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Trends in Top Income Shares in Finland

M. Jantti, M. Riiheld, R. Sullstrom, and M. Tuomala

8.1 INTRODUCTION

This chapter provides new evidence about the evolution of top incomes in
Finland based both on tabulated income tax data for 1920-2003 and on micro-
data over the period 1966-2004. The chapter shows how the proportion of
income earned by the very richest 1 per cent has changed over time. We find a
U-shaped pattern of the income share of top 1 per cent over the period from the
beginning of 1960 to 2004. The results bring out clearly how the major equaliza-
tion from the beginning of 1960 to the mid 1990s has been reversed, taking the
shares of top income groups back to levels of inequality or even higher found over
forty years ago.

There are a number of different ways of measuring inequality. Each provides a
different kind of summary of the difference between the poor and the rich. The
most commonly used summary measure of inequality is the Gini coefficient. The
rapid growth in income inequality over the latter part of the 1990s in Finland is
the most important feature of the changes in the Gini coefficient over the last
forty years. Figure 8.1 shows that over the 1960s and 1970s the Gini coefficient
declined, then remained almost constant until the turning point in the beginning
of the 1990s. The rise in the Gini coefficient that started around the mid 1990s
accelerated over the latter part of the 1990s. The increase has been the fastest
income inequality growth in the modern Finnish economic history. These devel-
opments of the past ten or fifteen years have to be viewed in the light of the
longer-run evolution of the income distribution in Finland.

The aim of this chapter is to document trends in income inequality in Finland
over the period 1920-2004. We look more closely at changes in inequality by
considering how income changes at the upper end of the income distribution
have driven the rising movement in the Gini coefficient. In particular, we look at
the share of total income held by groups at the upper ends of the distribution.
This chapter also focuses on how far our income tax system has been responsible
for changes in top income shares over the last ten years. How far are changes in
top income shares a reflection of the rearrangement of income? How far are they
associated with changes in redistribution of the tax system?
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Figure 8.1 Gini coefficients in Finland, 1966 2004
Sources: Based on IDS data in 1987—2004 and HES data in 196685, Statistics Finland.

There has been among economists and other social scientists a recent upsurge
of interest in advanced countries at the top of the income and wealth distribution.
Recent studies, starting with Piketty (2003) for France, have used income tax
statistics to examine long-run trends in top incomes in various countries—
notably Atkinson (2002) for the UK, Atkinson and Salverda (2003) for the
Netherlands, Piketty and Saez (2003) for the USA, Saez and Veall (2003) for
Canada. Our estimated top shares in turn come both from tax data over the
period 1920-2003 and from microeconomic surveys on income and expenditure
from 1966 to 2004.

The structure of the chapter is as follows. Section 8.2 describes the data
used in this study. Section 8.3 reports evidence on changes in income levels,
its distribution, and top incomes 1920-2003. Section 8.4 summarizes the
evidence about the top of the income distribution that can be derived from
micro-data over the period 1966-2004, with a subsection devoted to sum-
marizing changes in the composition of incomes, possible explanations of
the observed changes in the distribution, and a subsection showing the
impact of income tax system. In section 8.5, we discuss the role of income
mobility. Section 8.6 concludes.
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8.2 DATA AND METHODS

Tabulated Income Data from Tax Tables, 1920-2003

In this section, we describe the sources for the long series in income distribution
starting in 1920 (see Table 8A.8). We focus on the definition of income, the tax
system, and the compilation of the tables. Since the data cover a considerable
period of time, we emphasize changes in the methods across time.

The data stem from Statistics of Income and Property, a publication series by
Statistics Finland that started with the advent of the first modern law on income
and wealth taxation in 1920 (Statistics Finland 1920-2003). Statistics of Income
and Property contain on a semi-annual basis grouped data on the distribution of
taxable income. The use of these in producing time series should be viewed with
some caution. The statistics cover only those incomes and those units subject to
taxation that the current laws stipulate. Changes in tax laws are likely to lead to
changes in income distribution thus measured.

We present two sets of time series on income distribution after 1920, namely
(a) taxable income among the population of tax units for 1920-92 and (b) income
subject to taxation among all adults for 1949-2003. The sources from 1920 onward
give taxable income of taxed tax units, from which we get the distribution among
the population of tax units by augmenting the series with an estimate of the total
number of tax units. “Taxable income’ consists of ‘income subject to taxation’ less
income deductions. We thus have two time series of income distributions,
defined with respect to the rules governing central government (‘state’) taxation
at the time the data are gathered. The definition of what income is subject to
municipal taxation and what deductions are allowed differs from central govern-
ment taxation and varies across the years.

Definition of Income

The concept of income, both as defined and as included in the publications, has
undergone substantial changes across the years. In 1920, only income that was
taxed was reported in the published tables. Starting in 1949, the published tables
included both the sum of all income sources and taxed income. This was further
refined in 1969 when the modern concept of income subject to taxation was
introduced (we have transformed data prior to that year to conform to this
notion). Income subject to taxation is distinct from taxable income, the part of
the income that is actually taxed. The difference consists of different exemptions.
These include the basic deduction, i.e. the threshold at which tax units start
paying taxes, and various other deductions, some for social reasons such as
having dependent children.

The definition of income subject to taxation has undergone some change over
time. In principle, the income concept includes all form of money income that
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accrues to the household during the tax year (which coincides with the calendar
year throughout the period), except for some social transfers and a few other
items. The concept includes in principle:

e labour income, consisting of wages and salaries fringe benefits, including
lodging

earnings-related pension income and other income

agricultural and forest income

self-employment income

property income

social transfer income (in part and during part of the period).

Major changes over the years are listed in Table 8.1. The overall tendency is for
income subject to taxation to become more inclusive over time, in part by having

Table 8.1 Major changes to definition of income and taxation in Finland

1920 Inheritance and gifts exempted
Income from abroad taxed in Finland

1924 Agricultural income assessments defined and standardized

1935 An additional tax of 20% on the tax amount on persons over 24 years old with no
guardian obligations

1937 1942 An additional tax of 20% on the tax amount for defence purposes

1950 Bank deposits and their interest exempt from taxes

1957 Additional taxes on high incomes introduced

1958 Additional taxes on high incomes abolished

1964 An additional tax of 20% on the tax amount on income and sailor’s tax introduced

1968 Changes in the assessment of property income, lower threshold considerably
increased

1969 New law on taxation of assets from trade and profession, income and losses could
be periodized over several years

1975 A forest premium was introduced
The taxation of income and property was made more uniform

1976 Two separate progressive scales (A’ and ‘B’) abolished and a new single scale
introduced

1980 The scale for property income lowered

1983 National pensions (base and addition) no longer exempted from income subject to
taxation

1985 Other income sources brought within taxation: unemployment benefits, support

for home care of children, social assistance for entrepreneurs, aid to students, sick
pay, maternity allowance

1986 Sailors’ income taxes as other persons’

1987 Other income source brought within taxation: pension and basic daily sick allow
ance, student aid to adults, certain other daily allowances and payments

1989 Fringe benefits and capital gains subject to taxation
Agricultural income reformed, area subsidies subject to taxation

1992 Student aid to university students subject to taxation
Strike pay subject to taxation

1993 Major reform of property income; capital gains taxed at same rate as other property

income, imputed rents from owner occupied housing exempted
1996 The property income tax rate raised from 25 to 28%
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previously untaxed sources become subject to taxation and in part by new types
of income becoming included when they become available. As some income
sources in any given year are not included in the published tables, income levels
in the statistics are too low. An important case in point is the national old-age
pension, which was included in income subject to taxation in 1983. Some social
transfers, such as child and housing allowances, are still not taxable. Other
incomes exempted from taxation are scholarships and some pensions. For ex-
ample pensions for war veterans are not subject to taxation. Even some types of
factor income are not included in taxable income over most of the period, the
main one being interest paid on deposit accounts.

The way in which a given income source is assessed for tax purposes has also
changed across time. An important example prior to the Second World War is
agricultural and forest income, which is widely believed to have been assessed at
very low values. In part this is due to the low degree of monetization in the 1920s,
in part because fringe benefits (which were hard to value) were a major part of
agricultural labour income. The assessment of agricultural income underwent a
substantial change in 1969 which increased the tax assessments of those incomes.
Another case whose tax assessments may at times depart substantially from their
true values is property, whose tax values tend always to be much lower than the
market value but where this difference can vary quite substantially across time.

Deductions

The number of, reasons for, and amounts of tax deductions have changed a lot
across the years. The following highlights some of these changes that are of
particular distributional interest.

Prior to 1924, the tax law was not very specific about deductions except for the
basic tax threshold. That year the tax code was amended to clarify a number of
details. If both spouses were working, half of the income of the one earning less
was deductible up to a limit of FIM 8,000. Income earners with dependent
children (less than 15) could deduct FIM 2,500 per child. The deduction for
dependent children has been subject to a very large number of changes across the
years. For instance, from 1951 onwards, the deduction for the second and later
children was doubled in size.

Other income exemptions for social reasons have been introduced. In 1956, an
old-age deduction was enacted to apply at first for those aged 67 and older, and
later extended to apply to those 65 and older. In 1957, the dependent child
exemption was extended to unmarried persons (with children, of course). An-
other important deduction, the deduction for a spouse, has undergone many
changes over the years, especially when separate taxation of married couples’
income was introduced. In 1975, the spouse deduction could only be applied if
the couple had children and it was abolished in 1989.

Exemptions and deductions based on household characteristics are by no
means the only ones that applied. From 1926, tax units in areas determined to
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have high living costs were allowed to make deductions. Starting in 1947, interest
income from some types of deposit accounts and bonds were exempted from
taxable income. Starting in 1956, 15 per cent of all dividend income was
exempted from taxation.

Other exemptions further include a so-called ‘per cent deduction, which from
1957 allowed all persons with incomes from labour, property, agriculture, and/or
forestry to make a 10 per cent deduction from taxes. This was later increased to 15
per cent for those with incomes below FIM 1,000,000.! From 1969, losses due to
the practice of trade and profession could be deducted, and from 1975 also
interest paid on some debts could be subtracted from income subject to taxation.

Many exemptions were abolished in 1989 as part of a major overhaul of tax
laws. Those exemptions include exemptions due to having children in education,
lone-parent exemptions, and a property tax deduction for entrepreneurs.

Tax Units

One major issue with the published data is that in the longest series, on tax units,
the unit has undergone several changes. Finland introduced separate taxation of
married couples in 1935. At that point, the data also take as the tax unit the
person rather than the couple. Separate taxation was abolished in 1943, at which
point the data revert to the use of couples as the unit. Separate taxation was
reintroduced in 1976. Thus, married couples are treated as one tax unit from 1920
to 1934, as two units from 1935 to 1942 during the first period of separate
taxation, and as one from 1943 to 1975, after which separate taxation was
reintroduced.

However, in the tables of income subject to taxation per income recipient,
married persons are counted individually from 1952 onwards. Joint taxation is
only taken into account for taxable income per tax unit. On the other hand, tables
for professional categories reported the incomes and taxes for men and women
separately as early as in 1926.

Between 1947 and 1975, private persons can in the tables be either physical
persons, persons who are jointly taxed, or undivided estates. Persons who are
jointly taxed are so because they are jointly self-employed, such as those who
jointly operate a farm. These should be distinguished from jointly taxed married
spouses. The concept (i.e. jointly taxed) was introduced in 1921, and until 1947
such units were defined as belonging to the group corporations. After 1975,
jointly taxed persons are no longer a single taxable unit and undivided estates
are in turn defined as corporations.

Before 1949, only those whose taxable income exceeded the threshold for
paying taxes were tabulated. At that time, all income earners who filed tax

! From 1963, the Finnish markka equalled 100 old markka and the old markka became penni. From
1999, the Finnish currency was linked to the euro, and from 2002 the markka and penni were replaced
by the euro.
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declarations were included in the published tables, except for those with only
property income below the taxable threshold—they were included in the pub-
lished tables in 1961. One consequence of not having untaxed units in the tables
at all prior to 1949 is that variations in the rate of inflation generate substantial
variation in the number of units taxed. When inflation is high, the tax schedules
tend to creep up, making more units subject to taxation.

It is important to bear in mind, especially when considering the distribution
in the whole population, that part of those with very low incomes worked
only part time and especially during only part of the year. For instance,
students who work only during the summer vacation tend to earn some income
subject to taxation but typically not enough to pay taxes. The level of income
inequality recorded is for this and other reasons substantially higher than
when incomes are pooled within households, as is typically done in micro-
data-based studies.

Other Changes in Statistics

Until 1945, almost the entire population liable to taxation is included in the
material used for tabulations. That year, because of the increase in the number of
units taxed, the tables were constructed on the basis of a statistical sample.
Sampling was used until 1969 when the use of computers made it possible to
return to tabulating the full population. This did not apply to the jointly taxed
and undivided estates, as these were not included in the register, so these groups
were sampled until 1975. At that time, as mentioned above, the jointly taxed
ceased to be a single taxable unit and undivided real estates were defined to be
corporations.

The sample was drawn in different ways, listed in Table 8.2, across the years.
Note that during the period when a sample-based survey was made, spouses were
jointly taxed and therefore considered as one unit. Tax return forms were used as
the primary material before computerized registers became available. As to
control the material, tax rolls were used. In 1969, a computerized register,
based on the tax authority records, was taken into use.

The Population

An important complication is that for the data on taxable income among tax
units, the total number of tax units is unknown. The distribution is truncated, as
we only know the number of tax units whose income exceeds the lower limit of
taxable income. The tax unit before the introduction of separate taxation in 1935
(and after it was abolished in 1943) was the family and each income earner during
separate taxation. There are no census counts or survey information on the total
number of families—which presumably could be used with the number of single
persons to approximate the population of tax units—before the war. In principle,
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Table 8.2 Changes in the construction of income statistics in Finland

1945

1947
Income > 500,000 mk
Income < 500,000 mk

1952

Income > 900,000 mk
300,000 mk 899,999 mk
Income < 300,000 mk

1960

Income > 2,000,000 mk
800,000 mk 1,999,000 mk
400,000 mk 799,000 mk
1,000 mk 1,999,000 mk

1963

Income > 29,999 mk
10,000 mk 29,999 mk
5,000 mk 9,999 mk

1,000 mk 4,999 mk

Helsinki was treated differently from rest of Finland. 20% of all
private persons from Helsinki were in the sample. The rest of the
sample was made by choosing some towns and districts in Finland
as representatively as possible. 20% of the population outside
Helsinki was included in the sample.

all persons (under one percent of the whole population) included
every tenth person included

all persons included
every tenth person included
every twentieth person included

all persons included

every fifth person included
every tenth person included
every twentieth person included

all persons (note the monetary reform in 1961)

every fifth person included

every tenth person included (applies to all persons with sailors’
income)

every twentieth person included

it should be possible to approximate this population by taking the adult (defined,
currently, as those 15 years and older) population and subtracting from it the
number of married women. This, indeed, is what we resort to when estimating
the statistics for the full population of tax units.

Summary

The changes to the published tables that underlie the series are large and whether
or not they capture a real time series is open to debate. Many of the changes
cannot be dealt with by adjustments of any sort. The one issue that is looked into
below concerns changes in the proportion of the population that is covered by the
tables. That is, different ways are used to try to look into the distribution of
income among the whole adult population.

Estimation

The data used in this chapter are tabulations of taxable income among taxed tax
units or income subject to taxation among those declaring incomes. The latter will
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for all practical purposes be treated as the whole population. In both cases, we
know the class limits, the distribution of income-receiving units across those
classes, as well as mean income within the class. There are three broad approaches
to estimating income distribution functionals from grouped data. First, it is
possible to estimate various income distribution functionals directly on the
basis of the grouped data. Such an approach allows us to estimate for each year
of data such things as means and variances, inequality indices, and even more
detailed objects, such as Lorenz curves, albeit at a fairly coarse level. One can
also think of the estimation first in terms of how to represent and estimate
the distribution function for the data. A second approach is to estimate
the distribution function non-parametrically, use that estimate to generate in-
come quantiles. Third, given a suitable parametric distribution function, one
can estimate the parameters and generate all functionals on the basis of those
estimates. Each of these approaches is associated with advantages and disadvan-
tages. In this chapter, we follow standard practice in the study of top incomes
and use the grouped data approach (Atkinson 2007).

The simplest option to using the grouped data is to let the distribution be
represented by the step function (Klugman, Panjer, and Willmot 1998):

(bj — x)Fu(aj) + (x — a;) F,(b;) ce
bj — aj ’

F,(x) = [aj, bj), j=0,1,...,], (1)

with F,(x) =0, x < g and F,(x) =1, x > by.

However, we have one additional piece of information to what is included above,
namely the within-group average incomes. We therefore follow Cowell and
Mehta (1982) and split each class into two pieces at the class mean, the so-called
‘split histogram’ approach. The split histogram takes a point in the interval [a;, b;]
and splits the distribution function in two at that point. As we use the class
means, we force the histogram to pass through these points. The distribution
function then becomes

(X X)Frr(“j)+<x “j)Fn<)Cj)

_ X a
Fu(x) = 9 (4 s)Ra)+(x )Rty b . @

bj X

where F,(x) =0, x < a9 and F,(x) = 1, x > b; and where the value of the
distribution function at x; is
Xj

=4 b — %
F(a; F(b;

Fn(xj) =

Using the split histogram approach gives a distribution function that consists
of 2(J + 1) linear segments and is a simple way to combine information on both
the within-class means and the distribution of units across all classes.
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When we are working with the distribution of taxable income, we only know
the number of tax units that had income above the threshold for taxable income.
That is, we do not in fact know the number of units in the lowest class nor do we
know what their average income is, i.e. 1y and Xy are unknown to us. It follows
that the true total number of tax units as well as total income is unknown. Our
estimate of the total number of tax units is the adult population (defined as those
who are more than 20 years old) less the number of married women. The number
of untaxed tax units n, is estimated to be the difference between this estimated

total and the number of taxed tax units 7 — é n;. We take the class midpoint in
=1

the lowest interval as our estimate of within-class average income. Our estimate
of total taxable income is the sum total of the published table plus the estimated
income of all untaxed units, which equals the number of untaxed units times their
class midpoint.

The top interval in all years is open. We impute the highest income to be the
99th percentile of a fitted Pareto distribution in the top income class, using the
lower bound and the mean in the top class to estimate the Pareto coefficient.

1966-2004 from Micro-Data

We use the Income Distribution Surveys (IDS) and Household Expenditure Surveys
(HES) published by Statistics Finland. These surveys are representative national
samples. The Household Survey is conducted for the purpose of computing the
weights in consumer price index. We use HES sample data for 1966, 1971, 1976,
1981, and 1985. HES contain detailed information on households’ incomes, ex-
penditures, and characteristics. Personal income information of the Household
Expenditure Surveys is collected from various registers, such as records of the tax
boards and the social security administration. The IDS, from 1987 to 2004, in turn is
a sample survey of around 9,000-12,000 households drawn from the private
households in Finland (see Table 8A.10). The IDS contains information on personal
incomes, taxes, and benefits together with various socio-economic characteristics of
the Finnish households. Most of the information contained in the IDS has been
collected from various administrative registers. Auxiliary information is collected
through interviews. Each household is included in the sample for two consecutive
years so that every year half of the total sample is based on a new panel. The
following components of disposable income are used in this study:

labour income (wages and salaries)

+  entrepreneurial income

= earned income (primary income)

+ capital income (= dividends + interest income -+ rental income +
imputed net rents of owner-occupied dwellings + realized capital gains)
factor income
current transfers received

+
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= gross income

—  current transfers paid (= state earned income tax + state capital income
tax + property tax + other taxes + other current transfers paid incl.
social security contributions)

= disposable income

Realized capital gains were only part taxable before the 1993 tax reform. Imputed
rents of owner-occupied dwellings are not taxable. Therefore we checked the
sensitivity of results to the exclusion of capital gains and imputed rents. All types
of income used in this study concerning IDS and HES data are calculated on an
annual basis. The OECD equivalence scale is used in order to make comparable
income earners living in households with different size and composition.2

Indirect taxes, such as VAT and specific commodity taxes and the provision
of public services, are not included in our data. This may have important
consequences, because indirect taxes and public services tend to be regressive
(see for example Sullstrom and Riiheld 1996; Suoniemi 1993; Jantti 2004).

8.3 TRENDS IN TOP INCOMES: INCOME TAX TABLES
1920-2003

Changes in Real Income 1920-2003

We start by comparing the estimates from the tabulated data on taxable income
and income subject to taxation to National Accounts data. There is, unfortu-
nately, no consistent series of national income for the household sector that
covers the period we are studying and even the gross domestic product (GDP)
and gross national income (GNI) consistently cover only part of the period. The
historical National Accounts series end in 1997. Panel A in Figure 8.2 shows the
total income for the two series as a share of gross domestic product starting in
1920, and Panel B shows total income from the tax tables as a share of GNI
starting in 1960, the first years of each National Accounts series. It is important to
keep in mind that these National Accounts data are not limited to the household
sector. While the National Accounts household sector covers some non-house-
hold units such as non-profit organizations, these data apply to the whole
economy. This means that changes across time in total household taxed or
taxable income relative to National Accounts aggregates reflect also changes in
the sectoral distribution of income.?

2 The OECD equivalence scale is calculated as follows. The first adult in each household has a
weight of 1 and each additional adult a weight of 0.7. Each child under 18 years old gets a weight of 0.5.

3 The United Nations Yearbooks of National Accounts provide estimates of the national income of
the household sector starting in 1953, but not earlier. A comparison of the ratio of the tax data to those
estimates yields qualitatively similar conclusions to those drawn here for the GDP comparison. The
variability of the ratio is very large and largely coincides with the estimates shown here.
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Figure 8.2 Total income from tables relative to national accounts aggregate in Finland

Taxable income was about 50 per cent of GDP between 1920 and 1939. Income
subject to taxation drops suddenly in 1955 until 1962 by about 20 percentage
points relative to GDP. It is not clear why this drop occurs and why it does not
occur for taxable income. The late 1950s however were a very turbulent time in
the Finnish economy and this divergence may be related to frequent industrial
unrest (see, e.g., Jantti, Saari, and Vartiainen 2006). After 1960, both Panels suggest
total income increased as a share of GDP. The gap between total income subject to
taxation and taxable income across tax units was quite substantial, being close to
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and above 20 per cent until the late 1980s when the gap became much narrower.
Prior to 1960, the picture looks quite different.

The estimated proportion of tax units whose income is less than the minimum
taxable amount, shown in Panel A of Figure 8.3, exhibits a sharp discontinuity
around the time of the Second World War. In 1947, the first year after the Second
World War, the threshold for taxable income had been lower so that virtually all
tax units were brought into taxation and taxed income represented about 55 per
cent of GDP. This large increase in the taxed population is driven both by the
post-war resettlement of Karelian immigrants and by the need to finance both
reconstruction and war reparations.

The proportion who were not taxed also varied considerably from year to year
before the Second World War. Interestingly, the proportion that were not taxed
increased substantially after the war, being around three-quarters of the popula-
tion in 1960. After that the proportion of the population that was covered by
taxes increased quite sharply. In 1992, the year our series on taxable income ends,
about one in three tax units—at that point, persons—were not paying any taxes
in state taxation (the threshold for municipal taxation tends to be lower, so many
of these persons were probably paying municipal taxes). Panel B of Figure 8.3
shows how the real value of the threshold for taxable income and the proportion
that is not taxed co-vary. The relationship is, as might be expected, steeply
negative, but with large shifts from time to time.

Figure 8.4 compares the growth in GDP per capita (measured as the first
differences in the In of GDP per capita) with changes in estimated average income
in each of the three series estimated from grouped data. The figure also shows a
non-parametric smooth of the GDP per capita growth rate. While there are some
quite substantial differences in the sets of series the correspondence is close
enough to warrant some confidence. A notable exception is the period 1939-
45, during which GDP per capita and personal income move in quite different
directions. This is explained by the war economy, when much of GDP was
diverted to military resources. For most of the period covered by the series, the
income series follow changes in GDP per capita with a lag and perhaps a slightly
smaller variability.

We show in Figures 8.5 and 8.6 the estimated average and median income for
our two series. Taxable income among tax units is always higher than taxable
income among the population (a gap which is of course sensitive to our assump-
tion about mean income in the non-taxed part of the distribution). The growth
rate in these two varies but is after the early 1960s reasonably stable. Income
subject to taxation tracks taxed income among the population reasonably well
and is of a similar magnitude. The difference between these two consists primarily
of deductions, so one might expect them to be reasonably similar.

To conclude this discussion of changes in levels of real income and the relation
of the tabulated income data to National Accounts aggregates, we note that
deficiencies in the available data—in particular, the absence of reliable estimates
of the total number of tax units, on the one hand, and the absence of household
sector National Accounts aggregates, on the other—make it difficult to know
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exactly how high quality our series are. The reasonable stability and similarity of
series’ mean and median income lend us confidence in the series.

Overall Inequality and Top Incomes

Figure 8.7 shows the Gini coefficients for our two series across time. The pattern
across time in the Gini coefficients suggests roughly three phases in relative
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inequality (see also Table 8A.1). Before and just after the Second World War,
inequality of taxed income among tax units and the population appears to have
declined. After the late 1940s, inequality increased to levels experienced in the 1930s
or above those. After the late 1960s, inequality started to decline until the early
1990s, after which it increased again. The level of the Gini coefficient of income
subject to taxation is about the same level it was around 1980, which is substantially
lower than the peak that was seen around 1960. Thus, relative inequality at the end
of last century appears to be neither historically low nor historically high.

However, if we turn our attention to the top income groups, this conclusion
appears premature. While the share of the top 5 per cent of earners of taxed income
in the population—shown in Figure 8.8 and Table 8 A.2—was more that 30 per cent
in the early 1920s, it was about 15 per cent at its lowest around 1980. After this, the
share (measured in income subject to taxation) increased quite rapidly and was in
2000 at least as high as in 1960, at around 20 per cent of total income. The share of
the top 1 per cent of income earners—shown in Figure 8.9—also declined from
around 15 per cent of taxed income among the population of tax units in 1920 to
just over 6 per cent in the late 1940s to rapidly increase to about 10 per cent in the
later 1950s. The top 1 per cent share then declines for almost thirty years until the
early 1990s. The increase in this top share in the late 1990s is steep and brings it in
2000, when it peaked, to the same level as seen in the 1950s.

Figures 8.10 and 8.11 show the shares of the top 5 (1) per cent in the top 10 (5)
per cent, respectively. These ‘shares in shares” are not sensitive to having correct
control totals of income. Both of the series suggest that the evolution of the
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concentration of income at the top was relatively flat in the 1920s and 1930s, with
about 70 per cent of the income in the top decile group going to the top 5 per cent
and a little less than half of the total income of the top 5 per cent in turn accruing
to the top 1 per cent. By 1949, concentration at the top had declined quite
substantially. Roughly 62 and 34 per cent of the income of the top 10 and 5 per
cent was received in that year by the top 5 and 1 per cent of those two groups,
respectively. The concentration at the top increased after this to about the mid
1960s, when it starts to decline again. This slow decline in top income concen-
tration is dramatically reversed in the late 1990s, when, for example, the share of
the top 1 per cent in the top 5 per cent, for instance, increases by 13 percentage
points from 35 per cent in 1996 to 48 per cent in 2000. Indeed, both shares in
shares series suggest the increased concentration at the top in the late 1990s is by
historical standards quite large.

Comparison with Other Countries

How does the concentration of income at the top of the distribution in Finland
compare to that in other countries? As Atkinson and Piketty (2007) make clear in
their discussion of the comparability of various countries’ estimates, such com-
parisons need to be treated with caution. Indeed, as we saw in section 8.2 of this
chapter, also the comparability of the estimates within countries need to be
treated with care. It is, all the same, informative to compare Finnish estimates
to those found in other countries, in particular the estimates gathered in
Atkinson and Piketty (2007).

In 1920, the share of the top 1 per cent in Finland was about 15 per cent of total
income. That share was higher in the Old World countries—the Netherlands had
21 per cent, 20 per cent in the United Kingdom, and 18 per cent in France. The
Finnish share is higher, by contrast, than that in the New World countries—it was
15 per cent in the United States, 14 per cent in Canada, 12 per cent in Australia,
and 11 per cent in New Zealand. By 1950, the top 1 per cent’s share in all New
World countries was higher than the 8 per cent share in Finland—in the United
States and Canada it was 11 per cent, in Australia 14 per cent, and in New Zealand
9 per cent. By year 2000, the Finnish top 1 per cent’s share is in the mid range of
countries.

The share of the top 1 per cent in the top 5 per cent is relatively low in Finland,
at 45 per cent in 1920. In the Netherlands this share in share is 57 per cent, the UK
62 per cent, France 57 per cent, the USA 53 per cent, and Australia 60 per cent.
Only in Canada and New Zealand is it lower than in Finland, at 44 per cent. This
contrasts with the year 2000, when Finland has one of the most highly concen-
trated top incomes measured in this way. The Finnish top 1 per cent’s share of the
top 5 per cent is in 2000 48 per cent and only in the USA (53 per cent) is it higher
than this. The UK and Canada are close at 47 per cent, though.

It should, again, be emphasized that these country orderings may be
quite sensitive to a large number of institutional and method differences. It is
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nonetheless instructive to note how country orderings of top income concentra-
tion can be sensitive to both the exact measure used and change across the years
in perhaps unexpected ways.

8.4 TRENDS IN TOP INCOME SHARES:
MICRO-DATA ESTIMATES FOR 1966-2004

General Trends in Top Income Shares, 1966-2004

In the latter part of the chapter we focus on micro-data. There are some
advantages to using micro-data. We can use household as an income-receiving
unit and adjust the income by an equivalence scale and then assign this value to
each individual in the household. We can also now directly compute disposable
income and tax rates from the data. The limitation of these data is that they are
available for a much shorter period than tabulated income data from tax tables.

Figure 8.12 shows real average disposable income in different deciles and top 5
and 1 per cents in 1966-2004. Figure 8.13 in turn shows the rate of income
growth at different points of the income distribution from 1990 to 2004. We see
from Figure 8.13 that average income, as measured by the mean, increased by 29.7
per cent (2.1 per cent by when annualized). At the same time there were huge
income gains at the very top. The top 1 per cent saw their real incomes roughly
double over the less than ten-year period. Their incomes increased by 172.3 per
cent over the period from 1990 to 2004 and 12.3 per cent on annualized basis.
Hence a lion’s share of that growth since the mid 1990s benefited those at the top
of income distribution.

Table 8.3 and Figure 8.14 show the shares of the top incomes (0.1, 1, 5, and 10
per cents). These results are also striking. First, the share of the rich in total
income is no longer trivial. As Table 8.3 and Figure 8.14 show, the top 1 per cent
of the total income in our sample has taken an increasing share of total income
since 1994, with sharp rise continuing over the latter part of the 1990s. In 2004
1 per cent of households—around the richest 50,000 people—receive 8.8 per cent
of total factor income, compared with income shares of 4.4 per cent in 1990 and
3.9 per cent in 1981 (see Table 8.3). The top 1 per cent has 6.1 per cent of after-tax
income (disposable income) in 2004. That share has doubled over the past
fourteen years (2.9 per cent in 1990). That is a big shift to the top: as a matter
of pure arithmetic, it must mean that the incomes of less-well-off individuals
grew considerably more slowly than average income. And this just happened.
Compared with the top 1 per cent group, the income shares of percentile groups
within the rest of the 10 per cent have risen relatively modestly over the last ten
years. The top 5 per cent have 10.4 per cent of total after-tax income in 1990. That
share was 14.6 per cent in 2004. Hence most of the gains in the share of the top 10
per cent over last ten years were actually gains to the top 1 per cent, rather
than the next 4 or 9 per cent. The share of income going to the top decile was
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22.7 per cent, and it is now about as large as the share of the bottom 40 per cent of
the population (24 per cent, see Table 8A.4).

As Figure 8.14 shows, top incomes shares display a U-shaped pattern over the
period 1966—2004, with a drop during the period from 1966 to the beginning of
the 1990s, followed by the sharp rise in the top shares until the beginning of the
2000s. Our series also shows that the level of inequality captured by the income
shares of the rich is now much higher than in the mid 1990s.

One way to see how the gap between the rich and the median income is
widening is to construct the ratio of top 1 per cent disposable income (evaluated
at median and minimum) to median disposable income of the population. This is
shown in Figure 8.15. This ratio also displays a U-shaped pattern. In the 1980s,
the median income of the top 1 per cent was slightly less than three times as large
as the median income of the population. In 2004, the ratio was almost five times.

Figure 8.16a displays the share of different income concepts (capital income,
earnings, and disposable income) that goes to the top 1 per cent. For example, the
uppermost curve shows that the 1 per cent of the population with the highest
capital income received about 14 per cent of total capital income in 1971, about
20 per cent in the beginning of the 1990s, and 35 per cent in 2004. Figure 8.16a
also shows that disposable income was more equally distributed than earnings
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until the end of the 1990s. Since then the share of top 1 per cent of disposable
income and earnings has been roughly speaking the same.

Figure 8.16b provides estimates of Pareto—Lorenz coefficient,* «, for various
income concepts (labour income, entrepreneurial income, earned income, capital
income, and factor income) calculated from share of top 1 per cent within top 10 per
cent in 1966—2004. To interpret Figure 8.16b, note that the larger the Pareto—Lorenz
coefficient a, the smaller is the within-group share. The graph shows that inequality
among top income people was high for earned income and factor income in the
beginning of the 1970s, then decreased considerably until the mid 1990s, and then
started to increase again. The line that is the lowest of all lines in the graph is the
Pareto—Lorenz coefficient for capital income. It has a strong declining trend since
the beginning of the 1970s. It fell from 2.2 in 1971 to 1.3 in 2004.

Some people argue that the inclusion of capital gains overstates the income of
the top groups in several ways. Realized capital gains are not an annual flow of
income and form a very volatile component of income depending on stock price
variations. It is true that capital gains are not persistent income, but in any case
asset sales must take place some time. Moreover, before 1993 capital gains were in
part taxable. Therefore in order to assess the sensitivity of our results to the
treatment of capital gains and imputed rents of homeowners we construct series
excluding capital gains and imputed rents. The main conclusion from our
sensitivity analysis is that excluding capital gains and imputed rents makes very
little difference. The general U-shaped pattern over the period remains (see
Figure 8.17, Table 8.3, and Table 8A.4).

With capital gains and imputed rents included, our calculations show the share
of income accruing to the top 1 per cent rising from 3.0 to 6.2 per cent between
1990 and 2004 (see Figure 8.17 on the left). Without capital gains and imputed
rents, the shift is from 2.9 to 5.4 per cent. Figure 8.17 on the right in turn displays
the Gini coefficients for the same four different income concepts. As we see the
general pattern remains rather similar, excluding the ‘bubble’ years 1999 and 2000
(see also Table 8A.3).

The Composition of Top Incomes 1966—-2004

We saw that top income shares have increased drastically over the last ten years, and
that this increase was concentrated within the top 1 per cent. How far are changes in
top income shares associated with changes in the composition of top incomes? For
different parts of the income distribution particular components of income are of
more or less importance. The selected years 1966, 1987, 1994, and 2004 of Figure
8.18 show the importance of different sources of gross income (see more accurately
Table 8A.5). For example the share of top 1 per cent depends on its share in total
earnings and total capital income. In 2004 market incomes other than earnings i.e.
capital income were around 6-12 per cent of income for all groups, apart from the

4 See chapter 2 in Atkinson and Piketty (2007).
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top decile for which they made up 30 per cent, resulting in earnings being a smaller
share of the top decile than the rest of the top half. The differences in income
composition mean that changes in relative values of different income sources have
large effects on the overall distribution. As we expected very top incomes to be
composed primarily of capital income, this suggests that a large increase in the share
of the top 1 per cent is mainly driven by an increase in top capital incomes. At the
same time, Figure 8.18 shows that the share of capital income has also increased
dramatically within the top one group. Our series show that the sharply increasing
pattern of capital income is entirely due to dividends. Our evidence confirms that
the very large increase of top incomes observed during 1995-2004 was to a large
extent a capital income phenomenon.

Figure 8.18 reports the composition of income in different deciles and in the
top 1 per cent and top 5 per cent groups from 1966 and 2004. Figure 8.19 (and
annually Table 8A.6) displays the composition of capital income respectively
from 1987 to 2004. It shows that the share of dividends and interest income
(in practice dividends) in total capital income has increased remarkably in the
top 1 per cent group. It has increased from 53 per cent in 1987 to 66 per cent in
2004. The share of dividends in total gross income in the top 1 per cent group was
42 per cent in 2004 while the share of capital gains was 16 per cent. Figure 8.16a
also shows that the share of capital income is not only increasing in income, but
it is increasing now much more steeply than ten years ago.

Seeking Explanations for Increasing the Top Income Shares

The increasing share of the top 1 per cent in total income has been a notable
feature of the changes in income inequality in the Anglo-Saxon countries,
including USA, UK, Canada (see Atkinson 2002; Piketty and Saez 2003), while
in Europe the Netherlands, France, and Switzerland display hardly any change in
top income shares.?

What explains the growing income share of the top 1 per cent? What causal
forces could have produced such dramatic changes in top income shares? How far
has income taxation been responsible for this pattern of distributional change?
Following Piketty (2003), most authors have argued that the dramatic increase in
tax progressivity that has taken place in the inter-war period in many countries
studied, and which remained in place at least until the recent decades, has been
the main factor preventing top income shares from coming back to the very high
levels observed at the beginning of the last century.6

Explaining the surge in top incomes in many advanced countries over the last
ten to twenty years is more difficult. Economists have formulated several hypoth-
eses about its causes. They are the shift from manufacturing to service

5 The more recent estimates of Camille Landais (2007) show a rise in recent years in France.
6 Infact Kuznets (1955) and Lampman (1962) also point out the role of progressive taxation as a central
factor explaining the declined income and wealth inequality in the first half of the twentieth century.
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Figure 8.18 Gross income items in deciles and in top 5% and 1% in Finland
Source: Based on IDS data in 2004 and HES data in 1966, Statistics Finland.
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production, technological changes, increased international trade, less progressive
taxation, etc. Of these the most frequently cited explanation is that technological
advances, particularly in the advent of computerized technologies, have created
greater demand for higher-skilled and more educated workers and diminished
demand for less-skilled and less-educated workers. By means of a simple appli-
cation of supply and demand, this theory posits that skill-biased technological
change has driven up the wages of the higher skilled and driven down those of the
lower skilled. However, there is a growing group of economists who suggest it is
not the sole explanation.” For example, Piketty and Saez (2003) challenge the
skill-biased technological change thesis on the ground that the timing of the shifts
in income differences does not support it in the USA. Similarly they contend that
widening income differences cannot simply be a response to technical change or
changes in the supply of educated workers, because the increase is highly con-
centrated among the very highest earners. The theory is not able to explain the
rise of the working rich. Piketty and Saez (2003) instead argue that changing
social norms are an important factor in explaining the recent increase in income
inequality, particularly in the rise of mega-incomes for the very top earners. In
the USA, according to Piketty and Saez (2003 ), ‘the coupon-clipping rentiers have
been overtaken by the working rich’

In his book The New Industrial State ]. K. Galbraith (1967) made important
observations on the role of social norms in management. He writes: ‘management
does not go out ruthlessly to reward itself—a sound management is expected to
exercise restraint...With the power of decision goes opportunity for making
money... The corporation would be a chaos of competitive avarice. But these are
not the sort of thing that a good company man does; a remarkably effective code
bans such behaviour’

The social norms have also changed in recent years in Finnish society. In
Finland over the last ten-year period top incomes are composed more and
more of dividend income (see Figures 8.16a and 8.19). In other words the
coupon-clipping rentiers are back in Finland (Riiheld et al. 2005). Piketty and
Saez (2003) give a central role to taxation, executive compensation, and shocks to
capital returns. Our focus is the impact of taxation on top income shares in
Finland.

The Role of Taxation

In order to explore the impact of taxation on underlying distribution, we need
again to consider the composition of income. In particular the explanations are
likely to be different for labour and capital income. On the basis of the compos-
ition of top incomes by source and how that evolved over time we can see that the
remarkable rise in the share of the top incomes after the mid 1990s reflected a rise
in income from capital, in particular in the form of dividends (see Figure 8.19).

7 See, e.g., Atkinson (1999).
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We attribute this directly to what happened to the tax system in 1993. The
contribution of entrepreneurs to income inequality rose markedly during the
latter part of the 1990s (see Riiheld et al. 2001). This is simply because capital
income has become a more important income source for this group. Entrepre-
neurs have increased their share of total income in top income groups (see Figure
8.20). This share has increased from 16.1 per cent in 1987 to 33.3 per cent in 2004.
At the same time capital income of entrepreneurs has become more unequally
distributed amongst this group and has also steadily become more positively
correlated with total income over the period. These three factors together explain
the disequalizing effect of capital income for this group. The dramatic increase in
the top 1 per cent is thus due to a sharp increase in capital income (dividends). As
shown in Figure 8.18, the main factor that has driven up the top 1 per cent
income share is an unprecedented increase in the fraction of capital income,
which in 2004 represents about 63 per cent of incomes in the top 1 per cent group.
It was 11 per cent in 1990. Therefore, as shown in Figure 8.18, the composition of
high income at the end of the period considered is very different from those in
earlier decades. It is important to note that the secular increase of top capital
incomes is due to both an increased concentration of capital and an increase in
the share of capital income in the Finnish economy as a whole. How can we
explain the steep increase in capital income concentration?

The redistributive effects of income taxation depend on two things; on the legal
definition of tax base and on the formal degree of progressivity. The Finnish tax
reform in the latter part of the 1980s combined a reduction in the degree of
progressivity with the broadening of the tax base. The major change took place in
1993, when the so-called dual income tax was introduced. It combines progres-
sive taxation of earned income with a flat rate of tax on capital income (e.g.
dividends, interest, and capital gains) and corporate profits. In the beginning the
tax rate was 25 per cent and in recent years 29 per cent. A full imputation system
has been applied to the taxation of distributed profits. In other words double
taxation of dividends was completely eliminated by imputation. Under the dual
income tax, capital income is taxed at a lower rate than the top marginal tax rate
on labour income. Hence the taxpayer’s total tax paid depends not only on his or
her total income, but also on his or her income division.

The view that the 1993 tax reform is one of the key factors responsible for the
increasing trend of the share of capital income (dividends) is also supported by
the fact that the share of entrepreneurial income indicates a declining trend over
the period. The dual income tax system requires a splitting of the income of the
self-employed and the income of active owners of firms into a labour income
component and a capital income component. Since the two components cannot
be observed directly, this splitting gives rise to a number of practical problems.
On the other hand, the dual income tax system created incentives for tax
avoidance through the transformation of labour income subject to high marginal
rates into capital income subject to low marginal rates. The Finnish scheme of
taxing so-called closed corporations is not neutral in its impact on the allocation
of capital to closely and widely held corporations (see Lindhe, Sodersten, and
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Figure 8.20 Gross income decomposed by seven socio economic groups in Finland
Source: Based on IDS data in 1987 and 2004, Statistics Finland.
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Source: National Accounts, Statistics Finland.

Oberg 2002).8 The net assets of the corporation form the basis for imputing
income from capital. This increases the attractiveness of investing in closed
corporations. It is obvious that this is the important reason why real dividends
rose hugely over the latter part of the 1990s.

National income accounts series in Figure 8.21 show a sharp surge in real
dividends following the 1993 reform. It is obvious that this huge growth was tax
driven. Interestingly, at the same time real profits increased but much less than
real dividends. Figure 8.21 shows also that wages rose only very modestly and the
entrepreneurial incomes have declined since 1993.

The number of self-employed individuals decreased after 1993, while the total
number of corporations increased at the same time. Figure 8.22 displays the
increasing share of corporations of all firms and their increasing share of business
income. Furthermore the business income of corporations doubled over the
period 1993-2002. This can be interpreted as an indication of a tax-induced
shift in organizational form and the choice of tax regime.

8 ‘The Finnish scheme for taxing owners in closed corporations is relatively simple, compared to
corresponding tax laws in Norway and Sweden. However, the system seems to offer generous
opportunities for tax avoidance by transforming labor income into capital income. For example,
retained corporate profits will increase the amount that is taxed as capital income, and capital gains on
shares are only subject to capital income tax’ (Lindhe, Sodersten, and Oberg 2002: 6).
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Source: Statistics Finland.

Figure 8.23 gives one picture of the role of the tax system in the dramatic surge
in top incomes. As seen in Figure 8.23 (and Table 8A.7) the composition of taxes
has changed quite dramatically. The share of capital income taxes has increased in
the top 1 per cent group. The share in 1994 was 14 per cent and in 2004 that share
was 46 per cent. The share of earned income taxes (state-earned income tax -+
municipal tax) in turn has clearly declined over the last ten years from 68 per cent
in 1994 to 44 per cent in 2004.

To get a sense of how the progressivity of the income tax system has changed
Figure 8.24 shows how the average tax rates have changed at any given level of
gross income. Figure 8.24 (left-hand side) shows the average tax rate of the
individual whose tax burden is at the mean of tax burden of those in each decile.
Figure 8.24 (right-hand side) in turn displays average tax rates for each percentile
within the top decile. The average tax rate for the median was 22 per cent in 1987
and is slightly less in 2004 (21 per cent) The average tax rate for the richest 1 per
cent has fallen about 44 per cent in 1987 to about 34 per cent in 2004. What is also
interesting in Figure 8.24 is that the average tax rate schedule has been constant
from 1994 onwards over the top 1 per cent (100-99). In other words it reflects the
flat rate.

For a few reasons, the 34 per cent number paid by the top 1 per cent of
taxpayers may be an inadequate measure of the average tax rate of this group.
One important reason is that the person who nominally pays the tax (i.e. a
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legal liability for a tax) is not necessarily the person who really pays the tax; the
tax may be shifted onto someone else. How much shifting occurs depends on
the supply and demand circumstances of the economy. This is a highly contro-
versial issue among economists. Especially this is the case with the corporate
income tax. For example, it is assumed by the IDS data that the shareholder pays
the corporate income tax. So the IDS data overstate the tax rates of the top
1 per cent group.

A relevant question to ask is whether this increase in top incomes could
have occurred had the income tax system remained the same as before 1993.
It is plausible to think that the drastic reduction of top income tax rates,
which started in 1993, opened the possibility of the dramatic increase in top
incomes that started around the mid 1990s and accelerated in the end of the
1990s.

8.5 INCOME MOBILITY IN 1990-2001

All our evidence so far in this chapter has been based on a snapshot, or a series
of snapshots, of the income distribution in Finland. The snapshot of the
income distribution may be a misleading picture. People who have high
income one year may have lower income the next and vice versa. In other words if
the increased snapshot income concentration that we have documented in Finland
has been associated with a substantial increase in income mobility, then the per-
manent inequality has not necessarily changed much. In the IDS data each house-
hold is included in the sample for two consecutive years, i.e. two-year rotation.
Hence the IDS data allow us to provide some answers to questions such as whether
individuals that belong to the top 1 per cent group, say, in 1997 would still have been
in this group one year later. Hence we can analyse how income mobility at the top
has evolved in the recent decades (see Riiheld and Sullstrom 2002 for a more detailed
exposition on income mobility in Finland).

We constructed the mobility matrix for 1990 and 1991, 1994 and 1995, and
2001 and 2002. Let P be a matrix of (n X n) transitions, the ijth element of which,
Py, is the percentage in the income class i (percentile) at time t, of those who at
time t; were in class j. The advantage of the transition matrix is that it can nicely
summarize mobility at various points in the distribution, which is harder to
gauge from a single index. Figure 8.25 shows the percentage of those remaining in
the same income group. In other words it is the diagonal of the mobility matrix. It
is immediately evident that there is less mobility in the top and bottom than in
the middle of the distribution. This is, however, unsurprising given that the top
(bottom) can only stay in the same group or move down (up). Also the right-
hand tail is particularly large, which is the reason why persistence in that group is
particularly high.

Table 8.4 suggests that mobility at the top 1 per cent is quite modest. In fact
mobility has decreased at this group from 1990/1 to 2001/2. It can be seen that 65
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(54) per cent were in the top 1 per cent in 2001/2 (1990/1). Those who moved
their states in the top 1 per cent between (99-90) points (including the persist-
ence) were 91 (85) per cent.

Hence the IDS data suggest that the increase in annual income concentration
that we have documented in this report is associated with a similar increase in
longer-term income concentration.

Table 8.4 Mobility and permanence in the top 1% in Finland, 1990/1, 1993/4, 1994/5, and
2001/2

Per cent point 1990/1 1993/4 1994/5 2001/2

Mobility 0 49 5.23 5.98 5.65 0.39
50 59 0.69 1.05 0.00 0.75

60 69 0.90 2.17 0.00 0.95

70 79 1.43 3.65 1.77 2.37

80 89 7.02 0.00 6.14 3.96

90 94 9.59 2.14 2.21 0.61

95 98 20.65 32.87 27.63 25.87

Permanence 99 100 54.40 53.21 57.70 64.70

Source: Based on IDS data in 1990-2002, Statistics Finland.
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8.6 CONCLUSIONS

This chapter provides new evidence about the evolution of top incomes in
Finland based both on tabulated income tax data for 1920-2003 and on micro-
data over the period 1966-2004. The chapter shows how the proportion of
income earned by the very richest 1 per cent has changed over time. The total
share of the highest earners fell consistently from the beginning of the 1960s to
the mid 1990s but then began to rise. The results bring out clearly how the major
equalization from the beginning of 1960 to the mid 1990s has been reversed,
taking the shares of top income groups back to levels of inequality or even higher
found over forty years ago.

The main factor that has driven up the top 1 per cent income share in Finland
since the mid 1990s is an unprecedented increase in the fraction of capital income
which is in 2004 63 per cent of incomes in the top 1 per cent group. Therefore the
composition of high incomes at the end of the period considered is very different
from those earlier years of this period. We argue in this chapter that the 1993 tax
reform is one of the key factors responsible for this trend. Our results suggest that
the decline in income progressivity since the mid 1990s is a central factor
explaining the increase of top income shares in Finland.
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This appendix contains background Tables 8A.1 to 8A.10.

APPENDIX 8A: BACKGROUND TABLES

Trends in Top Income Shares in Finland

Table 8A.1 Gini coefficients (%) in Finland from Statistics of Income and Property, 1920

2003
Income Income

subject to subject to

taxation taxation Taxable

among all Taxable income/ among all income/
Year adults population Year adults population
1920 59.77 1962 46.87 50.59
1921 59.57 1963 47.09 51.81
1922 59.45 1964 47.69 51.65
1923 54.50 1965 47.85 51.74
1924 49.53 1966 47.94 51.93
1925 50.03 1967 48.47 53.39
1926 50.52 1968 49.02 53.56
1927 50.98 1969 49.83 44.58
1928 51.45 1970 48.87 62.84
1929 51.91 1971 48.30 60.37
1930 51.40 1972 48.26 58.35
1931 50.88 1973 47.12 56.39
1932 50.92 1974 47.55 49.05
1933 50.95 1975 46.02 51.33
1934 50.99 1976 45.48 55.77
1935 41.52 1977 45.37 56.53
1936 43.15 1978 45.52 58.27
1937 44.79 1979 45.13 56.86
1938 45.87 1980 44.83 54.66
1939 44.11 1981 44.66 53.76
1940 42.35 1982 44.34 52.03
1941 40.59 1983 42.00 49.43
1942 38.83 1984 41.43 51.45
1943 37.07 1985 40.72 48.98
1944 35.30 1986 40.49 48.13
1945 33.55 1987 40.63 46.81
1946 31.79 1988 41.00 45.85
1947 30.03 1989 40.68 47.57
1948 39.30 1990 40.74 45.95
1949 39.29 48.99 1991 40.09 47.10
1950 40.88 48.66 1992 39.23 47.30
1951 42.20 49.89 1993 39.52



1952
1953
1954
1955
1956
1957
1958
1959
1960
1961

M. Jantti, M. Riiheld, R. Sullstrom, and M. Tuomala

40.86
40.97
47.78
49.60
53.07
53.99
50.14
55.65
53.96
55.97

51.37
51.03
51.71
51.67
52.24
52.48
52.62
53.11
52.88
54.18

1994
1995
1996
1997
1998
1999
2000
2001
2002
2003

40.69
41.06
41.29
41.92
42.64
44.18
45.19
43.74
43.51
43.60
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Source: Statistics of Income and Property, Statistics Finland.
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Table number

Taxable Income subject Taxable Income subject

Year income to taxation Year income to taxation
1920 1 1970 2 2
1921 1 1971 2 2
1922 2 1972 2 2
1924 2 1973 2 2
1926 2 1974 la la
1929 2 1975 2a 2a
1931 2 1976 2 2
1934 2 1977 2 2
1935 2 1978 2 2
1937 2 1979 2 2
1938 3 1980 2 2
1942 5 1981 2 2
1943 1 1982 2 2
1945 6 1983 2 2
1947 8 1984 2 2
1948 7 1985 2 2
1949 7 4 1986 2 2
1950 7 4 1987 2 2
1951 8 4 1988 2 2
1952 8 5 1989 2 2
1953 9 5 1990 2 2
1954 9 5 1991 2 2
1955 7 5 1992 2 2
1956 7 5 1993 2
1957 6 5 1994 2
1958 7 5 1995 2
1959 10 9 1996 2
1960 11 10 1997 2
1961 11 6 1998 2
1962 11 6 1999 2
1963 11 6 2000 2
1964 11 6 2001 2
1965 11 6 2002 2
1966 11 6 2003 2
1967 11 6

1968 11 6

1969 2 2

Note: Table number in Statistics on Income and Wealth, Statistics Finland, various years.
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