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Figure 5: Population share of the bottom, middie tmp income groups in selected countries arourd® Hnd
2004 (per cent)
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Source: Author’s calculations from the LIS datahaseof 20 June 2010. Observations are bottom-catiéd
percent of the mean of equivalent disposable incangetop-coded at 10 times the median of unadjusted
disposable income. Incomes are adjusted for holsize by the square-root equivalence scale.
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Figure 6: Change in population shares for diffeirabme cut-offs in selected LIS countries betwaeyund
1985 and around 2004 (percentage points)
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Source: Author’s calculations from the LIS datahaseof 20 June 2010. Observations are bottom-catiéd
percent of the mean of equivalent disposable incangetop-coded at 10 times the median of unadjusted
disposable income. Incomes are adjusted for holsize by the square-root equivalence scale.
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Figure 7: Changes in the Gini index and the Wolfgolarisation index in selected LIS countries bemve
around 1985 and around 2004
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Source: Author’s calculations from the LIS datahaseof 20 June 2010. Observations are bottom-catliéd
percent of the mean of equivalent disposable incangetop-coded at 10 times the median of unadjusted
disposable income. Incomes are adjusted for holgei® by the square-root equivalence scale.
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Figure 8: Population share of the middle incomeugsoby wealth holdings, in selected countries add2002
(per cent)
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Source: Author’s calculations from the LWS databaseof 25 June 2010. Observations are bottom-catéd
percent of the mean of equivalent disposable incantetop-coded at 10 times the median of unadjusted
disposable income. Incomes are adjusted for holgeire by the square-root equivalence scale.

21



Figure 9: Size of social classes according to itmplffied Goldthorpe’s classification, in selecteduntries
around 2004 (per cent)
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Source: Author’s calculations from the LWS databaseof 27 June 2010. Observations are bottom-catiéd

percent of the mean of equivalent disposable incangetop-coded at 10 times the median of unadjusted
disposable income. Incomes are adjusted for holgeim® by the square-root equivalence scale.

Figure 10: Population share of the middle inconmgs by social class, in selected countries ar@d@d (per
cent)
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Source: Author’s calculations from the LWS databaseof 27 June 2010. Observations are bottom-catizd
percent of the mean of equivalent disposable incantetop-coded at 10 times the median of unadjusted
disposable income. Incomes are adjusted for holgeime by the square-root equivalence scale.
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Table 1: Description of the LIS variable “skill lehin employment of the household’'s head” (SKILLHD)

Italy (2004) Sweden (2005)

1  blue-collar worker 10 unskilled worker in goodsguction
2  office worker 11 unskilled worker in services guation
3 school teacher 12 skilled worker in goods proiduct

4 junior manager / cadre 13 skilled worker in seggiproduction
5 manager, senior official 14 lower level 1 employe

6 member of the arts or professions 15 lower I@veinployee

7  sole proprietor 16 medium level employee

8 free lance 17 high level employee

9  owner or member of a family business 18 leadgjtpn

10 active shareholder / partner

19 conscript

20 contingent worker employed on none account
21 other employee

22 other self-employed

Source: Luxembourg Income Study.

Table 2: The Goldthorpe classification of socialssles

Class Class description Common descriptive term
| P.rofessionals, administrative, and managerial eyegs, )

higher-grade; large employers ¢ Salariat or service class
" Professionals, administratiye, and managerial eyagls, J

lower-grade; technicians, higher grade
llla  Routine nonmanual employees, higher grade erinédiate white collar
v Small employers and self-employed workers Irefegents or petty bourgeoisie
\% Supervisors of manual workers; technicians, iegrade Intermediate blue collar
VI Skilled manual workers )
[llb  Routine nonmanual workers, lower grade ¢ Working class
VIl Semi- and unskilled manual workers )

Source: Goldthorpe and McKnight (2006), p. 110,lg&hl.
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