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Figures and Tables

Figure 1a: Income and Consumption Inequality in the UK 

Author’s calculations.
Variance of log equivalised, cons rebased at 1977, smoothed.
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Figure 1b: Income and Consumption Inequality in the US 

Source: Blundell, Pistaferri and Preston (2005) : CEX/PSID
Variance of log equivalised, cons rebased at 1977, smoothed
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Figure 1c: Consumption and Income Inequality in Australia

Source: HES; Barrett, and Crossley and Worswick (2000)
Variance of log equivalised (OECD), cons rebased at 1975
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Figure 1e: Income and Consumption Inequality in the UK 
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Table I: Income and Consumption Inequality 1978-1992

Both studies bring the figures up to 2001.

Relate to:

• Atkinson (1997): UK income Gini rises 10 points late 70s to early 90s. 

• Cutler and Katz (1992): US consumption Gini 65% of income inequality, 80-88.

• Gottschalk and Moffitt (1994): 1980s transitory shocks account for 50% growth

Note: In comparison with the Gini, a small transfer between two individuals a fixed income 
distance apart lower in the distribution will have a higher effect on the variance of logs.

UK

Goodman and Oldfield (IFS, 2004) 1978 1986 1992

Income Gini .23 .29 .33

Consumption Gini .20 .24 .26

US

Johnson and Smeeding (BLS, 2005) 1981 1985 1990

Income Gini .34 .39 .41

Consumption Gini .25 .28 .29

Figure: Variance of permanent shocks - US
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Figure: Variance of permanent shocks - UK

Figure: Variance of permanent shocks by cohort - UK



US CEX COHORT 1950-59 age 41-45

Figure 2a: The distribution of log consumption
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Source: Battistin, Blundell and Lewbel (2005)

US CEX COHORT 1950-59 Age 31-35
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Figure 2b: The distribution of log income

Source: Battistin, Blundell and Lewbel (2005)
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Figure 2c: The distribution of log consumption: US CEX

Source: Battistin, Blundell and Lewbel (2005)
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Figure 2d: The distribution of log consumption
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Figure 2e: The evolution of log consumption distribution: US CEX

Source: Battistin, Blundell and Lewbel
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Figure 4a: Cohort Income Inequality in the US by Cohort 
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Figure 4a: Cohort Income Inequality in the US by Cohort 

Figure 4b: Cohort Consumption Inequality in the US by Cohort 
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COHORT 1940-49, AGE 41-45 (variance of log equivalised)
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Figure 3a: The distribution of log consumption: UK FES

COHORT 1940-49, AGE 51-55 (variance of log equivalised)

Figure 3b: The distribution of log consumption: UK FES
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(variance of log equivalised)

Figure 4c: Cohort Labour Income Inequality in the UK 
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Figure 4d: Cohort Consumption Inequality in the UK 
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Table IIIa: The Autocovariance Structure of Income- US

Variance of log, PSID: after tax total labour income

0.0046-0.00600.0058-0.03040.01350.09881990

0.0043-0.00100.0075-0.03030.00710.09221989

0.0032-0.00170.0041-0.03140.00840.09301988

0.00460.00140.0052-0.04020.01150.11851987

0.0061-0.00780.0094-0.04400.01200.11531986

0.0042-0.00120.0053-0.03210.00690.09271985

0.0038-0.00280.0038-0.03100.00590.08611984

0.0053-0.00930.0041-0.02420.00920.08591983

0.0029-0.00590.0039-0.02310.00640.07851982

0.0035-0.00380.0049-0.02910.00900.08131981

0.0030-0.00190.0041-0.02240.00880.08301980

0.00370.00190.0077-0.03750.00850.08011979

s.e.est.s.e.est.s.e.est.Year

Cov (Δ yt+2 Δ yt)Cov (Δ yt+1 Δ yt)Var (Δyt)

Test cov(Δyt+1, Δyt) = 0 for all t: p-value 0.0048
Test cov(Δyt+2, Δyt) = 0 for all t: p-value 0.0125
Test cov(Δyt+3, Δyt) = 0 for all t: p-value 0.6507
Test cov(Δyt+4, Δyt) = 0 for all t: p-value 0.9875

Table IIIa: The Autocovariance Structure of Income - US

Variance of log, PSID: after tax labour income

• relate to Baker, Solon, Haider, Cuhna and Heckman, 
Huggett,Ventura and Yaron, Guvenen, etc
• age selection (Haider and Solon, AER 2006)
• forecastable components and differential trends are 
most important early in the life-cycle



Haider and Solon (AER, 2006): Figure 3

Haider and Solon (AER 2006): Figure 2



Table IIIb: The Autocovariance Structure of Income - UK

Source: Blundell and Etheridge (2007) 
Variance of log equivalised, BHPS

Year var(∆yt) cov(∆yt,∆yt+1) cov(∆yt,∆yt+2) cov(∆yt,∆yt+3)

1994 0.0990 -0.0276 0.0037 -0.0072
(.0043) (.0030) (.0026) (.0030)

1995 0.1013 -0.0261 -0.0015 -0.0027
(.0044) (.0027) (.0028) (.0025)

1996 0.0842 -0.0227 0.0000 -0.0007
(.0034) (.0025) (.0024) (.0024)

1997 0.0906 -0.0243 -0.0032 0.0005
(.0037) (.0026) (.0025) (.0023)

1998 0.0890 -0.0269 -0.0042 0.0000
(.0037) (.0026) (.0025) (.0026)

1999 0.0852 -0.0222 -0.0024 0.0025
(.0035) (.0026) (.0024) (.0025)

2000 0.0899 -0.0260 0.0007 0.0050
(.0039) (.0026) (.0026) (.0027)

2001 0.0864 -0.0256 -0.0090 -0.0010
(.0039) (.0028) (.0029) (.0030)

2002 0.0861 -0.0219 -0.0030 -
(.0037) (.0029) (.0028) -

2003 0.0936 -0.0293 - -
(.0044) (.0033) - -

2004 0.0965 - - -
(.0048) - - -
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Figure 5: Does the method work? (2) Variances



Table VI Results: College and Cohort Decomposition

0.0437

(0.0513)

0.0869

(0.0517)

0.0215

(0.0592)

0.0845

(0.0657)

0.0533

(0.0335)

Transmission Coeff. 

trans. shock (ψ)

0.4262

(0.0867)

0.8211

(0.2232)

0.5626

(0.2535)

0.7445

(0.2124)

0.6423

(0.0945)

Transmission Coeff. 

perm. shock (φ)

0.0156

(0.0042)

0.0117

(0.0067)

0.0164

(0.0073)

0.0151

(0.0064)

0.0122

(0.0038)

Var. preference 

shocks

0.0501

(0.0032)

0.0753

(0.0055)

0.0609

(0.0061)

0.0582

(0.0049)

0.0632

(0.0032)

Var. measur. error

High 

educ.

Low 

educ.

Donald 

Rumsfeld 

cohort 

(born 1930s)

George W. 

Bush cohort 

(born 1940s) 

Whole 

sample

Figure 6 Results: Variance of permanent shocks
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Figure 6 Results: Variance of permanent shocks
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Figure 7 Results: Variance of transitory shocks

0.02

0.03

0.04

0.05

0.06

0.07

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992



Table VIII Results: Low Wealth Households 

0.2800

(0.0696)

0.9589

(0.2196)

Low wealth 

sample

BaselineTransmission

Coefficients

Transitory

Shock

Ψ

Permanent

Shock

φ

0.0533

(0.0435)

0.6423

(0.0945)

Table IX: Results from the benchmark simulations

Source: Kaplan and Violante (2008)

Note: The parameters are 1 – transmission coefficients



Age Profiles
persistent shock (left panel) and transitory shock (right panel)

Note: The parameters are 1 – transmission coefficients
Source: Kaplan and Violante (2008)

Table X: Sensitivity Analysis



Table XIa: Advance information I
One period ahead preempting of permanent shocks

Table XIa: Advance information II 
heterogeneous earnings slopes known at age zero



Table XII: Persistent Shocks

Age Profiles

persistent shock (left panel) and transitory shock (right panel)



Table XIIIa Results: Taxes and Transfers

0.0574

(0.0286)

0.4668

(0.0977)

Couples 

earnings

BaselineTransmission

Coefficients

Transitory

Shock
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Permanent

Shock

φ
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(0.0435)

0.6423

(0.0945)

Figure 8 Results: Variance of transitory shocks
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Table XIII Results: Family labor supply

0.0436

(0.0291)

0.2902

(0.0611)

Male earnings

0.0574

(0.0286)

0.4668

(0.0977)

Couples earningsBaselineTransmission

Coefficients

Transitory

Shock

Ψ

Permanent

Shock

φ
0.0533

(0.0435)

0.6423

(0.0945)

1976 0.214 0.095 scaled cons male earnings household earnings
1977 0.197882 0.107343 0.197882 0.107343 0.2 0.2
1978 0.209 0.11 0.20054 0.11 0.2114 0.204863
1979 0.248278 0.136805 0.227344 0.136805 0.2644 0.22
1980 0.26014 0.141924 0.141924 0.232464 0.141924 0.2764 0.2274
1981 0.272847 0.151798 0.242338 0.151798 0.3017 0.2542
1982 0.283519 0.151174 0.241714 0.151174 0.32967 0.2809
1983 0.317107 0.169815 0.260355 0.169815 0.3761 0.316533
1984 0.32 0.180875 0.271414 0.180875 0.3921 0.347491
1985 0.3369 0.196 0.28654 0.196 0.4 0.352362
1986 0.3507 0.199 0.28754 0.197 0.3957 0.3533
1987 0.358724 0.2 0.29054 0.2 0.3957 0.3562
1988 0.353 0.202 0.29254 0.202 0.399377 0.3569
1989 0.3585 0.202 0.29254 0.202 0.400565 0.3634
1990 0.354 0.203 0.29354 0.203 0.4046 0.360541
1991 0.3585 0.2 0.29054 0.2 0.410387 0.352872
1992 0.3619 0.203 0.29354 0.203 0.427904 0.370983
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The Inequality Boom: Income and Consumption Inequality in the 1980s, US 



Table XIV Results: Wealth and Durables
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Figure 9a: Cohort Variances (lnC, lnY): UK



Figure 9b: Cohort Variances (lnC, lnY): UK

Figure 10a: Permanent Shocks: UK



Figure 10: Overall Permanent Shocks: UK

Figure 10b: Transitory Shocks (Growth): UK



Figure 11 Permanent Variance: Base Case

Figure 12 Heterogeneous Discount Rates



Figure 13 Heterogeneous Income Profiles

Mean self-insurance



Figure 1f: Income and Consumption Inequality in the UK 

(variance of log equivalised, cons rebased at 1978)
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