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Out of balance? Revisiting the nexus of
income inequality, household debt and
current account imbalances after the
Great Recession

Fabio Ascione® and Matthias Schnetzer*

Rising current account imbalances around the globe preceded the Great Recession
in the late 2000s. These imbalances narrowed significantly during the crisis mainly
due to a negative demand shock and plummeting imports in deficit countries. While
income inequality and household debt played a pivotal role in current account im-
balances prior to the crisis, it is unclear whether these relations still hold when
including the post-crisis era. We estimate current account determinants using a
panel of 31 OECD countries over 45 years and include measures for functional and
personal income distribution as well as household debt. We find a sustained rela-
tion between income inequality and current accounts when including the post-crisis
period, while the link to household debt diminishes, indicating a change in the debt
regime in a number of countries.
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1 Introduction

The Great Recession in 2007/08 was preceded by severe macroeconomic imbalances.
Spurred by increasing current account deficits in the USA and striking surpluses in
Asian economies, these imbalances amplified global financial and economic fragility
(Obstfeld and Rogoff, 2009; Portes, 2009; Rajan, 2011). At the same time, current
account imbalances within the Eurozone increased substantially on the eve of the
crisis in 2007/08 (Brancaccio, 2012; Kang and Shambaugh, 2016). During the crisis,
however, external imbalances narrowed substantially, with Spain, Portugal and Italy
turning into surpluses and France running a current account deficit. The rebalancing
process in the Eurozone was accompanied by a massive reduction in domestic demand
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and a contraction in private investment in peripheral countries (Bluedorn and Leigh,
2011; De Santis and Cesaroni, 2016). On the other hand, large and persistent sur-
pluses in countries such as Germany and the Netherlands continue to weigh on their
trading partners’ current account balances and threaten to reinforce global disequi-
libria (Kollmann er al., 2015).

The drivers of detrimental current account imbalances have been paid particular
attention in the recent empirical literature (Chinn and Ito, 2008; Schmitz and Von
Hagen, 2011; Belke and Dreger, 2013; Gehringer, 2013; Goss_e and Serranito, 2014;
Storm and Naastepad, 2014; Carrasco and Peinado, 2015; Kollmann ez al., 2015; De
Santis and Cesaroni, 2016; Cota et al., 2017; Unger, 2017). The underlying theoret-
ical explanations, however, differ and give rise to a myriad of competing viewpoints.
Among these are the competitiveness hypothesis stating that unit labour costs are
the main driver of current account imbalances (Belke and Dreger, 2013); the (inter-
national) non-price competitiveness argument which proposes factors such as techno-
logical capabilities and product quality to explain current account differences (Storm
and Naastepad, 2014; Grabner ez al., 2020); the convergence hypothesis that sees large
current account deficits as a symptom of a convergence process where countries with
lower GDP per capita grow faster and attract capital from abroad (Blanchard and
Giavazzi, 2002; Schmitz and Von Hagen, 2011; Holinski ez al., 2012); the twin def-
icit hypothesis that current account balances are determined by government balances
(Bluedorn and Leigh, 2011; Kumhof and Laxton, 2013); the financial deregulation hy-
pothesis that laxly regulated financial markets allowed debt-led and export-led growth
regimes to accumulate massive current account disparities (Stockhammer and Onaran,
2013); the demographic argument which emphasises that factors such as population
structure affect the current account balance due to different saving norms (Cooper,
2008).

Another strand of literature associates the rise in current account imbalances with
the increase in income inequality (Al-Hussami and Remesal, 2012; Kumhof ez al.,
2012; Belabed, 2017; Behringer and Van Treeck, 2018a, 2018b). This line of research
often builds upon the idea that aggregate demand is driven by functional and personal
income distribution. The argument behind functional income distribution is that the
relative shares of wages and profits in national income affect investment and saving.
The rationale behind personal income inequality is the theory of expenditure cas-
cades in household consumption due to upward-looking status comparison. Changes
in the functional and personal distribution of income may thus also have an impact
on the demand for imports and the current account. This literature usually focuses on
the period prior to the global financial crisis during which income inequality soared
in most industrialised economies. However, it is unclear whether the nexus between
income inequality and macroeconomic imbalances holds in the long run or in the pre-
crisis period only. While current account imbalances have decreased substantially, the
underlying conditions including income inequality have hardly altered. We thus expect
that the relationship is still present though weaker than before the crisis.

This paper adds some novel aspects to the literature. First, we draw on a broader
homogenous macro-panel than previous studies and investigate current account de-
terminants for 31 OECD countries, including different measures of personal and
functional income inequality. Second, we address the role of financial deepening by
explicitly accounting for household debt and credit regulation. While the nexus be-
tween financial development and the current account balance is well elaborated in the
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literature, household debt has often been neglected in empirical studies on macroeco-
nomic imbalances. Third, we include the crisis years after 2007/08 when analysing the
long-term nexus between inequality and current account imbalances. Most empirical
papers focus on the period prior to the global financial crisis and do not consider the
stark post-crisis adjustments in the current accounts. This way, we investigate whether
the findings in the literature hold for a longer time period and a larger sample of indus-
trialised countries or whether they apply only for the specific period before the Great
Recession. We find a sustained relationship between measures of income inequality
and the current accounts even when including the post-crisis period. In contrast, the
link to household debt diminishes indicating a change in the debt regime in a number
of countries during the crisis.

2 Related literature

The current account is generally defined as the sum of net exports of goods and
services (trade balance), net income from abroad, and net cash transfers. However,
it can also be described in terms of imbalances between aggregate saving and invest-
ment. Countries with lower domestic saving than investment will usually experience a
current account deficit due to higher demand for import goods and need for external
funding. Thus, current accounts are related to saving and investment decisions which
in turn are linked to income distribution. The discussion is preceded by a review of the
literature with respect to various perspectives on the nexus between macroeconomic
imbalances and income inequality, namely functional income distribution, personal
income distribution, and household debt.

2.1 Functional income inequality

The first strand of literature relates to the macroeconomic effects of changes in func-
tional income distribution. The extent to which shifts in the distribution between profits
and wages affect saving and investment decisions, and therefore the current account,
remains theoretically inconclusive. Based on the ideas of Keynes (1937), first Kalecki
(1942) and then Kaldor (1966) argued that the propensities to save differ between wages
and profits. The Kaleckian-Kaldorian notion of differential savings rates rejected the idea
of a single marginal propensity to save (Samuelson and Modigliani, 1966) and incorpor-
ated the functional income distribution into macroeconomic models. The idea that a re-
distribution from profits to wages boosts output via rising consumer demand, eventually
gave rise to wage-led demand regimes (Stockhammer, 2013). In contrast, the Marxian-
Goodwinian literature stresses that a higher profit share is beneficial to economic growth
when private investment increases more than consumption decreases, opening the
way for profit-led demand regimes (Stockhammer and Wildauer, 2016; Lavoie, 2017).
Potential implications for the current account arise when imports fall due to a shift in the
demand for consumer and investment goods from abroad. Thus, the effect of changes
in the functional distribution on the current account balance is not a priori undisputed.

A flexible theoretical model by Bhaduri and Marglin (1990) gave rise to a plethora
of empirical literature investigating whether countries were wage-led or profit-led. The
bulk of these papers typically suggest that an increase in the wage share negatively af-
fects the current account balance (Stockhammer and Onaran, 2004; Naastepad and
Storm, 2006; Hein and Vogel, 2007; Stockhammer, 2013; Onaran and Galanis, 2014;
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Onaran and Obst, 2016; Reddy er al., 2018). While the wage share is positively related
to consumption and the demand for import goods, there is a negative effect on exports
since rising wages are associated with increasing unit labour costs and less price com-
petitiveness (Stockhammer ez al., 2008). For instance, Carrera et al. (2016) show that a
higher wage share negatively affects the current account balance in a sample of 60 coun-
tries and find evidence of a cost channel (exports) and an income channel (imports).

2.2 Personal income inequality

The second debate relevant to this paper deals with the macroeconomic effects of
personal income inequality. In the post-Keynesian tradition, personal income distri-
bution affects aggregate demand through consumption and saving. While this strand
of literature agrees on the relevance of income inequality for aggregate demand, there
is dissonance about the direction of the effect. On the one hand, scholars argue that
increasing personal income inequality reduces aggregate demand since low-income
households have a higher marginal propensity to consume than richer households
(Dynan et al., 2004; Stockhammer, 2013). This is related to the notion of differen-
tial savings rates, though not between production factors but between individuals at
different positions in the personal income distribution. Thus, aggregate saving rises
with inequality while the demand for import goods decreases, leading to a surplus
in the current account balance (Behringer ez al., 2016). On the other hand, non-
conventional theories of consumer behaviour, such as the relative income hypothesis
(RIH) developed by Duesenberry (1949), suggest that with higher personal income
inequality the consumption-to-income ratio might even increase if consumption ex-
ternalities are taken into account. Related to the notion of conspicuous consump-
tion by Veblen (1899), Duesenberry stressed that consumption patterns are governed
first by emulating peers in a higher position in the social hierarchy and, second, by
maintaining an already attained living standard based on past consumption patterns.
Frank er al. (2014) introduced a model of expenditure cascades where changes in
income distribution have a direct impact on aggregate saving. As a result of external
status comparisons, every individual’s consumption increases with the average con-
sumption of their peers because of the fear of potential losses in status and prestige.
Aggregating this effect over the whole distribution results in expenditure cascades
where total consumption increases and saving decreases, leading to a higher demand
for imports and a deterioration in the current account balance (Kim ez al., 2014a;
Belabed, 2017). There is evidence that expenditure cascades are stronger if the shift in
income distribution happens at the top as consumption patterns trickle down to the
bottom (Drechsel-Grau and Schmid, 2014; Frank ez al., 2014; Bertrand and Morse,
2016). Rather than contrasting differential savings rates versus expenditure cascades,
Bofinger and Scheuermeyer (2018) find evidence for both hypotheses depending on
the degree of income inequality in an economy. Moreover, the nexus between personal
inequality and aggregate demand is influenced by norms and institutions. The effect of
income inequality on the current account balance might be markedly stronger if credit
conditions are loose and household debt is barely restricted (Behringer ez al., 2016).

2.3 Household debt

Accordingly, the third debate in the literature focuses on the role of household debt in
the nexus between income inequality and current account imbalances. The channels
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between these variables are complex as they might have independent and combined
effects. First, expenditure cascades may boost consumption independently from debt
when households are able to sacrifice their savings. Both, Duesenberry (1949) and
Frank er al. (2014) emphasise that consumption emulation may first reduce household
saving and eventually lead to a rise in household debt. Second, household debt could
vice versa affect demand irrespective of income inequality, for instance when credit
conditions loosen and it becomes more attractive to finance consumption with debt.
Third, there might be a joint effect when expenditure cascades rise the demand for
credit and credit liberalisation facilitates the supply for credit (PPollin, 1990). Empirical
studies find that credit conditions and household debt affect consumption levels and
thus have an impact on the current account (Kim ez al., 2014b; Kumhof ez al., 2015;
Stockhammer and Wildauer, 2016; Belabed ez al., 2017).

Debt-driven growth regimes, i.e. the question of whether debt boosts or curbs de-
mand, crucially depend on the time horizon considered and are prone to instabilities
(Palley, 1994; Dutt, 2006; Hein, 2012; Kapeller and Schutz, 2014; Kim er al., 2014a).
In the short run, borrowing relaxes the budget constraint and increases disposable
income which fuels consumption growth. With the accumulation of debt, however,
increasing repayment obligations reduce current income with negative consequences
for consumption in the longer term. Using a debt-augmented consumption function
with data for the USA, Kim ez al. (2014Db) find a positive effect of household borrowing
but a negative effect of unsustainable debt-servicing burden on consumption. Similarly,
Palley (2002), Boushey and Weller (2008), and Brown (2008) show for the case of the
US how rising household debt at first stimulates the economy, but increasing debt
repayments subsequently worsen financial balance sheets and pose risks to macro-
economic outcomes. These empirical findings indicate regime changes from debt-led
growth to debt-burdened systems. Thus, rising household debt initially spurs growth
and typically causes current account deficits due to higher demand for import goods,
but when debt repayments erode the solvency of households, plummeting demand
may counterbalance the current account.

For an overview of the theoretical relations, we illustrate the channels between in-
come inequality, household debt, and the current account in Figure 1. The literature in
the post-Keynesian and Marxian tradition disagrees on the effect of a rising wage share
on aggregate demand and its impact on the current account. According to the theory
of differential savings rates, rising income inequality might have a negative effect on
consumption and the demand for imports. Following the relative income hypothesis,
however, rising personal inequality should have a positive effect on imports but also
increases household debt when consumption levels cannot be sustained with current
income and savings. Household debt which might be boosted by rising inequality or
credit liberalisation is expected to be positively related to the demand for imports. In
contrast, unsustainable debt might put a drag on consumer demand and counterbal-
ances the current account. Previous studies regard these channels as crucial for the
current account imbalances prior to the Great Recession. Their role in the current
account adjustments after the crisis is yet unexplored.

3 Data

For the empirical analysis, we use an unbalanced macro-panel for 31 OECD econ-
omies over the period from 1972 to 2017. As several studies point out substantial dif-
ferences for industrialised and developing countries with regard to the current account,
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Fig. 1. Theoretical channels affecting the current account balance.

we aim for a large homogenous set of industrial countries (Chinn and Prasad, 2003;
Chinn and Ito, 2008). Due to data limitations, we have to exclude five of the 36 OECD
member states (Belgium, Chile, Israel, Lithuania, Mexico). The dataset comprises in-
formation from the OECD, the World Bank, the IMF, the World Inequality Database
(WID) and the European Commission’s AMECO database. The restriction of the ob-
servation period to 2017 is mainly due to the scarcity of inequality measures since that
date. This section focuses on the data for the main channels depicted in Figure 1 and
provides a detailed description of all variables and data sources as well as summary
statistics in Appendix Al. We provide data and code for replicating tables and figures
in this article in a Supplementary Appendix.

The data for current account balances are taken from the World Development
Indicators by the World Bank. Figure 2 shows the evolution of the current account
balance for the years from 1972 to 2017 with the post-crisis period identified by
shading. The average OECD current account only briefly turned positive in the mid-
1990s and gradually decreased between the early 2000s and the economic crisis in
2008. After 2008, the average rapidly surged far into the surplus. The standard devi-
ation of the current accounts shows a remarkable rise in imbalances beginning with the
late 1990s, eventually leading to a peak prior to the crisis. In the aftermath of the crisis,
the divergences within the OECD narrowed substantially, largely due to deficit reduc-
tions. Particularly the Baltics, like Latvia (+21 percentage points) and Estonia (+18
pp), and Europe’s so-called peripheral countries, like Iceland (+17 pp), Greece (+12
pp), Spain (+12 pp), and Portugal (+11 pp), exhibited immense corrections of their
current accounts between 2007 and 2017. These countries were hit hardest by the
crisis and domestic demand plummeted due to a destructive mix of rising unemploy-
ment, falling incomes, and rigorous austerity measures (Papadimitriou ez al., 2013). In
contrast, the Scandinavian countries of Norway(-8 pp), Sweden (-5 pp), and Finland
(-4 pp) reduced their surpluses. The evolution of the current account balance for all
individual countries in our sample is provided in Appendix Figure B1.

Functional income inequality is measured by the share of employee compensation
in gross value added. This share is obtained from the OECD National Accounts. While

2202 YOJBI £, UO JOSN USIAN JOBYISIOAIUNSYRYISHIM AQ LF8ELYI/EEL/L/9b/o101E/o[0/W00"dno"olwapese)/:sdRy WOy papEojuMOQ



Income inequality and current account imbalances 139

-5 ] e e

Current account balance (as % of GDP)
I
L
I

10 —=— Sample average

—— Standard deviation - Lo +
post-crisis period

1972 1976 1980 1984 1988 1992 1996 2000 2004 2008 2012 2016
Year

Fig. 2. Current account balances in 31 OECD countries.

employees’ labour compensation is clear-cut and broadly available, self-employed
workers earn mixed incomes comprising partly labour compensation and partly profits.
The dataset follows conventional approaches to assign part of the mixed income to
the labour share and the residual part to the profit share. The labour compensation
of self~employed workers is thus estimated by imputing equivalent employee wages.
Appendix Figure B3 illustrates the evolution of the wage share for each country. In
most OECD countries, there is a generally downward trend in wage share. Only a few
countries feature a stable or even increasing wage share.

Personal income inequality is measured threefold as the income share of the top
1%, the income share of the top 10%, and the Gini coefficient. The income shares
refer to pre-tax national income and are provided by the World Inequality Database
(WID). This database uses tax data, national accounts, and Pareto interpolation tech-
niques in order to avoid misreporting in survey income data (Alvaredo ez al., 2017;
Angel ez al., 2019). However, tax records might also be prone to misreporting, since
there are potential incentives to report lower income in order to evade tax payments.
The Gini coefficient is based on equivalised household disposable income adjusted by
taxes and transfers. The data is provided by the Standardised World Income Inequality
Database (SWIID). Appendix Figure B2 shows the time series for the personal in-
come inequality measures for all countries. With some notable exceptions, we observe
slightly rising inequality for most countries in the last decades; however, changes in
these indicators are subtle by nature.

To measure the private debt burden, we use household debt as a percentage of
GDP from the Global Debt Database (GDD) provided by the IMF. Household debt
includes all private debt such as consumer loans, mortgages, and debt securities. As
mentioned above, household debt might be driven by easier access to credit due to
loosened credit regulation. Following De Santis and Cesaroni (2016) and Samarina
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eral. (2017), we additionally use a sub-indicator from the Economic Freedom Index by
the Fraser Institute to capture the degree of financial liberalisation. This variable meas-
ures credit market regulation and ranges from 0 (tight credit conditions) to 10 (loose
credit conditions). Its calculation is based on three dimensions: the share of private
banking ownership, the extent of private sector lending, and the presence of interest
rate controls. The time series for household debt is depicted in Appendix Figure B3.
There is a distinct pattern for many countries which experienced rising debt up to the
crisis and a sharp drop afterwards.

To provide a brief overview of changes in these variables due to the Great Recession,
we illustrate the trends in Figure 3. We split the observation period into a pre-crisis era
from 1995 to 2007 and a post-crisis era from 2008 to 2017. The tiles indicate whether
a variable has increased or decreased in one or both periods. As the diagram shows,
there are a few countries that experienced rising current account balances throughout
this period, like Germany, Denmark, and the Netherlands. Many countries reveal a
rise in the post-crisis era after a decline in the years prior to the Great Recession, like
Southern Europe and the USA. As can be seen for the USA, the three indicators for
personal income inequality rose in both periods while the wage share declined. All in
all, the tiles indicating changes in the direction between the two periods dominate the
picture.

4 Methodology

Analysing the determinants of current account balances has a longstanding tradition.
Many empirical studies carry out panel estimations in order to identify the long-term
relationship between the current account and a common set of covariates (Chinn and
Prasad, 2003; Chinn and Ito, 2007, 2008; Gruber and Kamin, 2007; Legg ez al., 2007;
Phillips ez al., 2013). Our empirical analysis is closely tied to the work of Behringer and
Van Treeck (2018a, 2018b), who estimate current account determinants for a sample
of advanced and emerging economies using standard control variables and several
measures of personal and functional income distribution. We extend their specification
and estimate

CAi; = oo + B1Debtj, + B2 PID;, + B5FID;, + B4(PID;, * Debt;,) + X;, 7 + 1, + 81‘&: )
1

where CA is the current account balance as a percentage of GDP, Debr measures total
private household debt as a percentage of GDP, PID and FID represent proxies for
personal and functional income distribution respectively. X is a set of conventional

CAB

Wage share
Top 1%
Top 10%
Gini

Debt

AT AU CA CH CZ DE DK EE ES FI FR GR HU IE IS IT JP KR LU LV NL NO NZ PL PT SE Sl SK TR UK US

Pre- and post-crisis change
e ——

H ) Tl "
Fig. 3. Pre-crisis (1995-2007) and post-crisis (2008—17) changes in variables.
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explanatory variables including output growth, relative productivity, net foreign as-
sets, population growth, old-age dependency ratio, fiscal balance, trade openness, and
terms of trade gap. u, captures time-fixed effects, €;; is a random disturbance term
with zero mean, and ¢ = 1...N and 7= 1...T represent country and time. We in-
clude an interaction term between personal income inequality and household debt,
measuring whether inequality has an additional influence conditioning the level of
debt. In an alternative specification, we aim to capture the supply side effect of house-
hold debt with the annual credit liberalisation index provided by the Fraser Institute.

A common approach in the empirical literature on current account estimations is
to transform the explanatory variables into deviations from a GDP-weighted sample
average. As current accounts depend on both domestic and foreign economic con-
ditions, international developments are incorporated by cross-sectional demeaning
(except for relative productivity, net foreign assets, and terms of trade which are impli-
citly related to the rest of world). We aggregate the data to four-year non-overlapping
averages in order to exclude the impact of potential business cycle effects on current
account dynamics and to mitigate autocorrelation. However, the drawback of this ap-
proach is that it reduces the time-series dimension substantially and it becomes costly
to include lags in the regression.

We estimate a model with time-fixed effects on cross-sectionally demeaned and
four-year averaged data over two periods, namely 1972-2007 and 1972-2017. To
take into account the latest available data, the last observation is only an average over
the two years 2016 and 2017. Alternatively, we carry out calculations with three-year
periods, trade-weighted demeaning, and pooled ordinary least squares (POLS) es-
timations as robustness checks. Estimating the equation over a sample up to the crisis
and, in a second step, extending the sample period to the most recent years, allows
us to detect whether parameters are stable when accounting for global adjustments
in the aftermath of the Great Recession. All estimated standard errors are robust to
heteroskedasticity and arbitrary forms of serial correlation.

5 Results
5.1 Pre-crisis period

Table 1 reports the empirical results of equation 1 for the period prior to the global fi-
nancial crisis from 1972 to 2007.We abstain from discussing the standard covariates in
detail as they are very much in line with previous findings (Behringer and Van Treeck,
2018a, 2018b). We find a strong negative correlation between the current account
balance and output growth which might signal a greater demand for imports in the
catching-up process of less industrialised countries. The demographic variables are am-
biguous with a negative coefficient for the old-age dependency ratio and a statistically
insignificant effect of population growth. The negative relation with the dependency
ratio could indicate distinct savings and consumption motives of ageing populations
(Cooper, 2008). Higher relative productivity, measured as output per worker relative
to the three largest economies (USA, Germany, Japan), corresponds to an increase in
the current account. This effect is statistically significant but rather small as is typical
for samples of industrialised countries (Carrera et al., 2016). The positive relation be-
tween the current account balance and net foreign assets is also consistent with pre-
vious findings (Chinn and Ito, 2008; Kumhof ez al., 2012; Behringer and Van Treeck,
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Table 1. Estimation results, GDP-weighted demeaned four-year averages, 1972—-2007

Dependent variable:

Current account balance

(1) (2 ©) (€] ) (6) @) (8) &) (10)
Output growth —0.416*** —0.280** -0.296** —.276** —0.314** —0.428*** —0.452%** —0.419*** —0.420%** —0.281**
(0.137) (0.130) (0.129) (0.125) (0.124) (0.137) (0.138) (0.135) (0.134) (0.123)
Relative productivity 0.038*** 0.031*** 0.029*** 0.022%** 0.035*** 0.048*** 0.045*** 0.037*** 0.035%** 0.026***
(0.011) (0.010) (0.009) (0.009) (0.010) (0.011) (0.011) (0.012) (0.011) (0.010)
Net foreign assets 0.078*** 0.073%** 0.073%** 0.075%** 0.072*** 0.076*** 0.076*** 0.076*** 0.076*** 0.076***
(0.008) (0.007) (0.007) (0.007) (0.007) (0.007) (0.007) (0.007) (0.007) (0.007)
Population growth 0.080 -0.123 —0.098 0.312 -0.286 -0.008 -0.017 0.221 0.397 0.025
(0.589) (0.548) (0.548) (0.550) (0.537) (0.587) (0.587) (0.590) (0.591) (0.543)
Old-dependency ratio -0.132* -0.116 -0.130* -0.103 -0.114 —-0.145% —0.161** -0.132* —0.143% -0.112
(0.078) (0.077) 0.077) (0.075) (0.074) (0.077) (0.078) (0.077) (0.076) (0.072)
Fiscal balance 0.205% 0.153* 0.159* 0.128% 0.188*** 0.186*** 0.192*** 0.153** 0.136* 0.098
(0.070) (0.069) (0.071) (0.069) (0.067) (0.070) (0.072) (0.071) (0.071) (0.067)
Terms of trade X Trade open. 0.010 0.014* 0.013* 0.015* 0.012 0.009 0.009 0.010 0.011 0.013*
(0.008) (0.008) (0.008) (0.008) (0.008) (0.008) (0.008) (0.008) (0.008) (0.007)
Household debt —0.025* —0.025* -0.023 -0.012 -0.028*
(0.014) (0.015) (0.015) (0.015) (0.017)
Top 1% income share —-0.154* —0.202**
(0.087) (0.089)
Top 10% income share —-0.089* —0.109**
(0.046) (0.047)
Gini coefficient —0.175*** —0.194*** —0.280*** —0.274***
(0.058) (0.062) 0.075) (0.061)
Wage share -0.072* -0.073 -0.073 —0.112** —0.080* —0.112***
(0.037) (0.045) (0.045) (0.046) (0.048) (0.040)
Credit liberalisation 0.169
(0.180)
Gini x Household debt —0.004**
(0.002)
Gini X Credit lib. —0.081***
(0.028)
Observations 178 200 198 200 207 175 173 175 175 200
R? 0.625 0.611 0.615 0.623 0.609 0.651 0.653 0.657 0.666 0.659
Adjusted R? 0.587 0.577 0.581 0.590 0.577 0.611 0.612 0.618 0.625 0.624
Residual std. error 2.982 2.990 2.979 2.938 2.952 2.915 2912 2.890 2.861 2.817

Note: *p < 0.1; **p < 0.05; ***p < 0.01.
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2018a, 2018b). We find the strongest positive coefficient for the fiscal balance which
might indicate that restrictive fiscal policy also reduces the demand for imports (Zezza,
2012). An improvement in terms of trade dependent on the openness of the economy
has a slightly positive, yet mostly insignificant, effect on the current account balance.

We now focus on our variables of interest which we add successively to our baseline.
The coefficient for household debt is negative and statistically significant in most of
the specifications. This implies that an increase in household debt (relative to trading
partners) diminishes the current account balance (relative to trading partners). This
can be taken as evidence for household debt boosting consumption and the demand
for imports.

Columns 2 to 4 augment the baseline specification with measures of personal in-
come distribution, namely the top 1% income share, the top 10% share, and the Gini
coefficient. The coefficients for changes in these inequality measures are strongly
negative and statistically significant. The magnitude of the effect is similar to previous
findings, indicating a clear deterioration in the current account balance in line with
rising inequality. These results are in accordance with the view that consumption and
the demand for import goods may be fuelled by upward-looking status comparison.
Moreover, this is also backed by the evidence that the coefficient for the top 1% in-
come share is larger than that for the top 10% share.

In column 5, we introduce functional distribution in terms of the wage share. The
estimates are negative and mostly significant, implying that an increase in wage share
diminishes the current account balance. On the one hand, a higher wage share re-
flects higher labour costs and reduced price competitiveness in the export markets. On
the other hand, a higher wage share also implies rising consumer demand for import
goods. The negative link turns statistically insignificant when including the top income
shares, but persists when including the Gini coefficient. Since we observe rising per-
sonal income inequality and a secular trend for decreasing wage shares in the majority
of the countries in our sample, there are counteracting tendencies affecting the current
account balances.

Column 9 displays a negative interaction effect between the Gini coefficient and
household debt. This suggests that the relationship might not be linear but rather the
negative effect of personal income inequality on the current account balance increases
with household debt. In column 10, household debt is replaced by the index of credit
liberalisation provided by the Fraser Institute. Similarly, the interaction effect with the
Gini coefficient is found to be negative. Thus, higher personal inequality has a stronger
negative effect on the current account when credit conditions are only laxly regulated.

In summary, our results suggest that the rise in personal income inequality prior
to the global financial crisis contributed to a deterioration in the current account
balances. This is in line with unconventional consumption theories such as the rela-
tive income hypothesis and expenditure cascades. There is also evidence for a negative
effect of the wage share, which is consistent with the Keynesian theory on differential
saving rates between capital and labour. Household debt mainly yields a significantly
negative estimate which can be interpreted as evidence for debt-driven demand for
imports. On balance, our results for a sample of 31 OECD countries are consistent
with previous findings by Behringer and Van Treeck (2018a, 2018b). At this point, we
like to add a note of caution that econometric panel analyses might cover changes in
country-specific institutional arrangements over time that could affect the relationship
between the variables in single countries. Our empirical approach is confined to reveal
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robust long-term links which we find for the observation period spanning over almost
four decades.

5.2 Including the post-crisis period

In the next step, we are interested in whether the nexus of income inequality, house-
hold debt, and current account balances are stable when including the period after the
Great Recession. The available data from the post-crisis era show that macroeconomic
imbalances have significantly reduced and income inequality and household debt have
also been affected by the economic turmoil. It is unclear whether the links found for
the pre-crisis era will still persist in the long run when including the post-crisis adjust-
ment period that has reversed prevailing trends. We are thus keen to determine the sen-
sitivity of the estimates when extending the time period. Table 2 presents our results for
the period 1972—-2017. As can be seen, the number of observations grows by roughly
50% in the extended sample which could lead to substantial changes in the coefficients
if the previous findings do not hold.

While most of the standard control variables are fairly stable in their magnitude and
statistical significance, there are two notable exceptions. Population growth now cor-
relates significantly negatively with the current account balance and the link between
output growth and the current account is less pronounced in the extended period. In
some countries with large readjustments in the current account, population growth
reduced notably due to mass emigration during the crisis, as was the case in Spain,
Greece, Portugal, Ireland, and the USA.

With respect to our variables of interest, household debt turns statistically insig-
nificant in the extended observation period, indicating that this variable might not
be a crucial determinant for current account imbalances when including the crisis
episode. In fact, many countries that have been hit hardest by the crisis experienced
a substantial decline in household debt relative to GDP between 2008 and 2017,
like Ireland (-60 pp), Iceland (-31 pp), Spain (21 pp), and the USA (-18 pp). The
massive deleveraging in the household sector of countries with a debt-led private de-
mand boom prior to the crisis is well-documented in the empirical literature (2019).
Interestingly, countries with an increase in household debt during the crisis are often
those with declining current accounts, like Norway (+30 pp), Sweden (+19 pp), and
Canada (+19 pp). Replacing household debt with the measure for credit liberalisation
does not change this finding.

The measures for top-end inequality, the top 1% and 10% income shares, are still
negatively correlated with the current account. However, the link is weaker than in
the pre-crisis period, implying that expenditure cascades might play a less important
role for macroeconomic imbalances throughout the recession. The Gini coefficient, in
contrast, is as significant in the extended sample as in the pre-crisis sample. A closer
look at the data shows that inequality has actually been rising in some countries with
decreasing current accounts, like in Scandinavia, and decreasing in countries with
rising current accounts, like Portugal, UK or Poland. This is a surprising result. Finally,
the wage share is only statistically significant in some specifications but points into the
expected direction. However, the nexus between the functional distribution and the
current account is not as strong as before the Great Recession.

In general, the model fit is lower for the extended period. We conclude that the
long-term links between inequality, household debt, and macroeconomic imbalances
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Table 2. Esumation results, GDP-weighted demeaned four-year averages, 1972—-2017

Dependent variable:

Current account balance

[€Y) @ 3 @ (&) © @) ® )] (10)
Output growth -0.217 -0.153 -0.172 —0.146 -0.173 —0.240% -0.263% -0.217 —-0.228* -0.149
(0.134) (0.126) (0.125) (0.123) (0.122) (0.135) (0.135) (0.133) (0.132) (0.124)
Relative productivity 0.057*** 0.054*** 0.052*** 0.045*** 0.055*** 0.062*** 0.059*** 0.053*** 0.051*** 0.051***
(0.009) (0.007) (0.007) (0.007) (0.008) (0.009) (0.009) (0.009) (0.009) (0.008)
Net foreign assets 0.029%** 0.032*** 0.031*** 0.031%** 0.031%** 0.031*** 0.031%** 0.030%** 0.030%*** 0.031***
(0.004) (0.004) (0.004) (0.004) (0.004) (0.004) (0.004) (0.004) (0.004) (0.004)
Population growth —2.052*** —1.909*** —1.897*** —1.523*** —1.945*** —2.085%** —2.089*** —1.802*** —1.686*** —1.649%**
(0.513) (0.485) (0.486) (0.490) (0.481) (0.512) (0.513) (0.515) (0.515) (0.497)
Old-dependency ratio —0.172%** —0.182*** —0.188*** —0.162*** —0.148** —0.193*** —0.201*** —0.165** —0.170*%** —0.151**
(0.063) (0.064) (0.064) (0.062) (0.061) (0.066) (0.067) (0.064) (0.063) (0.062)
Fiscal balance 0.192%** 0.154** 0.166*** 0.138** 0.195*** 0.164** 0.176*** 0.132** 0.113* 0.124*
(0.064) (0.063) (0.064) (0.064) (0.062) (0.064) (0.065) (0.066) (0.066) (0.066)
Terms of trade X Trade open. 0.011 0.014* 0.013* 0.015** 0.013* 0.010 0.010 0.012 0.013* 0.014*
(0.007) (0.007) (0.007) (0.007) (0.007) (0.007) (0.007) (0.007) (0.007) (0.007)
Household debt —0.008 -0.007 -0.005 0.002 -0.012
0.011) (0.011) 0.011) 0.011) (0.013)
Top 1% income share -0.137* —0.166**
(0.075) (0.078)
Top 10% income share -0.071* —0.085**
(0.041) (0.043)
Gini coefficient —0.171*** —0.222*** —0.295*** —0.223***
(0.054) (0.058) (0.069) (0.057)
Wage share —0.055 —=0.050 —0.048 —0.093** —0.068 —0.082**
(0.035) (0.041) (0.041) (0.042) (0.044) (0.038)
Credit liberalisation -0.026
(0.177)
Gini X Household debt —0.003**
(0.002)
Gini X Credit lib. -0.039
(0.030)
Observations 271 287 285 201 300 262 260 266 266 291
R 0.533 0.552 0.553 0.544 0.530 0.566 0.566 0.562 0.569 0.557
Adjusted R? 0.498 0.520 0.521 0.512 0.498 0.528 0.527 0.524 0.530 0.521
Residual Std. Error 3.405 3.314 3.311 3.314 3.336 3.340 3.343 3.324 3.304 3.284

Note: *p < 0.1; **p < 0.05; ***p < 0.01.
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are not as evident as in the period prior to the crisis. To account for potential regime
changes during the Great Recession, we re-estimate the relationship of these variables
as interactions with a dummy variable that equals one for the crisis period (2008-15).
While time-fixed effects help to account for the impact of the crisis itself, the inter-
actions intend to capture whether these variables have a differential effect relative to
the pre-crisis period. The results in Appendix Table B2 show only weak evidence for
clear-cut regime shifts. While the interaction terms are mostly statistically insignifi-
cant, the change in the sign of the coefficients for household debt and the wage share
from negative to positive provides an indication of potential regime changes. The high
standard errors for the interaction term with household debt, however, mirror the
diverging patterns of debt in our sample that is shown in Appendix Figure B3. It is
likely that the coefficients mask important heterogeneities between countries during
the crisis which complicates the identification of clear-cut regime shifts. The inclu-
sion of interaction terms might also add some collinearity and thus potentially in-
flates the standard errors. All in all, the evidence of clear-cut regime changes is weak,
but if anything, supports the findings from our main specification, for instance, that
the prevailing relationship between household debt and the current account has di-
minished during the crisis. Appendix Figure B3 shows that a massive deleveraging
in the private household sector after the crisis has only taken place in some countries
like the USA, Spain, Portugal, and Greece. In other regions like Australia, Canada,
France, and Scandinavia, household debt as a percentage of GDP has continued to
rise. Hence, only some of the OECD countries have experienced a notable turnaround
since the crisis, where debt-led demand with positive effects for imports might have
turned into debt-burdened systems with decreasing demand, in line with the post-
Keynesian literature (Taylor, 2004; Dutt, 2006; Bhaduri, 2011; Hein, 2012).

Figure 3 suggests that the dropping demand for import goods due to deleveraging
has not been compensated by labour income, as post-crisis wage shares have been
falling particularly in those countries with decreasing household debt (UK, Spain
Portugal). In contrast, the nexus between personal income inequality and current
account balances has been remarkably stable throughout the severe economic crisis,
as our results for the whole period suggest (Table 2). We conclude that the relation be-
tween inequality and macroeconomic imbalances found in previous studies focusing
on the origins of the Great Recession also hold when accounting for the massive dis-
ruptions beginning in 2007/08.

6 Robustness checks and limitations

In order to examine the validity of our findings, we carry out a series of robustness
checks. The selection of these checks is guided by the literature on current account im-
balances. First, we repeat our empirical exercise with three-year averaged data. There
is no consensus in the literature about the optimal averaging period to account for
business cycle fluctuations (Chinn and Prasad, 2003; Kumhof er al., 2012). For better
comparability with previous studies on the topic, we use four-year averages in the main
results and three-year averages for sensitivity analysis. Second, we take trade flows ra-
ther than GDP as the weighting variable. This way, we can assess whether our results
change when accounting for trade exposure rather than for the size of the economy.
Third, we exclude time-fixed effects from our specification and estimate a pooled or-
dinary least squares (POLS) model.
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In Appendix Table C1, we present the results for the three-year average estimation.
In order to obtain feasible periods and to include the latest data from 2017, the pre-
crisis period lasts from 1973 to 2008 and the post-crisis period ends in 2017. We focus
on the specifications including the inequality variables which correspond to columns
5 to 10 inTables 1 and 2. The results are very stable with respect to the direction and
statistical significance of the coefficients. However, we find notable differences in the
wage share in the post-crisis period. The estimates with the three-year averages are
larger and indicate an even stronger negative relation with current account balances.
The personal inequality measures and the variables for household debt and credit lib-
eralisation do not differ substantially.

Appendix Table C2 shows the results with trade-weighted observations. As with
GDP, we calculate deviations from the weighted annual sample mean. With regard to
the pre-crisis period, the negative correlation between the inequality measures and the
current account is slightly stronger than in the main results. Notably, credit liberalisa-
tion now displays a significantly positive coefficient, indicating that loose credit regu-
lations improve the current account when trade flows are used as weights. Concerning
the post-crisis period, the estimated coefficients have the same signs and magnitudes
as in the main results.

Finally, Appendix Table C3 presents the OLS estimates from the pooled sample. In
this robustness check, we exclude time-fixed effects that control for unobserved devel-
opments affecting all countries at the same time. Instead, we include a crisis dummy
that shows the expected strong positive effect on the current account. Again, this spe-
cification results in similar estimates as obtained in the estimation with time-fixed ef-
fects. The striking difference is that the top 1% income shares are no longer significant
in the post-crisis era; however, the top 10% income shares and the Gini coefficient
still show a negative correlation with the current account. The wage share displays
slightly stronger negative coefficients than in the original estimation, indicating that
there might be a secular trend that is captured by time-fixed effects. In contrast to our
main results, we do not find a significant relationship between household debt and the
current account in the pre-crisis period.

Opverall, the robustness checks seem to confirm the consistency of our findings. In the
POLS specification, we no longer find any significant effects on household debt prior
to the crisis. However, for the functional and personal inequality measures, the results
are unambiguous: higher inequality correlates with higher current account deficits in
the pre-crisis era and to a lesser extent also in the long run including the crisis.

A limitation of our analysis is that econometric panel analyses might cover changes
in country-specific institutional arrangements over time (Behringer and Van Treeck,
2019). Further research with regard to altering growth regimes and different varieties
of capitalism might reveal additional insights on the relationship between household
debt, income inequality, and the current account in single countries. Our empirical
approach, however, mainly aims to find robust long-term links for a larger set of indus-
trial countries. At the same time, our findings shed light on potential regime changes,
i.e. debt-led systems may turn into debt-burdened systems, and different patterns of
income distribution across varieties of capitalism (Behringer and Van Treeck, 2018b).
The data shows that the rise in top income shares has been more pronounced in the
so-called liberal market economies (LMEs) such as the US, Ireland, and Australia,
while wage shares have fallen more strongly in the coordinated market economies
(CME:sS) including Germany and Austria (see Appendix Figures B2 and B3). By clearly
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distinguishing between the effects of changes in the personal distribution, on the one
hand, and the functional distribution of income, on the other hand, we capture the
diverging macroeconomic implications of different growth regimes, which is crucial for
understanding the evolution of current account imbalances.

Another limitation is the insufficient data available for the post-crisis period. As we
attempt to reduce the impact of business cycle fluctuations, we rely on multiyear aver-
ages of our data which reduces the number of observations considerably. While the
post-crisis period comprises roughly one-third of all observations, the number is too
low to carry out sensible estimations only for the period 2008 to 2017. However, we
believe that extending the observation period provides sufficient insights to grasp the
long-term relation between income inequality and current account imbalances before
and after the Great Recession.

7 Conclusion

Macroeconomic imbalances, measured as current account surpluses and deficits, rose
rapidly prior to the global financial crisis in the late 2000s (Behringer and Van Treeck,
2018a, 2018b). During the post-crisis period, these imbalances have narrowed consid-
erably across OECD countries and the average current account balance has even be-
come positive. However, some individual countries are still running persistent deficits,
like the USA, or surpluses, like Germany. Especially countries at Europe’s periphery
that have been hit hardest by the crisis, like Spain, Portugal, Greece, and Iceland, ex-
perienced a dramatic reduction in their deficits. The deep recession and radical fiscal
consolidation appear to have stalled the demand for imports by both the household
and the corporate sector (Bluedorn and Leigh, 2011; Papadimitriou ez al., 2013; Sinn,
2013). As a result, macroeconomic imbalances have faded from the spotlight and their
root causes have fallen into oblivion. This is a deceptive calm as our findings suggest
that the underlying long-term relationships are still in place and income inequality has
not been tackled yet.

This paper provides evidence that the Great Recession has weakened but not sus-
pended the long-run nexus between income inequality and current account imbal-
ances. The results are stable across different measures of personal income inequality
as well as the wage share. Most countries did not experience a notable reduction in
inequalities after the crisis, meaning that this still poses a risk for macroeconomic
stability. In contrast, the Great Recession had a critical impact on household debts.
Those countries that were hit hardest by the crisis, like the USA and Europe’s per-
iphery, experienced a sharp drop in household debts. While the accumulation of debt
in virtually every country in our sample was associated with rising demand for imports
prior to 2007/08, including the post-crisis era no longer shows a significant correlation
between these two factors. Potential regime changes and the divergent evolution of
household debt across the OECD sample might obliterate any effects in the long run.

Several robustness checks support the validity of our findings. We vary the averaging
period, exchange the weighting variable, and remove time-fixed effects. The nexus be-
tween personal and functional income inequality and current account balances re-
mains valid when including the post-crisis period which accounts for roughly one-third
of the sample observations. Thus, our results show a robust long-term relationship
between income inequality and the current account, which is also compatible with the
theoretical assumptions.
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Given the myriad of potential determinants of the current account, monocausal
explanations of macroeconomic imbalances do not seem adequate. With these re-
sults, we aim to contribute to the discussion around which factors might play a piv-
otal role when impeding current account imbalances in the future. Even though the
risk of rapidly rising imbalances as seen in the run-up to 2007/08 seems low at the
current point in time, the underlying structural conditions that led to the crisis and
are elaborated in the literature remain unaltered. Consequently, it will be important
to carefully monitor future trends in income inequality and household debts, and
their relation to the current account if we are to avert a repeat of the Great Recession
in the near future.

Supplementary data

Supplementary data are available at Cambridge Fournal of Economics online.
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Appendix
Al. Data

This paper exclusively uses publicly available data. All variables are obtained in annual
frequency for the period 1972-2017 where available. The following list presents a de-
tailed description of all measures used in the empirical analysis.

» Current account balance: The current account balance is the sum of net exports
of goods and services, net primary income, and net secondary income as a per-
centage of GDP. Data is retrieved from the World Development Indicators (WDI)
from the World Bank database (April 2020 version). To cover some of the oldest
data points we used the December 2012 version.

* Output growth: The different growth performances within the sample are proxied
by real annual GDP growth. Data is taken from the WDI database.

* Relative productivity: In order to proxy the countries’ productivity, output
per worker is constructed by taking the ratio of GDP to the working age popu-
lation relative to the average productivity of the three largest economies in our
sample, namely Germany, Japan and the USA. GDP is measured at purchaser’s
prices in current US dollars and is taken from the WDI database. The working
age population refers to the age between 15 and 64 and is also obtained from
WDI.

* Net foreign assets: Net foreign assets (INFA) are measured as the difference be-
tween total assets and total liabilities as a percentage of GDP. Data for NFA are
taken from the recently updated and revised External Wealth of Nations Mark II
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database provided by Lane and Milesi-Ferretti (2018). Since data for NFA is only
available up to 2015, but our empirical analysis spans up to 2017, we assume con-
stant NFA values over the last two years in our sample (2016-17).

Population growth and old-age dependency ratio: Two different measures
are employed in order to proxy demographic developments. Firstly, we use the
old-age dependency ratio, which is constructed as the ratio of the total population
above the age of 65 and the working age population (age 15-64). Secondly, we use
the annual population growth rate. Demographic data are taken from the WDI
database.

Fiscal balance: The fiscal balance refers to the government net lending posi-
tion, as percentage of GDP. Net lending can be defined as total general gov-
ernment revenue minus total government expenditure. The primary source
for the fiscal balance is the OECD Economics Outlook from May 2018 (No
103). We complement this data with some alternative sources where longer
series were available. In particular, we use the World Economic Outlook
(WEO) database from the International Monetary Fund to complement data
for Australia, Switzerland, Greece, New Zealand and Turkey. For France, we
complement the series with data from the European Commission’s AMECO
database.

Terms of trade gap: Terms of trade are defined as the ratio of the index for
export and the index for import prices. Terms of trade are included in the em-
pirical estimations as deviation from a trend, where the latter is estimated by the
Hodrick-Prescott filter. Data are taken from the National Accounts statistics from
the OECD database.

Trade openness: Trade openness is measured as exports plus imports of goods
and services as a percentage of GDP. Data are taken from the WDI database.
Household Debt: To measure the private debt burden, we use total household
debt, loans (including mortgages), and debt securities as a percentage of GDP
from the Global Debt Database (GDD) provided by the IMF.

Top income shares: To proxy the personal distribution of income, several meas-
ures are employed, namely the top 1% and the top 10% income share as well as the
Gini coefficient. The top-end income shares are taken from the World Inequality
Database (WID). These income shares are reported before taxes and transfers and
are computed from both fiscal and net national income.

Gini coefficient: As an additional measure of personal income inequality we use
the Gini coefficient of equivalised net household income (post taxes and transfers)
from the Standardized World Income Inequality Database (SWIID, version 8.2)
provided by Solt (2019).

Wage share: As a proxy for the functional distribution of income, this paper uses
labour compensation in total value added from the OECD National Accounts.
Labour compensation includes gross wages and salaries payable in cash or in kind,
and the value of social contributions payable by employers. Following conven-
tional approaches, the dataset assigns part of the mixed income earned by self-em-
ployed workers to the labour share and the residual part to the profit share. The
labour compensation of self-employed workers is thus estimated by assuming sim-
ilar wages as employees.
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* Credit liberalisation: Credit liberalisation is proxied by an indicator that meas-
ures the degree of credit market regulation from the Fraser Institute of Economic
Freedom. The index ranges from 1 (tight credit conditions) to 10 (loose credit
conditions). While data is generally available on an annual basis from 2000, older
data points are mostly reported in five-year intervals. To complete the series,
we added the missing values by (yearly) repetition based on the latest available
observation.

B1. Tables and figures

Table B1. Summary statistics of variables used in the empirical analysis (annual data)

Statistic N Mean Std. dev. Min Max

Current Account Balance (% of GDP) 1,263 —0.56 4.93 —24.23 16.18
Output growth (annual %) 1,365 2.79 3.37 —-32.12 25.16
Relative productivity (output per worker) 1,362  78.44 44.41 6.17 250.92
Net foreign assets (% of GDP) 1,221 -20.91 56.07 -661.02 262.60
Population growth 1,456 0.57 0.66 -2.57 3.80
Old-age dependency ratio 1,457 20.68 5.44 6.39 46.17
Fiscal balance (% of GDP) 1,152 -2.19 4.23 -32.06 18.67
Terms of trade gap 1,319 -0.10 2.76 -23.66 14.52
Trade open 1,354 75.41 47.10 9.08 378.50
Household debt (% of GDP) 1,085 50.32 30.01 0.08 139.43
Top 1% income share 1,226 9.51 3.60 2.38 28.26
Top 10% income share 1,219 32.13 6.37 15.34 61.45
Gini coefficient 1,241 28.98 4.54 17.50 43.50
Wage Share (% of GVA) 1,267 51.95 7.22 22.64 66.19
Credit liberalisation index 1,370 7.87 2.28 0.00 10.00

2202 YOJBI £, UO JOSN USIAN JOBYISIOAIUNSYRYISHIM AQ LF8ELYI/EEL/L/9b/o101E/o[0/W00"dno"olwapese)/:sdRy WOy papEojuMOQ



155

Income inequality and current account imbalances

Downloaded from https://academic.oup.com/cje/article/46/1/133/6413847 by Wirtschaftsuniversitaet Wien user on 24 March 2022

(€60°0) (160°0)
8G0°0— 901°0- SISLID x dIeys dwodur 9,01 doL,
(6%0°0) (9%0°0)
890°0— 9%0°0— areys awodur %01 dof,
(691°0) (€91°0)
€E1°0- 112°0- SISLID x Ieys dwodur o, doj,
(060°0) (980°0)
TAN €80°0— areys swoour 9,1 doj,
(020°0) (020°0) (020°0) (810°0)
$00°0 G000 $00°0 S10°0 SISLID X 1Q9P P[OYISNOF]
(€10°0) (€10°0) (€10°0) (210°0)
200°0 900°0— 800°0— €10°0- 1q2p ployasnoy
(L00°0) (800°0) (800°0) (L00°0) (L00°0) (L00°0) (L00°0) (L00°0)
110°0 600°0 0100 xC10°0 xx910°0 xF10°0 xP10°0 110°0 ‘uado 9pEI], x dPEI) JO SWLIA,
(990°0) (L90°0) (690°0) (290°0) (€90°0) (#90°0) (€90°0) (690°0)
*xGET0 x¥xG8T°0 xxxCL1°0 xxx002°0 xPET0 xxxL91°0 PGS0 x¥x20T°0 9oue[eq [BOSL]
#90°0) (290°0) (L90°0) (190°0) (190°0) (#90°0) #90°0) (€90°0)
¥xSOT°0—  xxxP0T0—  xxx861°0— ¥xGSGT°0—  xxx€9T°0—  xxx681°0—  xxx98T°0—  xxx691°0— onex £ouspuadap-piO
(61<°0) (615°0) (L1€°0) (18%°0) (L8%°0) (98%°0) #8%°0) (91¢°0)
xxxGE] T— »xx780°C— xxx180°C— xxx086°1— xxxGLG T— xxxC06 1— xxxL06 1— xxxG00°C— pmois uonemdog
#00°0) (#00°0) #00°0) #00°0) #00°0) #00°0) (#00°0) #00°0)
xxx1€0°0 xxx1€0°0 xxxI€0°0 xxx[€0°0 xxxI€0°0 xxxC€0°0 xxxC€0°0 xxx0€0°0 $198S€ USI910F 19N
(600°0) (600°0) (600°0) (800°0) (L00°0) (L00°0) (L00°0) (600°0)
x¥x2S0°0 *¥x850°0 x¥x190°0 *¥xGG0°0 x¥xS70°0 x¥x2S0°0 xxx¥50°0 xxx9S0°0 Auanonpoid dane[y
(ge170) (Le1°0) (9¢1°0) (cer70) (cz1°0) (ccr70) (9z1°0) (ce1°0)
xbCT0— x69C°0— T 0— 9L1°0- 9r 10— L9T0— 8¥1°0— x0€T°0— qmoIs indinQ
(8 (L ) (@ ®) (© (@ 49

9oUE[eq JUNOJIE JUAIINYD)

:9[qerrea Juapuadoq

L107-2/6] “Cumunp 15140 © Suipnjour synsal uouvuwisg e dqeL



F. Ascione and M. Schnetzer

156

Downloaded from https://academic.oup.com/cje/article/46/1/133/6413847 by Wirtschaftsuniversitaet Wien user on 24 March 2022

‘100> 9,,,60°0 > 9,,1°0 > dx ‘210N

pig¢ 6¥¢'¢ Pree I¢ge 16C°¢ 80¢°¢ 01¢'¢ LOY'¢ JOIId "PIS [eNpISaY
LTG0 6TS0 LTG0 0050 6150 2250 7250 L6%°0 ] pasnipy
0LS0 69S°0 0LS°0 €€C0 7660 9¢S0 ooy €S0 ol
99T 09T 9T 00¢ 16¢ 68T 18T 1.2 SUOTIBAISSqO
#60°0) (680°0) (880°0) (€L0°0)
9€0°0 9L0°0 6L0°0 101°0 SISLID x IS 95\
(L¥0°0) (9%0°0) (9%0°0) (L£0°0)
xx901°0— 990°0— 890°0— xxGL00— S1eys 33epM
(1¢1°0) L110)
¥12°0- xxLST0— SISLID x JUSIONJO0D [UID)
(#90°0) (650°0)
x¥x9L1°0— xx021°0— JUDIOLFO0D TULD)
(8) ) 9 €9) #) (© @ (D

90UR[E( JUNO0JE JUdIIND)

:9[qerrea 1uspuadoq

ponunuo) 7d S1qeL



Downloaded from https://academic.oup.com/cje/article/46/1/133/6413847 by Wirtschaftsuniversitaet Wien user on 24 March 2022

157

Income inequality and current account imbalances

5
Vi w .nv LoLoz
i 3 A W L 000z
w — > - X
o w o = &0 T ] g7
I =] JV L 0861
g Aw L og6l
e
\m FV Loloz
< M X [14 A N V [72] |OOON
S o b (2] = z 7] 3
w A W = 0661
w w L0861
I
w WV M Loloz
L 000z
2 Y m z wl g P ° 3 w 5 w
m m = mv ; L 0661
L0861
«
M W LoLoz
£ L 000z
) 3 7 2 3 3 E 2R S .
( ,V Av 4
w p ) W Log61
K {
S o oo S0 o o S0 o o S o o o S0 o o oo o o S0 o o S oo o
= = q = 5 dq = 5 A - T A = s A A N

(dao Jo v, ul) eoue|jeg JUNO2JY JUBLND

Fig. B1. Current account balance as a percentage of GDP
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Fig. B3. Wage share (left) and household debt (right).
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