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Abstract

Over the past decades, Italian wage and salary earners have become more and more unable to call  
the same share of value added theirs. Wider disparities in workers pay structure have meant that a  
small segment of the salaried workforce has not seen its share decline. The proportion of income 
allotted to  the  unprivileged part  of  the working  class  has  thus  been impaired not  only  by  other  
incomes, but also by labour income at the top of the pay scale. Surprisingly, these alterations in both  
wage share and wage dispersion have not  been mirrored in a long  lasting worsening  in personal  
income distribution. This apparent de-link between functional and personal income distribution is  
discussed in the present work, relying on the Bank of Italy Survey on household income and wealth.  
The essay calls  attention to the influences on personal  income inequality  exerted by the massive  
growth in imputed property income as distinct from actual  property income, and  by the increasing  
spread of precarious and badly paid jobs.
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1. Introduction

Italian wage and salary earners have experienced two critical changes in their position over the past 
decades. On the one hand, since the beginning of the 1970s, Italian employees have obtained a lower 
share of value added[1]. On the other hand, since the late 1980s, wider disparities in workers pay 
structure have meant that a small segment of the salaried workforce has not seen its share decline[2]. 
The proportion of  income allotted to the working class  has thus been impaired not  only  by the 
expansion of other incomes, but also by the expansion of the income of employees at the top of the 
pay scale. 

     Surprisingly, these alterations in both wage share and wage dispersion have not been mirrored in a 
long lasting worsening trend in personal  income distribution: only during the 1991-93 recession a 
substantial widening in income inequality is recorded. In order to explain this ‘surprising stability’ in 
personal  income distribution,  some work has  investigated  the  gap  between perceived distributive 
tendencies and real distributive tendencies, thus confining the phenomenon to the field of errors of 
perception  and  disappointed  expectations[3].  And  when  some  attention  has  been  given  to  real 
distributive tendencies, the idea has been put forward that, although employees suffered a worsening 
of their position, self-employed bettered their status so as to generate counterbalancing  tendencies[4].

     In the light of these results, the Italian experience of the last two decades would seem to confirm 
that “one of the most widespread fallacies in this area is the belief that one can go readily from the 
functional  to the personal  distribution.  Wages  and salaries,  it  is  believed,  are the income of  the 
“poor”; interest, dividends, rents and earnings of individual business, are the income of the “rich”; 
hence anything that raises wage rates relative to other factor returns will tend to render income less 
diverse, and conversely. Fortunately, or unfortunately, this conclusion is false…” (Friedman, 1962, p. 
253).  

     The main purpose of this paper is to discuss the link between functional and personal income 
distribution in Italy over the past twenty years,  investigating why personal  income distribution has 
appeared rather stable and independent from the underlying changes in the distribution of disposable 
income by factor shares.  Section 2. confronts data on functional and personal income distribution by 
means of the Bank of Italy’s survey on Household Income and Wealth (SHIW). Section 3. discusses 
the  relationship  between  functional  and  personal  distribution  identifying  some  reasons  for  the 
apparent de-link between these two dimensions of inequality.  In section 4. we elaborate and discuss 
evidence on this by decomposing the Gini index by factor components. Section 5. discusses the way 
in which the Italian functional and personal distributive outlook has been influenced by the increase 
in imputed property income as distinct from actual property income. Section 6. assesses the role that 
horizontal  distributive  flows  among  income  receivers  might  have  exerted  in  stabilizing  personal 
income distribution. Section 7. concludes.

 

2. Confronting movements in functional and personal distribution

According to the Bank of Italy’s survey on income and wealth (SHIW), the share of employee’s 
compensation net of social security contributions and direct taxes on labour income fell about 10 
percentage  points  between 1987 and 1998[5] when measured against  gross  household disposable 
income[6].  Since then, a stationary trend followed, and in 2008 the wage share was more or less 
unchanged with  respect  to  its  value in 1998.  If  we confront  this  fall  in  the wage share with  the 
behaviour of the Gini index over the same time span,  however,  we don’t find a correspondently 
prolonged worsening in relative income inequality, as measured by this generally accepted index of 
inequality[7].



 

Figure 1

 

It was only from 1991 to 1993, in fact, that the total Gini increased. From 1987 to 1991, in spite of a 
fall in the wage share of about 4 percentage points, the Gini index improved. And from 1993 to 1998, 
notwithstanding a further fall in the wage share of about 5 percentage points, the Gini index remained 
at its 1993 level. In the period from 1998 onwards, changes in the Gini index and in the wage share 
moved rather consistently, although no clear trend can be detected.  With respect to the revival in the 
wage share over the last decade, however, it should be noticed that the movement here is somewhat 
unusual. According to data from both National Accounts and SHIW, in 2008 average real hourly 
earnings were at their 1991 level. Since the end of the 1990s, the fall in the wage share halted because 
of falling  absolute  levels of labour productivity, a very peculiar phenomenon that is fostering some 
concerns about the reliability of statistical records (more on this in par. 5). 

     Let us give a closer look at the movements of disposable income among quintiles of population 
which stood behind the trend in the Gini index given in figure 1.

 

Table 1

 

After the 1991-93 recession, the bottom 20% of the distribution recorded a 2 point fall; given that the 
share of total disposable income allotted the first quintile is about 6%, this loss amounted to a fall of a 
third. The 2nd quintile recorded a fall of 1.5 percentage points, a retrenchment of more than a tenth 
of its 12% of total income. The 3rd quintile did not benefit from this; it also shows a light contraction. 
For the poorest 60% of the population taken as a whole, 4 percentage points of disposable income 
were lost: 1 percentage point accrued to the 4th quintile; the other 3 percentage points to the 5th, and 
in particular to the richest decile (2 percentage points). In 1998, the shares in household disposable 
income are almost unchanged, but there is a further rise in the share of the richest decile at the 
expense of the first  four quintiles.  Since then a slightly  recoup of the bottom of the distribution 
followed. In 2008 the 1st and the 2nd quintile regained 1 percentage point each, mostly from the 
richest decile.

    The poor correlation between the wage share and the Gini  index  recorded over  the last  two 
decades becomes more peculiar if  one does not fail to notice that the share of employees labour 
income accruing to the poorest 20% of employees has shrunk since the end of the 1980s. Table 2 and 
figure 2 summarize these changes for the principal quintiles of the distribution of employees in the 
whole economy ranked on their annual wage income for the year 1980, 1989 and 2008.

 

Table 2 and Fig. 2 

 

     The year 1989 closes a “long phase of diminishing earnings inequality …[ that] is largely confirmed 



by the other scattered evidence available, including the information on wage differentials provided in 
national accounts” (Brandolini et al., 2002, p.243). Since then, the distribution of annual earnings net 
of taxes has widened, restoring in 2008 the level of inequality recorded in 1980, as shown by the 
nearness of Lorenz curves for these two years. Between 1980 and 1989, the share of the wage bill 
accruing to the lowest 20% of the employees rose by about 3.6 percentage points, at the expenses of 
the remaining quintiles.  Between 1989 and 2008, on the contrary, the share of the quintile with the 
poorest annual wage fell about  2.3 percentage points, with the totality of this loss appropriated  by the 
richest quintile, and by the richest decile in particular (+2.2)[8]. 

     The change in the share of the wage bill attributed to the bottom 20% of the working population 
has been of such magnitude to generate a fall in the absolute level of the wage bill accruing to that 
segment of workers. In fact, the total wage bill growth over the period 1989-2008, at 2000 constant 
prices,  has  been about  14.5%, well  below the 20% change in the share attributed to the poorest 
quintile of the working population. The feeble growth rate of the wage bill of the whole employed 
population was unable  to compensate  the enlarged wage dispersion,  thus the poorest  fifth of  the 
employees turns out in 2008 with a wage bill about 10% smaller than the wage bill they received at the 
end of 1980s.  The size of the Italian wage share vulnerability and dispersion has been such that the 
absolute earnings of many workers have declined over the last decades, a circumstance of uttermost 
importance that flies in the face of the belief that wider income disparities are not such an evil in a 
society where the most disadvantaged members of the population enjoy rising absolute incomes, even 
though their relative position worsens. Indeed, it is important not to  lose sight of the fact that in Italy 
such changes have been recorded in a situation of stagnating absolute levels of wages, thus making the 
international comparison with even larger increases in wage dispersion – such as the one recorded in 
the US[9] – rather meaningless.  

 

3. From functional to personal distribution

Before analysing the disconnection between the increase in wage inequality in the two dimensions 
under scrutiny, and changes in personal income distribution among the whole population, let us recall 
some peculiarity of the Italian experience over the last decades. It is a well established fact that in Italy 
absolute levels of inequality are the highest amongst rich countries. Moreover, Italy exhibits the most 
unequal distribution of wages and salaries as computed for the population including those who have 
no income from employment (this reflects both the unequal distribution of annual earnings among 
the employees and the traditionally low percentage of the employed labour force). Capital income is 
more unequally distributed than in Germany and in the US.  Finally, as we have already noted, some 
widening in income distribution is recorded, but  only between 1991 and 1993 inequality rose sharply: 
“[n]o clear trends can be detected thereafter, in spite of considerable changes in the labour market, in 
the system of social protection, and more generally in the Italian society” (Brandolini, 2009,   p.62). 
This ‘fortunate’ occurrence, to use Friedman’s expression, seems to support the widespread idea that 
functional distribution should not be listed among the central themes in the current revival of interest 
in distributive issues. But, we may ask, what sort of transformation made changes in personal income 
distribution independent from changes in distribution between capital and labour? 

    Apart from statistical disputes, the reasons why it is not possible to readily go from changes in 
functional distribution to changes in personal distribution are three. First, wage incomes and other  
incomes could spread among the population evenly. This implies that, whatever change is recorded in 
factor  shares,  the  effect  of  changes  in  functional  distribution  on personal  distribution  is  limited. 
According  to  this  perspective  -  the  theoretical  counterpart  of  which  is  the  representative  agent 
framework- the wage earner is a property income earner as well, and thus a fall in the wage share is 
necessarily  counterbalanced  by  a  correspondent  increase  in  a  equally  distributed  income source. 



Sources of income are, so to speak, ‘neutral’ in term of personal distribution. Second, a fall in the 
wage  share  could  leave  personal  income  inequality  unchanged  even  if  wages  are  more  equally 
distributed than the other factor incomes, as long as this effect is compensated by a decrease in wage 
dispersion. Thirdly, an equalizing effect on personal distribution could arise even if wage dispersion 
among wage and salary earners exacerbates, provided there occurs a rise of the wage share flowing 
toward the bottom of the total income ladder. In fact, a given factor income, quite apart from changes 
in its internal distribution, might become the predominant source of different segments of the overall 
income pay ladder, thus impacting differently on the economic position of people.  

 

4. Decomposing changes in the Gini index 

In order to discuss these different sources of de-link among functional and personal distribution in 
greater detail, it proves useful to refer to the decomposition of the Gini coefficient for total income 
inequality. Based on this decomposition, the total Gini coefficient can be seen as a weighted average -
with weights given by the factor income shares- of the Gini index of each income source which is 
obtained by ranking individuals in ascending order not over each factor source they receive, but over 
their total disposable income. If changes in functional  distribution shift disposable income among 
sources distributed and correlated with total income in a similar way, this change exerts no influence 
on total income inequality. Yet, if the change affects income sources more equally distributed than 
other  income sources  -or  that  flow toward  those  at  the  bottom  of  the  total  income distribution 
disproportionately with respect other sources- a narrowing in these shares of total income will not be 
neutral, leading to an increase in total income inequality, unless this retrenchment is counterbalanced 
by a decrease in its re-ranked Gini index.

 

4.1 Shares of factor sources

By means of the dataset of the SHIW, in table 3 and figure 3 we split Italian personal disposable 
income of the whole Italian population aged 15 years or more into six different factor components: 
compensation  of  employees,  income  from  self-employment  and  entrepreneurial  income  (mixed 
income),  pensions  and other  transfers,  interest  income,  other  property  income (actual  rents  and 
income from financial assets), and imputed rents. 

 

Table 3 and Fig. 3

 

Compensations  of  employees  constitute  the  dominant  source  of  disposable  personal  income. 
However, as we have already seen in section 2., the wage share dropped from 44% of the total in 1987 
to about 35% in 1998. Since then a stationary trend followed. The share of mixed income recorded a 
decrease from 1987 to mid-1990s.  From 1995 to 2006, instead,  it  regained weight.  The share of 
pensions and other transfers recorded an increase of 6 percentage points over the period 1987-1995. 
Since then a stationary trend followed. The share of imputed rent grew about 7.5 percentage points 
over the whole period. The share of net interest, on the contrary, fell from 1993 onwards. This is due 
to both a  reduction in  interest  rates  and an increase in household mortgage  debt.  The share of 
accrued property income grew in 1987-1998 from 1.5% to 4%. Since then, property income inverted 
its trend, losing 2 percentage points over the period 1998-2008.  



    Summing up, factor shares display a major shift from wage income towards imputed rents and 
pensions. While over the period 1987-95 both the income share from dependent employment and 
independent employment fell, from 1995 onward the former continued to sink or to stagnate, while 
the latter started to regain its initial level. Adding wage income and pensions and other transfers, this 
rough measure of the direct and deferred wage share turns out in 2008 to be 3 percentage points 
lower than in 1987. Property income proper, however, does not gain from this fall. In fact, while the 
share of actual rents, income from financial assets, and interest income grew until 1993, it went down 
afterwards. From 1993 to 2000, both the wage share and the non-imputed capital income share fell. 

 

4.2 The inner distribution of each factor source 

The Gini coefficients and the Lorenz curve for each income source for the year 1989 and 2008 are 
tabulated in table 4 and figure 4. Data are inclusive of zero income subjects. The six different income 
sources  can be grouped into two main clusters,  according to their  inner  concentration.  The well 
distributed  cluster  includes  wages,  transfers  and  imputed  rents;  the  unequally  distributed  cluster 
comprises interest income, mixed income and the other non-imputed capital incomes.  

     Wage income is the most equally distributed factor source – i.e. with the lowest Gini. Pensions 
and transfers also display a relatively low Gini coefficient. The third source of the well distributed 
cluster -imputed rents- is also equally distributed (its Gini coefficient is just above the Gini coefficient 
of pensions and transfers and well below the Gini coefficients of not imputed property income). This  
reflects the circumstance that in Italy the percentage of home-owners is very high. At the opposite side 
of the distributive spectrum, actual capital income is the most unequal distributed income source. 
Income  from  self  employed  also  display  a  relatively  high  Gini  coefficient.  Among  the  high-
concentrated cluster, interest income emerges as the best distributed property income source[10].

     When considering the movements of the inner distribution through time, it should be noted that, 
until 1995, there is an increasing trend in the Gini coefficient of wage income. This       result    partly

 

Table 4 and Fig. 4

 

depends on the increase in wage dispersion we have already discussed, even when the analysis refers 
to the population inclusive of those who have no income from salaried employment. Yet, taking into 
account those who have changed their status from unemployed to employees, wage differentiation 
widens  only  up  to  1995.  For  pensions  and  transfers  there  is  no  substantial  change  in  the  Gini 
coefficient. For mixed income, as well as for property income, no clear trend can be detected for Gini 
coefficients. The same considerations apply to imputed rent since, although we see a slight increase in 
the  Gini  coefficient,  probably  due  to  the  fact  that  the  increase  in  imputed  rents  has  been  not 
proportional along the whole distribution of own occupied real estate assets. 

 

4.3 Ranking income sources by total disposable income

The inner distribution of each factor income source does not affect the total Gini directly. The total 
Gini, in fact, can be interpreted as a weighted average -with weights given by the factor income shares- 



of a Gini measure of each source which is obtained by ranking individuals not over each factor source 
they receive, but over their total disposable income[11].  Table 5 shows the effect of this reordering 
confronting the Gini coefficients and the re-ranked Gini coefficients[12] - or pseudo-Gini coefficients 
- for each income source in some selected years.

 

Table 5

 

Although the inner distribution of wage income dispersion remains rather stable at its peak of 1995, 
starting  from  1993  the  correlation  of  the  distribution  of  this  income  source  with  total  income 
distribution  decreases.  This  results  from  the  increased  number  of  very  low-paid  job  positions 
recorded over the last two decades. Consequently, since 1993 the pseudo-Gini of wages falls. The 
inner distribution of wages is less egalitarian, but it involves a higher number of very low income 
subjects. Pensions and transfers display the opposite tendency. Despite the fact that this source shows 
an unchanged inner distribution, the re-ranked Gini correlation is rising. In other words, transfers 
receivers  are  becoming  more and more concentrated  in the medium and upper  segment  of  the 
income ladder.  Income from self  employment  and individual  businesses  also show over  the last 
decades a reduction in the re-ranked Gini despite of a slight increase in the inner concentration. This 
trend can be partly explained by the same set of circumstances to which is due the reduction in the re-
ranked Gini of wages. Because of the considerable changes occurred in the labour market over the 
last decades, in fact, many poorly paid employees have been formally hired as self-employed (the so-
called  collaborazioni  coordinate e continuative -co.co.co),  thus moving mixed income (an income 
source  traditionally  placed  in  the  medium-upper  segment  of  the  pay  ladder)  towards  the  most 
disadvantaged groups of the income distribution.

     The picture that emerges, as a whole, from table 5 qualifies the results of table 4.  While the latter 
are against the idea of a more equally distributed wage share, the former indicates that this income 
source – although its distribution is less egalitarian among all workers – is increasingly accruing to the 
poorest individuals. 

     In figure 5 we confront the concentration curve for wage and transfer income in years 1989 and 
2008[13]. 

 

Fig. 5

 

As we can see in fig. 5(a), when ranking the working age population in ascending order according to 
their total disposable income, the share of wages attributed to the first quintile grew from 2.2% in 
1989 to 4.4% in 2008,  while the share of  the wage bill  appropriated by the poorest  40% of  the 
population rose from 15% to 19%. Pensions and other transfers display the opposite tendency (see 
fig. 5(b)). While in 1989 more than 50% of transfers and arrears accrued to the poorest 40% of the 
population, in 2008 that share fell to 28.7%.  

 

4.4 Assessing the weights 



To isolate the effect of these ‘pseudo-Gini’ changes from the effect generated by changes in factor 
shares, in table 6 we decompose the absolute variation in the Gini coefficient between one survey and 
the previous one. The first term represents the effect on the total Gini index of changes in factor 
shares,  leaving  pseudo-Gini  coefficients  unchanged  (the  factor-share  effect);  the  second  term 
represents the effect on total inequality of changes in pseudo-Gini coefficients, given factor shares (the 
inequality effect); the third term is a residual that results from the interaction among these two sources 
of variations (the interactive effect).

    The decomposition is of course a mechanical and in some way arbitrary procedure[14]. However, 
the factor share effect  can be easily  interpreted as the change in total  inequality  resulting from a 
change in functional  distribution which: (a)  is  achieved by a proportional  change in each person 
income from the sources involved; (b) is able to preserve the ranking of income receivers ordered 
according to the income source and according to total income. The inequality effect, instead, is driven 
by a change in the distribution of a given source, ordering subjects according to their total income, 
given the ratio of the mean income of a given component and the mean total income – i.e. given the 
share. 

 

Table 6

 

Let us refer the decomposition to the four sub-periods we have discussed in section 2. From 1987 to 
1991 the Gini index fell from 39 to 34.5, thus showing perverse behaviour (-4.5) with respect to the 
fall in the wage share (-3.2). This fall in the total Gini is totally driven by the inequality effect (-4.6), a 
result  that  largely  depends  on  the  reduction  of  the  Gini  correlation  of  wage  income  and  self 
employment income (on the contrary, the Gini coefficients of both factor shares increases -i.e. the 
inner distribution becomes more unequal). The factor share effect also acts positively on inequality (-
0.7). This is rather a surprise given the massive fall in the wage share. At the root of this positive 
influence of the factor-share effect there is the following circumstance: the bulk of the drop in the 
wage share is absorbed by imputed rents and pensions and arrears into the well distributed cluster. 
The latter consideration helps us to introduce a point not restricted to the sub-period under scrutiny: 
in general,  the effects  of changes in factor shares are mostly small  or negative,  i.e.  they exert  an 
irrelevant or equalizing effect on total income distribution. In other words, in isolation, changes in the 
distribution of income sources -dominated as they are by the fall of 10 percentage points in the wage 
share- have only slightly affected total inequality.  As a result, the inequality effect turns out to be the 
main driver of the observed variations in the Gini index. 

     Over the period 1991-1993, the total Gini grew from 34.5 to 40.2 (+5.7). The wage share fell 
moderately (-1.1%) and the factor share effect exerted no substantial influence over the period (-0.2). 
The whole increase in the Gini index depends upon the inequality effect in the wage distribution and 
correlation (+5.7). The peculiar conjuncture of the period may acquire here some weight, given the 
loss of employment recorded over the period (more on this in section 6).  

     The period  from 1993 to  1998 covers  the  first  phase  of  the  substantial  stability  of  personal 
inequality recorded since 1993. The total Gini index in fact remained almost unchanged (from 40.2 
in 1993 to 40.4 in 1998), with both the structural and inequality effects of scarce magnitude.  Yet, the 
wage share recorded a retrench of slightly less than 5 percentage points, while income from financial 
assets and actual rent grew 1.3% percentage points. These adverse changes in both the most equally 
and the most unequally distributed factor sources exercised a limited structural effect since the former 
was mainly absorbed by the increase in imputed rents and pensions, while the latter was absorbed by 



a roughly correspondent decrease in interest income. 

     In the decade from 1998 to 2008 the Gini index fell (-2.9). Both the share and inequality effects 
contributed to this fall with effects of comparable magnitude (-1.4 the former and -1.5 the latter). It is 
interesting  to  note  that  over  that  period  the  inequality  effect  of  all  the  factor  sources  positively 
impacted  on distribution,  with  the  exception  of  pensions  and  other  transfers  that  become more 
addressed to the upper segment of the distribution.

     Two general conclusions can be drawn from the decomposition. First, as we have noted above, the 
structural effect is unable to drive changes in the total Gini. The limited influence of the structural 
effect on inequality depends on the fact that, until the end of the 1990s, changes in the wage shares 
are absorbed by relatively well distributed income sources (pensions and imputed rents), while the 
share of income from accrued rents and financial assets, when rising moderately, is compensated by 
the fall in the interest income share. Since the end of the 1990s, the structural effect is weightless 
because the shares hardly move. 

     With almost no factor shares effect on personal distribution, the inequality effect turns out as the 
substantial driver of income inequality changes. Indeed, inequality fell before the 1991-93 recession 
because  the  pseudo  Gini  of  wage  income fell;  it  rose  during  the 1991-93 recession  because  the 
pseudo-Gini of wage income rose, and it moved trendless thereafter mainly because the pseudo-Gini 
of wage income fell again, counterbalancing the increase in the pseudo-Gini of transfers. Functional 
and personal distribution in Italy appears de-linked over the 1990s not because the distribution of 
labour and capital income converges in a way so to render changes in functional distribution neutral. 
The set  of  circumstances  that  lay  at  the  root  of  this  disconnection  has  to  be  singled  out  in  the 
combined effect of a fall in the wage share rather anomalously connected with a stationary or even 
falling share of accrued capital income, and of a substantial increase of atypical labour contracts and 
the consequent spreading of labour income in the bottom of the pay scale.   Let us turn our attention 
towards these two peculiarities in what follows.

 

5. Imputed property income versus actual property income

The fall  in  the Italian  wage  share of  disposable  income does not  translate  into  a  correspondent 
increase in the capital share proper, but in an increase of imputed rents. Eliminating imputed rents 
from the disposable income, the labour and pension income share is on the rise. In 1993 it was equal 
to 69.3%. In 2008 it is equal to 74.3%. 

    The huge growth in the share of disposable income allotted to imputed rents is not an Italian 
peculiarity. The peculiarity of the Italian case, however, is in the fact that excluding imputed rent from 
households’  operating  surplus,  the  modest  growth  in  Italian  value  added  exacerbated,  further 
weakening the dismal performance of Italian labour productivity.   An unearned income component 
turns out as the main driver of income growth since the mid-1990s. Excluding imputed rents, an item 
that concurs in the formation of value added by increasing the households’ operation surpluses, the 
cumulative growth in real terms of household disposable income over the period 1990-2008 has been 
equal to a mere 11.6%

    The issues raised by the reliability of recorded movements in the non imputed capital income 
share are rather unmanageable. Only by means of alternative information on functional distribution, 
in fact, an assessment could be attempted. The natural starting point is a comparison between the 
SHIW estimates  and  the  correspondent  national  accounts  aggregates.  Apart  from differences  in 
definitions and methods, the main difficulty in carrying out this comparison lays in the fact that whilst 



the survey records income sources  net  of  tax,  national  accounts  aggregates  are  gross  of  taxes  on 
income. An allotment of taxes on income among the different sources is thus needed. Bearing in 
mind that  such  an allotment  is  unavoidably  arbitrarily,  some indications  can be provided by the 
discrepancies  between  post-tax  income  shares  in  the  SHIW  and  in  national  accounts.  These 
discrepancies  diverge  considerably  as  between  income  sources.  This  rough  measure  of  under-
reporting signals a marked asymmetry between the well distributed and the badly distributed cluster of 
income sources. Whilst the former is pretty well captured by the survey, capital income is consistently 
under-reported. Interest income and dividends, in particular, turn out to show a shortfall of about 
80%[15].

   A comparison between interests  and dividends as recorded alternatively by the SHIW and the 
national accounts, considering negative interest incomes and adding undistributed corporate profits to 
the households’ income[16] is provided in figure 6. 

 

Fig. 6

 

 Dividend and real rents are on a steady rising trend, partly due to the fact that over the period 1990-
2008,  disposable  undistributed  corporate  earnings  account  for  about  10% of  total  private  sector 
disposable income (households plus corporations), and this percentage has increased from 9.2% in 
1990 to 12.8% in 2003[17]. Interest income recorded by national accounts also diverges from the one 
recorded by the SHIW over the 1990s. Mixed incomes display a consistent pattern, although even 
this source of capital income results massively under-estimated by the SHIW.

    No satisfying indications on the effect that the under-reporting of capital income might exert on 
personal  income distribution can  be obtained by recalculating the total  Gini  index as a weighted 
average of the pseudo-Gini as recorded by the SHIW, with weights given by the factor income shares 
as they result from national accounts. Firstly, since the phenomenon of under-reporting is growing 
when moving towards higher quintiles,  a proper account of capital income might hardly leave the 
pseudo-Gini indexes unaffected. Some analysis that operates a tentative correction for non-response, 
non-reporting  and  under-reporting  of  real  and  financial  wealth  qualifies  this  effect  as  statistically 
insignificant[18]; but it remains that “the order of magnitude of the discrepancy between the SHIW 
and national accounts is such as to demand some caution in the use of the data” (Brandolini, 1999, 
p.48), in particular for interests and dividends which “emerge as a particularly serious problem area” 
(ibid.). Secondly, and more important, even national accounts data might suffer some under-reporting 
of capital income proper. The dismal performance of Italian labour productivity could be partly the 
upshot of a measurement error. While a constant fall in the growth rate of labour productivity since 
the early 1980s is a common feature of almost all the European countries, in fact, a negative growth 
from  2000  onward  occurred  in  no  other  European  country  but  Spain[19] (The  oddity  of  this 
combination of stagnating output and rising total hours worked has been remarked by the Governor 
of the Bank of Italy (see, for, example Banca d’Italia, 2008, p. 9), and it is well expressed by a Bank’s 
report on trends in the Italian productive system : 

 
“Italian  firms  appear  to  be  victims  of  some  sort  of  economic  irrationality  that  forces  them  to 
accumulate factors of production notwithstanding the enduring stagnation in economic activity, and 
while the conditions of employment of factors should grant to firms much more flexibility in their use 
with respect to the past” (Banca d’Italia, 2009, p.47). 

 



In explaining this ‘sort of economic irrationality’,  some researches have pointed towards an under-
recording  of  the  value  added as  a  reasonable  explanation,  a  circumstance  that  might  not  fail  to 
substantially affect factor income distribution since a possible revaluation of value added –given total 
hours worked- will leave the wage bill untouched[20]. 

 

6. The impact of poor paid jobs on distribution

As we have seen in the previous sections, even if the inner distribution of wage and salary incomes 
worsened,  the  pseudo-Gini  of  this  source  acted  positively  on  inequality.  A  shrinking  and  more 
unequally distributed wage share did not negatively affect personal income distribution partly because 
wage  income  increasingly  moved  towards  the  bottom  of  the  income  ladder.  This  circumstance 
indicates that some de-link between functional and personal distribution has to be connected to the 
fact that,  over the period we are referring to,  dependent employment grew from 15.7 millions in 
1987, to 19.0 millions in 2008. This 3.3 millions increase has considerably changed the composition 
of disposable income across quintile groups of individuals arranged in ascending order of their total 
disposable income. 

 

Table 7

 

Let us, for example, compare years 1989 and 2008. As we saw in section 2., the poorest quintile of 
the population got 6.6% of total disposable income in 1989. Property income constituted a minor 
share of that total, since the income of the poorest 20% of the population was mostly made up by 
wages and transfers (slightly less than 90%). Wages, however, were only about 15% of the recorded 
disposable income: more than 70% took the form of transfers. In 2008 the 5.8% of total disposable 
income appropriated by the poorest quintile was also mostly made up of wages and transfers. Yet 
wages grew to 28%, while transfers fell to 49%. While in 1989 transfers were 5 times wages, in 2008 
they amounted to less than 2 times. The same trend is recorded, event though to a lesser extent, for 
the second quintile. In the upper two quintiles of the population, instead, this trend is reversed. The 
wage share falls, while the share of pensions is rising. 

     A different perspective about the effect of this replacement of wages and transfers in the bottom of 
the distribution can be developed considering the incremental effect on the total Gini coming from a 
small variation in factor shares. 

 

Table 8

 

Apart from the not surprising circumstance that the wage share and the transfer share are the only two 
sources  that,  if  slightly  decreased,  foster  up inequality,  what  is  interesting is  that  the effect  that  a 
reduction in the wage share could exert on inequality shows an increasing trend since 1993. In 1993 a 
1 percentage point decrease in the share of wages and salaries left the total Gini almost unchanged. In 
1998 a 1% decrease in the wage share increases the Gini index of total income by 0.06%; in 2008, by 
0.1%. The more wages happen to become the prevailing income of the poorest quintiles, the more 



changes in functional distribution takes the lead in driving changes in personal distribution. Similar 
considerations, with the opposite sign, apply to pensions and transfers. In 1993 a 1% reduction in the 
pension share increased total inequality by 0.18%; in 2010 by only 0.12%.

 

7. Conclusions

 

From 1993 onwards, Italian personal income inequality has not shown any persistent inclination to 
rise,  although a clear  tendency is detected in functional  distribution.  A retrenchment in the wage 
share,  in  fact,  spread over  the whole  1990s.  This  essay  has  discussed  some reasons  behind  this 
recorded de-link between functional and personal distribution.

     The de-link between the trend in the wage share and the Gini  index  does not  depens on a 
broadening of ownership of capital which would have blurred the very distinction between labour and 
property incomes. No evidence of ‘people’s capitalism’ can be detected in Italian data since there is a 
substantial divergence between the distribution of property and labour income. 

     Some disconnection could be caused, instead, by a poor representation of capital income proper 
among income sources.  The scattered evidence points  towards a  limited influence  of  the under-
reporting of capital income on personal inequality. The fact remains, in any case, that capital income 
proper  is  increasingly  becoming  a  missing factor  source,  a  circumstance  that  might  not  fail  to 
substantially affect the Italian distributive outlook, shaking the ground on which clear cut conclusions 
can be drawn.    

    A second source of  de-link between functional  and personal  distribution can be found in the 
changing economic position of wage earners. Indeed, even if the reduction in the wage share has been 
counterbalanced by the increase in both the pension share and the imputed rent share, the Gini index 
has recorded substantial oscillations over the last twenty years. These changes are mainly driven by 
the increasing number  of  poorly paid employees.  In particular,  when the wage income has been 
distributed among an increasing number of receivers in the left tail of the distribution, the Gini index 
has shown a tendency to reduce. The fact is that, at the beginning of the stage of increasing wage 
inequality,  wage  incomes  were  not  the  prevalent  income  source  of  the  poorest  quintile  of  the 
population. Wage income, although the most equally distributed source, constituted the prevailing 
income of  the  middle  quintiles.  The  very  bottom  of  the  distribution,  instead,  was  made  up  by 
unemployed and transfers’ receivers at large. The massive increase in the number of employees has 
moved income towards the bottom of the distribution, thus partially mitigating the effect of the falling 
wage share and of the rising earning dispersion on personal income inequality. 

    This redistribution of a falling wage share towards low or zero income subjects has been such as to 
reverse the income position of many wage earners and pensioners. These replacements in the relative 
position of many wage and pension earners are clearly two aspect of the same phenomenon. While 
the distribution  of  wages  depends  on the  shifts  in  workers’  bargaining  power,  as  well  as  on the 
considerable institutional changes in the Italian labour market occurred over the last two decades, the 
distribution of pensions is still heavily influenced by the strength and distribution of wages prevailing 
over the phase that preceded the end of the diminishing inequalities.  By the same token, whilst a 
substantial part of wage contracts is still regulated by more pro-workers’ arrangements, new entrants 
enjoy much less satisfactory conditions. Of course, the fact that many transfers’ receivers as well as 
mature insiders in the labour market enjoy a privileged status with respect to the new entrants does 
not necessarily imply that mature workers and pensioners appropriate an unreasonably high share of 



production. The same issue can be looked at from another angle, noticing that the present level of 
wages (as settled by new contracts) represents an unreasonably low income share on the part of wage 
earners. A situation, in which they could call their own very little of the cake they are producing in the 
sense that the ultimate level of many salaries and wages and pensions is below the threshold that 
might accomplish a stable growth.

     This  source  of  de-link  between  functional  and  personal  distribution  should  not  be  seen  as 
unrelated to the problem of the under-recording of capital income proper. In fact, the moving of wage 
income toward the bottom of the distribution can turn out as egalitarian only to the extent that the 
decrease  in  the wage  share  does  not  benefit  highly  concentrated  income sources.  The recorded 
distributive movements prevented substantial growth in income disparities by smoothing a stationary 
or shrinking wage bill upon the whole poor section of the population because,  with capital income 
proper  at  a  standstill,  changes  in  functional  income  distribution  are  confined  among  equally 
distributed factor sources.     

    Regardless the issues connected with the proper statistical records of movements in factor shares, it 
remains  that  the egalitarian  ‘wage  smoothing  effect’  that  has  helped to  stabilized  Italian  personal 
distribution  over  the  last  twenty  years  could  not  be  optimistically  expected  to  exert  an  enduring 
influence. In fact, unless the increase in the number of poorly paid jobs will more than compensate 
the decrease in stable positions forever, the progressive replacement of the mature and better paid 
workforce with young and less protected entrants might not fail to translate in a substantial reduction 
in the wage share. Functional distribution will thus gradually re-take the lead of changes in personal 
income distribution. 

 



Bibliography

 

AUTOR,  D.H.,  KATZ,  L.F.,  and  KEARNEY,  M.S.,  2006,  The  polarization  of  the  U.S.  labor 
market, AER Papers and Proceedings, May, pp.189-194.

BANCA D’ITALIA, 2001, Relazione Annuale, Roma.

BANCA D’ITALIA, 2008, Relazione Annuale, Roma.

BANCA D’ITALIA, 2009, Rapporto sulle tendenze del sistema produttivo italiano, Roma.

BOERI, T. and BRANDOLINI, A., 2005, The age of discontent: Italian households at the beginning 
of the decade, IZA Discussion Paper Series No. 1530.

BRANDOLINI,  A.,  1999,  The  Distribution  of  Personal  Income  in  Post-War  Italy: 
SourceDescription, Data Quality, and the Time Pattern of Income Inequality. Banca d’Italia, 
Temi di discussione, No. 350.

BRANDOLINI,  A.  2005,  La  disuguaglianza  di  reddito  in  Italia  nell’ultimo  decennio,  Stato  e 
Mercato, No. 74, 207-229.

BRANDOLINI,  A.  2009,  Indagine  conoscitiva  sul  livello  dei  redditi  da  lavoro  nonché  sulla 
distribuzione della ricchezza in Italia nel periodo 1993-2008, Senato della Repubblica, Roma.

BRANDOLINI, A., CIPOLLONE  P., and SESTITO P., 2002, Earnings Dispersion, Low Pay and 
Household Poverty in Italy, 1977-1998. In D. Cohen, T. Piketty and G. Saint-Paul(eds.), The 
economics of rising inequalities. Oxford: Oxford University Press.

BRANDOLINI, A., CANNARI, L., D’ALESSIO, G. and FAIELLA, I., 2004, Household Wealth 
Distribution in Italy in the 1990s. Banca d’Italia, Temi di discussione, No. 530

BUGAMELLI, M., 2007, ‘Prezzi delle esportazioni, qualità dei prodotti e caratteristiche di impresa: 
un analisi su un campione di imprese italiane’, in A. Lanza e B. Quintieri (a cura di), Eppur si 
muove. Come cambia l’export italiano, Rubettino Editore.

CODOGNO, L., 2009, ‘Two Italian puzzles:  are productivity growth and competitiveness really so 
depressed?’, Ministry of Economy and Finance, Working Paper no.2, March. 

ECB,  2004,  ‘Labour  productivity  developments  in  the  euro  area:  aggregate  trends  and  sectoral 
patterns’,  ECB Monthly Bulletin, July, pp.47-57.

FRIEDMAN, M. (1962) Price Theory, Transaction Publishers: New Brunswick, New Jersey. 

GOMEZ-SALVADOR,  R.,  MUSSO,  A.,  STOCKER,  M.,  and  TURUNEN,  J.,  2006,  ‘Labour 
productivity developments in the Euro area’, ECB, Occasional Paper Series no. 53., October.

ISTAT, 2008, ‘Il valore della moneta in Italia dal 1861 al 2007’, ISTAT, Informazioni no.8.

 



LERMAN, R. I. and YITZHAKI, S.,  1985, Income inequality  effects by income sources:  a new 
approach and applications to the United States, The Review of Economics and Statistics, Vol. 
67, No. 1, 151-156. 

LILLA, M. 2005,  Disuguaglianze salariali  in Italia:  nuove evidenze dai microdati  SHIW, Politica 
Economica; Anno XXI, No. 1, 71-102.

PODDER,  N.,  1993,  The  disaggregation  of  the  Gini  coefficient  by  factor  components  and  its 
application to Australia, Review of Income and Wealth, 39.

TORRINI,  R.  2005,  Quota  dei  profitti  e  redditività  del  capitale  in  Italia:  un  tentativo  di 
interpretazione, Politica Economica; Anno XXI, No. 1, 7-43.

VAN  KERM,  P.,  2009,  s-gini  –  generalized  Gini  and  concentration  coefficients  (with  factor 
decomposition) in Stata, v1.0, CEPS/INSTEAD, Differdange, Luxembourg.

 



[1] See Torrini (2005) for an examination of the growth in the profit share in Italy since the mid-1970s.

[2] On this see, for example, Lilla (2005).

[3] On this see Boeri and Brandolini (2005).

[4] Cfr. Brandolini (2009). 

[5] We choose 1987 as starting year being only from 1987 that interest income and dividends are recorded by 
the Bank of Italy’s survey on household income and wealth.

[6] It is nowadays customary to refer to disposable income net of depreciations. However, measuring property 
income net of the costs of earning it can hardly be considered a satisfactory treatment. In fact, apart from the  
many statistical problems raised by such attempts, that labour income is instead measured gross of all its costs 
cannot be overlooked. Unfortunately, starting from 2004, the SHIW reports income net of depreciation only. 
To assure comparability with the previous years, incomes from individual businesses in year 2004, 2006 and 
2008 have been grossed up by using the same ratio between gross and net income recorded by the 2002 
survey. 

[7] The Gini index ranges from 0 (i.e.  the percentage of  individuals  arranged in ascending order of their 
incomes coincides with the percentage of total disposable income allotted to them), to 1 (the whole disposable 
income is allotted to the richest). The income unit to which we refer the calculation is the individual. While 
households appear as the relevant unit for purposes connected with the standard of living, poverty, etc., the 
individual  income  receiver  seems  better  suited  when  aiming  at  bridging  the  gap  between  functional  and 
personal income distribution. We drop from our analysis every individual less than 15 years old.

[8] Moreover, some redistribution occurred away from the bottom deciles of the medium class toward the 
higher deciles (from 20/40 towards 60/80 and 80/90).

[9] On the increase in US wage dispersion see, for example, Autor et al. (2006).

[10] This result partly depends on the replacement of records with negative interest income with records of 
zero interest income in order to obtain Gini indexes bounded in the range [0,1]. More on this in par. 5.

[11] See above, p. 8.

[12] See Lerman and Yitzhaki (1985). See also Van Kerm (2009). 

[13] Plotting the cumulative proportions of income from a specific source against the cumulative proportion of 
households arranged in ascending order of total income, the concentration curve –though non decreasing -  is 
not bounded to rest below the egalitarian line.

[14] See Podder (1993).

[15] “Except in a few years, income from employment was satisfactorily measured until 1989, but in the early 
1990s the discrepancy with the aggregate data rose to over 10 per cent. By contrast, self-employment income 
and net interest and dividends appear to have been very poorly captured by the survey: the shortfall of the 
former ranged from 50 to 60 per cent of the national account figures, while that of the latter was about three 
quarters between 1987 and 1995. The gap between survey totals and national accounts tended to narrow only 
for  transfers:  in  1995  it  was  down about  a  quarter.  Rents,  inclusive  of  imputed  rents  o  owner-occupied 
dwellings, are the only item for which survey data generally overstated national accounts figures” (Brandolini, 



1999, p.47).

[16] There  are  solid  arguments  for  including  corporate  undistributed  profits  in  households’  income 
distribution. It is only by consolidating households’ income and income retained by corporations that a solid 
link can be established between functional and personal distribution.  The exclusion of corporate savings, in 
fact, creates a leakage in functional sources, making the income size distribution dependent on the dividend 
policies of corporations. 

[17] Taking into proper account corporate undistributed profits it  seems possible to alleviate the apparent 
contradiction between the fall recorded by SHIW in the capital share in households’ disposable income over 
the 1990s and the fact that “[i]n Italy, according to National accounts, in the private sector the share of capital 
in value added at factor costs …grew steady from the mid 1970s until 2001, reaching historically high levels. 
That growth, common to other industrial nations, results from increased profit margins in many sectors, and 
not from a reallocation towards high capital intensity industries” (Banca d’Italia, 2001, p.133).

[18] See for example Brandolini et al. (2004), and Brandolini and Boeri, 2005, pp.14-15.

[19] See, for example, BCE, 2004, pp.48-49 and Gomez-Salvador et al., 2006, pp.9-14.

[20] See on this Banca d’Italia, 2009, chapter IV. See also Bugamelli (2007) and Codogno (2009).



Table 1. Shares in household disposable income  

  Percentages share in household income

Quintiles of the 1989 1993 1998 2004 2008
distribution

1st 6.6 4.8 5.0 5.4 5.8

2nd 12.3 10.7 11.0 11.3 11.8

3rd 16.7 16.3 16.1 16.0 16.3

4th 22.1 22.8 22.3 21.9 22.3

5th 42.3 45.3 45.7 45.5 43.9
   80-90 15.0 15.7 15.3 15.1 15.3
  90-100   27.3 29.5 30.4 30.4 28.6

      

Source: SHIW



Table 2. Shares in wage bill   

  Percentages share in total wages

Quintiles of the 1980 1989 2008
distribution

1st 7.2 10.8 8.5

2nd 16.3 16.1 15.4

3rd 20.1 19.0 18.9

4th 23.5 22.0 22.4

5th 32.9 32.1 34.8
   80-90 13.7 13.1 13.4
  90-100 19.2 19.0 21.4

    

Source: SHIW



Table 3. Factor shares       

   Years    

1987 1991 1993 1995 1998 2008

Wages 44 40.8 39.7 37.5 34.9 35.5
and salaries

Income from self employment and 22.5 20.1 17.1 16 18.2 17.6
individual businesses

Pensions 18.6 20.1 21.6 23.5 23.4 24.6
and other transfers

Actual rents and income from 1.5 1.7 2.8 2.4 4.1 2.2
financial assets

Interest income 1.7 3.5 3.6 3.2 2.8 1.0

Imputed rents 11.7 13.8 15.3 17.4 16.6 19.1

       

Source: SHIW



Table 4. Gini indexes of each source  (zero income subject included)

   Years    

1987 1991 1993 1995 1998 2008

Wages 63.5 64.5 69.0 69.7 69.5 67.2
and salaries

Income from self employment and 91.6 87.8 90.0 90.0 90.2 90.9
individual businesses

Pensions 72.2 72.3 72.0 71.4 71.2 72
and other transfers

Actual rents and income from 97.9 97.7 97.3 97.1 96.2 96.7
financial assets

Interest income 95.5 86.3 87.8 88.0 84.7 87.9

Imputed rents 74.4 73.9 74.4 73.9 72.7 68.9

Total Gini 39.1 34.5 40.2 39.9 40.4 37.6

       

Source: SHIW



Table 5. Pseudo-Gini indexes of each source  (zero income subject included)

   Years    

1987 1991 1993 1995 1998 2008

Wages 36.3 30.9 40.3 38.1 33.9 26.7
and salaries

Income from self employment and 76.0 56.3 56.9 54.5 61.4 64.8
individual businesses

Pensions -12.5 -0.3 0.6 12.6 13.1 18.9
and other transfers

Actual rents and income from 81.1 84.1 85.5 84.1 87.1 82.1
financial assets

Interest income 71.7 62.3 65.0 65.3 61.7 60.3

Imputed rents 50.5 55.3 55.1 56.3 54.7 50.5

Total Gini 39.1 34.5 40.2 39.9 40.4 37.6

       

Source: SHIW



Table 6. Gini index decomposition by income sources   

  Years   

Gini index 1987/1991 1991/1993 1993/1998 1998/2008

Factor source effect -0.7 -0.3 0.1 -1.4

Inequality effect -4.6 5.9 -0.4 -1.6

Interactive effect 0.7 0.0 0.5 0.1

Total Delta Gini -4.5 5.7 0.2 -2.9

     

Source: SHIW
Divergence in total due to rounding



Table 7. Factor sources by quintiles          

1st 2nd 3rd 4th 5th 

           

     

1989 2008 1989 2008 1989 2008 1989 2008 1989 2008

     

     

Wages 15.2 28.0 39.6 44.8 58.4 52.1 55.9 40.9 31.7 25.0

and salaries      

     

6.1 7.7 11.8 6.6 12.4 7.9 15.3 12.0 33.8 28.3

Mixed income      

     

Pensions 72.1 49.5 38.9 36.8 19.4 27.2 13.5 24.7 7.1 17.0

and other transfers      

     

Actual rents and income 0.1 0.2 0.1 0.3 0.1 0.3 0.4 0.8 2.9 4.5

from financial assets      

     

Interest income 0.6 0.4 1.3 0.4 1.3 0.5 2.9 0.9 7.0 1.4

     

     

Imputed rents 6.0 14.2 8.2 11.1 8.3 12.0 12.1 20.6 17.4 23.8

     

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

memo: share in disp. 
income

6.6 5.9 12.3 12.0 16.9 16.6 22.0 22.6 42.5 42.9

Source: SHIW



Table 8. Elasticity of the Gini index with respect to the various income sources

   Years    

1993 1995 1998 2002 2006 2008

Wages 0.001 -0.017 -0.057 -0.074 -0.099 -0.103
and salaries

Income from self employment and 0.071 0.059 0.094 0.143 0.166 0.127
individual businesses

Pensions -0.183 -0.161 -0.159 -0.158 -0.146 -0.123
and other transfers

Actual rents and income from 0.032 0.026 0.047 0.026 0.020 0.027
financial assets

Interest income 0.022 0.020 0.015 0.005 0.003 0.006

Imputed rents 0.057 0.072 0.059 0.058 0.057 0.066

Total Gini 40.2 39.9 40.4 37.9 39.2 37.6

       

Source: SHIW



Fig. 1 Functional income distribution versus personal income distribution

Fig. 2 Wage dispersion
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Fig. 3 Factor sources (shares of disposable income)
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Fig.4  Inner concentration of factor sources
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Fig. 5 Changes in re-ranked Lorenz curve
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Fig. 6 Accrued capital income from SHIW and National accounts 
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