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Abstract

The modern study of economic inequality is based on the distribution of entitlements over
goods and services. But social commentators at least since Rousseau have been
concerned with a different aspect of economic inequality: that it implies that one person is
entitled to command another person for their own personal ends. | call this inequality as
entitlements over labour. | propose to measure entitlements over labour by calculating the
extent to which top income groups can afford to buy the labour of others for the purpose of
their personal consumption. Unlike standard inequality measures, this measure is not
welfarist, but instead has its normative basis in relations of domination, hierarchy and social
status between people. | estimate entitlements over labour in three high-inequality and two
low-inequality countries and argue that inequality as entitlements over labour is socially and
politically salient, capturing a side of inequality neglected by standard measures.
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1. Introduction

The study of economic inequality is based on distributions of income or expenditure, with
money as the numeraire. While the social and political consequences of inequality have
been interrogated from a variety of angles, its measurement has not gone beyond this
assumption that economic inequality between two people means differing entitlements over
a representative basket of goods and services. The empirical study of inequality has thus
neglected a dimension discussed by social commentators at least since Jean Jacques
Rousseau: that it also implies that one person may have the entitlement to command
another person. Rousseau (1762: 45) wrote that, “by equality, we should understand, not
that the degrees of power and riches are to be absolutely identical for everybody; but that...
in respect of riches, no citizen shall ever be wealthy enough to buy another, and none poor
enough to be forced to sell himself.” Rousseau points to the interpersonal or relational
dimension of economic inequality: that it means that the rich are able to command other
people for their own consumption purposes. He describes the relationship that ensues as
domination and servitude.

Building on Rousseau’s insight, this paper develops an interpretation of economic inequality
as entitlements over labour. It refers to the fact that inequality can mean that the rich have
the economic entitlement to command other people’s labour for their personal consumption,
where an entitlement to x is the right and opportunity to command x for one’s own
purposes, whether or not one chooses to exercise it (Sen 1984, p. 497). | propose a
measure E of this form of inequality defined as the ratio of the disposable incomes of a top
income group — such as the top 1%, or top decile — to the cost of employing a typical worker
(where “typical” is to be defined). If the average disposable income of individuals in the top
1% is sufficient to employ 15 typical workers, then they have entitlements over the labour of
15 people. Where the income share of the top 1% or top 10% measures their relative
command over resources, entitlements over labour measures their command over other
people. Since the rich do not spend all their income on employing people to serve them,
one can also interpret the inverse of this ratio as a measure of the affordability to the rich of
employing someone, as a fraction of their income: in this case someone in the top 1%
would need to spend only 1/15™ of her income in order to have another person working full
time catering to her desires and needs.

The use of labour as numeraire was famously proposed by Adam Smith (1776: 47), who
wrote, “Every man... must be rich or poor according to the quantity of that labour which he
can command, or which he can afford to purchase.” Yet Smith had a very different focus
from Rousseau. Where Rousseau was concerned with command over labour as command
over people, for Smith it was a means to an end: labour was important as an input to
producing “riches” more broadly, or “the necessaries, conveniences, and amusements of
human life”.* Labour as a numeraire in this sense, and labour theories of value more

1 Smith argued that the division of labour means that nobody produces everything that they want to consume,
so that being able to enjoy goods and services in general therefore requires command other people to
produce and supply them.
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broadly, have fallen out of favor, in part because of labour’s substitutability by other inputs
to production. But this substitutability does not affect Rousseau’s perspective: as | discuss
later, while labour as a productive input is often substitutable, there are important ways in

which command over labour as command over a person is not.

This new approach to inequality measurement complements the recent wave of inequality
research that has used novel sources of data to uncover incomes at the top of the
distribution.? This research has led to a dramatic expansion in our empirical knowledge of
economic inequality. But so far there has been no corresponding resurgence in research on
how to interpret economic inequality. A former president of the American Sociological
Association has called for closer examination of “the nature of inequality itself to take into
account its multidimensional complexity” (Ridgeway 2014, p. 2), while a former president of
the American Economic Association has similarly argued we need to investigate further
“‘what kind of inequality matters” (Deaton 2019). Inequality as entitlements over labour
provides a new perspective on the significance of the top incomes that have been the focus
of the new inequality agenda. It connects top incomes with concerns over domination and
republican freedom elabourated by political philosophers following Rousseau, and concerns
over social hierarchies and relational inequality highlighted by sociologists following Weber.

Beyond its theoretical relevance, | provide evidence for the social and political salience of
inequality as entitlements over labour. Socially, entitlements over labour are fundamental to
conceptions of the upper middle class lifestyle in many countries, via the employment of
domestic service. Second, and in part because of this, entitlements over labour are salient
to political-economic conflict: typical wages represent income for the majority, but a
consumption price for the rich and upper middle classes. This implies a direct conflict of
interest between wage earners on the one hand, and the rich and upper middle classes
who enjoy labour entitlements on the other hand. | conjecture that this helps to explain
recent political developments in Brazil, where upper income groups did not lose either
income shares or purchasing power in general but, because of rising wages lower down the
distribution, did lose command over the labour of their poorer compatriots.

Section 2 describes the normative basis of inequality as entitlements over labour and
contrasts it with the standard normative basis of inequality measurement. Section 3
discusses guestions of measurement and presents estimates in a selection of middle- and
high-income countries. Section 4 discusses the social and political salience of entitlements
over labour. Section 5 concludes and suggests further areas in which this approach may
bring new insights.

2 See the World Inequality Database and references therein, wid.world.
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2. The normative basis of inequality measurement
Economic inequality and social welfare

As Atkinson and Bourguignon (2000: 41) have noted, “income distribution may be
considered the normative economic issue ‘par excellence’.” Despite this, the normative
basis for the measurement of economic inequality remains remarkably narrow, dominated
by Dalton’s (1920) and Atkinson’s (1970) economic welfarism. Dalton argued that inequality
measures are of interest primarily because of what they tell us about the amount and
distribution of “economic welfare”. Atkinson (1970) showed that for any Lorenz consistent
measure of inequality, this normative interpretation is based on an underlying symmetric

and concave social welfare function (SWF) specific to that measure.

On this basis, Atkinson showed that standard measures of inequality can be viewed as
measures of distributional inefficiency in the production of social welfare: for any standard
SWF, it would take less aggregate income to produce the same level of social welfare if that
income were distributed equally, than unequally. Formally, Atkinson defines the equally
distributed equivalent income yede as the average income required to achieve the existing
level of social welfare, if income were distributed equally. Strict concavity of the social
welfare function implies that yede < u, Where p is the actual mean income. Thus | = 1 - Yede/u
is a measure of inefficiency in the production of social welfare. A value of | = 0.3, for
instance, means that the current level of social welfare could be achieved with 30% less
income, if that income were equally distributed.

The argument that inequality implies inefficiency in the production of social welfare is an
important reason to care about inequality. It also provides a powerful counter to the
common argument that concerns with inequality are driven by envy, because it emphasizes
that one can object to the incomes of the rich not because they are rich per se, but because
their incomes come at everyone else’s expense. As Tawney (1913) put it, “what thoughtful
rich people call the problem of poverty, thoughtful poor people call with equal justice the
problem of riches.” Moreover, despite its foundational role in the study of economic
inequality, the argument remains underappreciated outside the narrow confines of
economic inequality scholarship.3

Nevertheless, this approach has limitations. Sen (1997: 385ff) points out that an individual's
economic welfare depends on numerous factors beyond their income, and these factors
may imply different rates of transformation of income into well-being. For instance, an
unfavourable environment, or an illness or disability, might reduce that rate of
transformation. A second limitation is that, by applying the same price deflator to all
incomes, it assumes a representative consumption basket for all individuals in the
distribution. But this does not reflect real expenditure patterns: the rich buy a different set of

3 For instance, O’Neill’s (2008) detailed philosophical discussion of inequality does not include it among his list
of reasons to care about inequality.
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goods and services than the poor, implying that ideally one would use different deflators at
different points of the income distribution.*

A third and more profound drawback of this framework is that it is Paretian in incomes,
meaning a rise in income for anyone (holding other incomes equal) will increase social
welfare. A rise in the incomes of the very richest individuals will increase social welfare,
even if at the same time it increases the inefficiency with which income is converted into
social welfare. This ignores the possibility that a rise in inequality driven by rising incomes
of the richest individuals may itself produce undesirable social outcomes.

Inequality, hierarchy, and domination

Political philosophers and sociologists have raised a different set of concerns over
inequality from those that motivate economists.® Rousseau argued that the social bad
caused by economic inequality was domination and servitude, because the power of one
person to “exact obedience” from another implied “bonds of servitude” leading to “misery”.®
Max Weber was concerned with inequality in power and in social status, associated with
“negative or positive privileges” (Weber 1922: 305). Entitlements over labour speaks to both
of these concerns, and | will argue it provides a link between these different conceptions of
inequality: it is a mechanism for transforming inequality in resources into power over other
individuals, leading to inequality in social status.

Atkinson (2007: 21-22) himself — fully aware of the limitations of the Dalton-Atkinson
framework — suggested that studying the rich was normatively important because income
provides “power” through “command over people”. The ability to command another person
is what republican theorists, following Rousseau, refer to as domination. To be dominated
means being required to obey a will other than one’s own (Neuhouser 2013); someone who
is dominated is subject to arbitrary control and interference, where arbitrary means “chosen
or not chosen at the [dominating] agent’s pleasure” (Pettit 1999, p. 55).  Modern republican
theorists define republican freedom as freedom from domination, and the key objection to
being dominated is not that one cannot do as one pleases — systematic laws and
regulations constrain us, but do not imply domination — but that one is at risk of having to
follow the personal desires and interests of another. “The dominating party can practise
interference, then, at will and with impunity” (Pettit 1999, p. 22). Since domination refers to

4 Deaton (1998: 43) estimated that in the US the CPI correspondss to expenditures at the 75th percentile of
the expenditure distribution, and cites Deaton and Muellbauer’s (1980, Table 7.1) finding that inflation was two
points higher for the poor than for the rich in Britain in 1975-76. Moretti (2015: 66) found that housing costs
grew faster over 1980-2000 for college graduates than for high school graduates.

5 As Lippert-Rasmussen (2015) argues, it is possible to have a pluralist conception of distributive justice that
includes concerns over both the distribution of non-relational goods, and the forms of interpersonal relations.
6 Pettit (2013) argues that Kant was similarly opposed to domination of one person by another, but drew less
egalitarian implications than Rousseau.

7 In this vein Anderson (1999: 315) describes being dominated as to “live at the mercy of others’ wills”, while
Rawls (2007: 248) referred to “our natural indignation at being subject to the arbitrary power of others (a
power that makes us do what they want, and not what we both can will as equals)” (Quoted in O’Neill (2008:
128).
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the capacity to command, and does not imply that this capacity is in fact being exercised, it
is formally a variety of entitlement: the entittement to command another person.

While entitlements over labour imply the ability to employ and command others, it should be
distinguished from exploitation, where exploitation is defined as “the acquisition of
economic benefits from the labour of those who are dominated” (Olin Wright 2009: 107). In
the case of entitlements over labour, the dominating agent is not acquiring economic
benefits, but instead is able to command another to fulfil their personal desires and
interests. In fact, this implies that entitlements over labour are a clearer case of domination
than is capitalist exploitation. This is because capitalist exploitation, even if it is ultimately
directed at producing profits for the capitalist, is not entirely “at the agent’s pleasure”: under
capitalist relations the margin for arbitrary treatment of the worker is constrained by the
imperatives of production. A capitalist or manager is required to give orders that are
consistent with productive efficiency within the firm, and to the extent that they give orders
that go beyond those imperatives, they are not acting as a capitalist or manager.2 In
contrast, entitlements over labour provide one with genuinely arbitrary rights to command
others, in the sense that those commands can follow any whim of the entitled. Unlike work
that produces goods and services for an anonymous market, in this case the work done has
no end beyond fulfilling the “will” or the “pleasure” of the entitled dominator.

The step from domination to social inequality is straight forward: domination implies “social
subordination to others” (Pettit 1999, p. 274; also see Scanlon 2003, pp. 204-205), and “a
profound asymmetry in whose interests count” (Anderson 2017, p. 5). It implies “relational
inequality”, where relational egalitarians conceive of equality as “a kind of social relation
between persons — an equality of authority, status, or standing” (Anderson 2010, p. 1). The
implications of relational inequality were vividly described in Tom Wolfe’s (1968) portrayal of
the lifestyle of the very wealthy: “It's not even the exercise of power... It's a feeling...
knowing that anywhere they go, people will move for them, give way, run errands, gather
around... and jump...” [ellipses in original]. Similarly, Palmer (1989: 159) noted that “much of
the feeling of greatness (of power) comes from being served”. Anderson (1999, 2017)
further argues that historical egalitarian movements were concerned not with inequality in
the distribution of incomes (associated in political theory with luck egalitarianism), but
instead opposed social orders based on “a hierarchy of human beings”, where “inequality
referred not so much to distributions of goods as to relations between superior and inferior
persons.” (Anderson 1999, p. 312; Anderson 2017, chapter 1).

So far | have argued that entitlements over labour provide a measure of domination, and
that domination leads to social inequality and hierarchy. Research on the psychology of
marketing also provides suggestive support for the connection between the affordability of
labour and social hierarchy: when a given good has a higher price, it is accorded a higher
value by the consumer. Rao and Monroe (1989) found that for a range of products, a
perceived higher price led consumers to think more highly of the product. Plassman et al.

8 Rather, in that case they are taking advantage of their position as capitalist or manager in order to give
arbitrary commands.
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(2008: 1050) found that when consumers believed that a given wine was more expensive,
they reported higher subjective “flavour pleasantness”, and that functional MRIs showed
higher experiential “pleasantness”. It therefore seems plausible that when labour is cheaper
to the rich, i.e. they have higher entitlements over labour, then the rich will place lower
social value on the people who serve them, encouraging the notion that there are “superior
and inferior persons” (Anderson 1999: 312).

The above discussion suggests that a reduction in entitlements over labour leads to a
decline in domination and social inequality. However, as Pettit notes, domination can be
avoided either “in virtue of an equal distribution of relevant resources” or “by courtesy of
constitutional provision” (p. 69). Entitlements over labour measure the former: the extent to
which the distribution of economic resources, or the market, allows or limits domination and
social inequality. It does not measure the constitutional provisions, nor indeed the policies,
institutions and organizations of the state and of civil society, that affect relations of
domination.

Regarding entitlements over labour specifically, the public sector can play an important role
in the extent to which these entitlements are in fact exercised. Most obviously, public
provision of services can decommodify what might otherwise be purchased in the market.
Consider childcare. When this is provided by a privately-employed nanny, her position and
her behavior are subject to the whim of the employing parent. When it is provided by a
public nursery, on the other hand, parents have no direct command over staff: the user of
the service is not receiving it as a result of entitlements over labour, but instead as a result
of public policy.® This suggests that public provision of childcare would reduce the extent to
which childcare implies the exercise of entitlements over labour, and relations of
domination.'® A similar point would apply to taxi or rickshaw rides versus public transport —
the more public transport is provided, the lower will be the use of entitlements over labour to
obtain transport services.

Moreover, the extent of domination in any employment relationship, whether through the
exercise of entitlements over labour or in other types of employment, depends on labour
rights and bargaining power. At one extreme lies the US, the only country in the OECD that
requires neither notice nor severance pay when firing workers (OECD 2013, p. 78).1! In the
US, “employees can be fired for good reasons, bad reasons, or no reason at all”’, and
signing an employment contract often implies “the alienation of many of their basic rights
(speech, privacy, association, and so on) in exchange for pay and benefits” (Bertram 2012).

9 This relates to Kroger’'s (2011) concept of dedomestication, or freedom from reliance on the family for care
(whether as the one who is expected to do the caring, or as the one who receives the care). However, while
dedomestication could occur through either public or private provision of care services, here the distinction
between public and private provision is key.

10 Both Palmer (1989) and Manning (2004) note that these services are often provided in the private market
through an intermediary company, rather than through the direct employment of domestic workers. The extent
to which this reduces domination will depend on how much control the paying parents have over staff, which
is likely to be higher than in the case of a publicly-provided service, though lower than for a private nanny.

11 At the federal level; some states provide greater labour protections.

9
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In other countries, restrictions on firing practices and explicit limitations on the scope of
employer behaviour, whether legislated or negotiated by unions, reduce the extent to which
employers can dominate their employees (OECD 2013, p. 66). Such protections reduce the
likelihood of domination by employers by either outlawing or raising the costs of actions that
harm worker interests. Furthermore, regulations that give workers voice in management
decisions, such as worker representation on company boards, reduce the likelihood that
such actions will be pursued.

Entitlements over labour therefore capture the market-based determinants of domination
and social hierarchy, not the social determinants. This implies a parallel between
entitlements over labour and standard inequality measures that are based on distributions
of disposable income or expenditure: the latter similarly capture only the market-based
determinants of economic welfare, and do not count the role played by non-market factors
such as the environment, and in-kind benefits such as public health and education
services.!?

While economic entitlements over labour are logically distinct from legal or institutional
labour protections, they plausibly have a causal relationship: greater labour rights lead to
lower economic inequality and hence lower entitlements over labour. Jaumotte and Buitron
(2015) find a strong negative relationship between unionization and top income shares,
arguing that this is because unions increase the earnings of low- and middle-income
earners at the expense highly-paid managers and share holders. This would likely imply a
similar negative correlation between unionization and entitlements over labour of top
income groups.

3. Measuring entitlements over labour

In measuring what | call entittements over labour, three authors have suggested different
approaches. Milanovic (2010) compares the wealth levels of some of the richest individuals
in history using per capita GDP as numeraire, interpreting it as the cost of employing a
contemporary worker. On this measure he estimates that the richest person in history is
Mexico’s Carlos Slim, whose income was 440,000 times Mexico’s per capita GDP. Atkinson
(2007) proposed to measure “command over people” by estimating the share of the
population with gross income in excess of ten times average earnings.*® Piketty (2014: 348)
remarked that in nineteenth century France an individual inheriting in the top 1% of
bequests “could afford to pay a staff of 25-30 domestic servants throughout his life” from

12 The income concept of final income accounts for in-kind benefits, though not environmental factors (see
e.g. Lustig, 2018), and estimating it requires additional data and assumptions beyond standard estimates.
These in-kind benefits can have a large impact: Paulus et al. (2009) find that they reduce the Gini coefficient
by between 3.9 and 6.0 percentage points in five European countries, relative to disposable income.

13 Atkinson (2006) applied this approach to wealth, defining the “rich” as those with net wealth greater than 30
times average income.

10



[l Working paper 43 Paul Segal

his capital income, estimating the cost of a domestic servant as the average income of the
bottom 50% of the population.

The use of per capita GDP as a proxy for wage costs is questionable: Bleynat, Challi and
Segal (2017) find that in Mexico the ratio of per worker GDP to urban wages ranged from
0.6 in the nineteenth century to over three in the twenty-first century. Atkinson’s average
wages is preferable, but it retains the drawback of including the wages of highly skilled
professionals. Since the concern here is command over people, not human capital, | use
median wages. This follows the Stiglitz Commission’s argument that the median is more
representative of the “typical” individual (Stiglitz et al, 2009, pp. 13-14). And where Atkinson
suggests gross income as the numerator, | use disposable income in order to capture
entitlements.

Thus | measure entitlements over labour of income group G by

YG
ES = —
w

where Y¢ is the mean disposable income of group G and w is the cost of employing a
worker on median wage (which may include additional payments such as social security).

G
Moreover, following Piketty, | define entittements over low-wage labour Ef = :}— where w is
L

the cost of employing a worker on the average wage of the bottom 50%.

As with all inequality measures, different definitions of the underlying income concepts are
possible. Standard inequality measures are applied to a variety of income concepts
including consumption expenditure, pre-tax income, and disposable income, any of which
may be calculated as per household, per capita, or per equivalized adult, and applied to a
variety of population units, including households, individuals, or adults (Anand and Segal
2008). Often the strictly-correct distribution is not available and another is used as an
approximation, as in some World Bank estimates of consumption poverty that use income
surveys (e.g. Ferreira et al., 2016). Similarly, entittements over labour could be applied to
different income concepts at the top of the distribution and different definitions of ‘typical
wages’, depending on judgement and data availability. For instance, the “Palma ratio”,
defined as the ratio of the income share of the top 10% to that of the bottom 40% (Cobham
and Sumner 2013), could be interpreted as an approximation to the entitlements over low-
wage labour of the top 10%, where low wages refer to the bottom 40%.

Estimates of entitlements over labour

| estimate entitlements over labour of the top 1% for the two middle-income countries Brazil
and Mexico, and the three high-income countries Slovenia, Sweden, and the USA, shown

11



[l Working paper 43 Paul Segal

in figure 1.1% Brazil, Mexico and the USA are all high-inequality countries while Slovenia and
Sweden have low levels of inequality. For comparison, figure 2 shows the Gini coefficients
of the same countries. The ordering of the five countries remains the same across the two
inequality measures. Above we saw that the degree of domination and social inequality in a
society are likely to be influenced by labour rights in addition to entitlements over labour.
Consistent with this, all three of the high-inequality countries have low employment
protection while both of the low-inequality countries have high employment protection:
according to the OECD,*® the USA has the lowest employment protection among the 46
countries for which they collect data, while Brazil is in the second decile from the bottom;
Mexico is at the median on this measure, but on the other hand more than half of the
population is employed informally, meaning they do not enjoy those legal protections (ILO
2012). Sweden and Slovenia, in contrast, are in the eighth decile for employment
protection. Table 1 indicates the relative positions of the countries in their levels of income,
inequality and labour rights.

One striking difference between the Gini coefficient and entitlements over labour is that the
spread of entitlements over labour is much wider.'® Comparing the extreme cases, Brazil’s
Gini is twice as high as Slovenia’s, while its entitlements over labour are 12 times higher, at
31.1 compared with 2.5 in the latest years. By construction, the Gini is bounded between
zero and one. Entitlements over labour, on the other hand, are not bounded. It is plausible
that this higher ratio better communicates the comparison between one of the most unequal
countries in the world and one of the most equal. More importantly, the interpretation and
the normative significance of these radically different levels of entitlements over labour is
transparent, in contrast to the dubious normative interpretation of the Gini.1’

14 For the USA, Sweden and Slovenia | add employers’ social security contributions and payroll taxes to the
cost of wages, as reported by the consultancy firm KPMG, downloaded 26 October 2017 from
https://home.kpmg.com/xx/en/home/services/tax/tax-tools-and-resources/tax-rates-online/social-security-
employer-tax-rates-table.html. For Brazil and Mexico | assume these are zero because of the high degree of
informality in the labour market.

15 OECD.Stat, Strictness of employment protection — individual and collective dismissals (regular contracts)
[https://stats.oecd.org/Index.aspx?DataSetCode=EPL_QV]. Data are for 2012, the latest year in which all five
countries have estimates.

16 The fact that the ordering of countries is the same is to be expected as they are all measures of economic
inequality broadly conceived. For comparison, across the Luxembourg Income Study’s 364 country-year
observations, the Gini coefficient has a rank correlation coefficient of 0.97 with the Atkinson coefficient (e=1)
and 0.93 with the 90/10 percentile ratio (calculated using LIS 2019).

17 Atkinson (1970) shows that the Gini implies that the impact on social welfare of a transfer between person A
and person B depends on the share of individuals with incomes in between their respective income levels,
and is independent of either the absolute or relative incomes of A and B. This is a statistical artefact with no
normative justification. Also see Sen (1973) for discussion.

12
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Figure 1: Top 1% entitlements over labour in five countries
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Sources: Author’s calculations. See Appendix for data sources. Note: Entitlements over labour give
the ratio of disposable incomes of the stated income group to the cost of employing a worker on
median wage. Entitlements over low wage labour give the ratio of those disposable incomes to the
average cost of employing a worker in the bottom 50% of the wage distribution.
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Figure 2: Gini coefficients in five countries
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Source: World Bank, World Development Indicators,
[https://databank.worldbank.org/reports.aspx?source=world-development-indicators], downloaded
19/12/2019.

Table 1: Income, inequality and labour rights in four countries

Income Inequality Labour rights
Brazil Middle High Low, with  high
informality
Mexico Middle High Medium, with high
informality
Slovenia High Low High
Sweden High Low High
USA High High Low

Sources: Figure 2 and OECD.Stat, https://stats.oecd.org/Index.aspx?DataSetCode=EPL_OV.

It is also illuminating to consider entitlements over labour in terms of the affordability of
labour for the rich. Consider the two richest countries, Sweden and the US, whose real per
capita GDPs are similar: entittements over labour for the top 1% were 3.7 in Sweden and
17 in the US, meaning that the average person in the top 1% in Sweden would have to
spend 27% of their disposable income to employ a median worker full time, in contrast to
just 6% in the US. In the most equal country, Slovenia, someone in the top 1% would have
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to spend fully 40% of their disposable income to employ someone on median wage. In the
highly unequal middle-income countries Brazil and Mexico, someone in the top 1% would
need to spend respectively only 3.2% or 4.7% of their income to employ a median-wage
worker, falling below 3% for a low-wage worker. Comparing across income groups, the top
10% in the US has entitlements over labour of 4.1, higher than the top 1% in Sweden,
implying that labour is more affordable to the average person in the top decile in the US,
than to the average person in the top 1% in Sweden.

We can also consider entitlements over labour as a measure of real income, following
Adam Smith and, more recently, Milanovic (2010).12 In the latest year the top 1% in Sweden
had disposable incomes of PPP$178,000, making them substantially richer in terms of
overall consumption goods and services than their counterparts in Mexico, who had
PPP$107,000. But those in Mexico could afford to command the labour of 21 full time
workers, compared with 3.7 in Sweden.

How do entitlements over labour compare with top income shares? To examine this
guestion we consider the case of the USA in more detail. Income shares of top income
groups have grown substantially in recent years (Piketty et al., 2017). Figure 3 and table 2
indicate that their entitlements over labour grew faster still. While the income share of the
top 1% grew by 36% over 1990-2014, their entitlements over labour, and over low-wage
labour, grew 63% and 60% respectively. Similarly, entitlements over labour of the top 5%
grew 46 to 48 percent while their income share grew 24 percent. The difference between
income shares and entitlements over labour is in the denominator: for shares, the incomes
of the rich are divided by average income; for entitlements, the incomes of the rich are
divided by median or bottom-50% wage costs. Entitlements grew faster than shares
because both the median wage and bottom-50% wages grew more slowly than average
incomes: in nominal terms the median wage grew 80.2% and bottom 50% wages grew
82.8%, while mean income grew 115.1%. (For comparison, CPI inflation was 81.2% over
the period.) Thus this aspect of the rise in inequality is captured by entitlements, but not by
shares. The rapid rise in top income shares in the USA in recent decades has been widely
discussed and presented as salient to both national wellbeing and national politics. The
ability of the rich to command poorer people for their own enjoyment has grown more even
rapidly.

18 To the extent that the price of non-tradables depends on labour costs, entitlements over labour may be
interpreted as a measure of real income in terms of non-tradables. This mirrors the fact that incomes at
market exchange rates can be interpreted as real income in terms of tradables (Anand and Segal 2008: 70ff).
Then PPP-based income comparisons, which account for the prices of all goods and services, can be seen as
a balance between the two.
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Figure 3: Entitlements over labour and income shares in the USA, 1990-2014
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Table 2: Entitlements over labour and income shares in the USA, 1990-2014

Top Top 1% Top Top 5% Top 5% Top Top Top Top
1% E E(low 1% E E(low 5% 10% E 10% 10%
wage) shar wage) shar E(low share
e (%) e (%) wage) (%)

1990 10.4 16.4 125 4.2 6.6 25.0 2.9 4.5 34.5
2000 14.0 21.8 144 54 8.4 27.8 3.6 5.7 37.7
2010 16.5 25.7 17.3 5.8 9.1 305 3.9 6.0 40.2
2014 16.9 26.3 171 6.1 9.5 309 41 6.3 41.0
Growth
1990- 36.2 23.9

2014 62.5% 60.2% % 47.7%  45.6% % 41.3%  39.3% 18.7%

Source: see figure 1.

4. The social and political salience of entitlements over labour

| have argued that entitlements over labour provide an empirical measure of republican and
relational conceptions of equality. | now argue that this approach is also of practical
relevance. On a micro level, empirical studies find that social inequality and hierarchies are
salient for human well being. In the psychology literature, Boyce (2004) finds that children
who are low in a social dominance hierarchy tend to suffer worse morbidity and mental
health symptoms, while Zink et al. (2008) find that social hierarchical rewards to
performance are of comparable salience to monetary rewards, using functional MRIs. The
economic literature finds that those with high social status are likely to be treated more
favourably by others, both in terms of market goods and in terms of social treatment (Weiss
and Fershtman 1998, Heffetz and Frank 2010). These all support Ridgeway’s (2014, p. 2)
observation that “people care about status quite as intensely as they do money and power.”
Beyond these micro level empirical findings, | now argue that that entitlements over labour
also have macro-level social and political salience.

Entitlements over labour and the “middle class”

Entitlements over labour matter socially because in many countries they are central to
popular conceptions of affluent and “middle class” lifestyles. The link is via domestic
service, the most direct instantiation of entitlements over labour. Veblen (1899: 59)
famously remarked that domestic servants are “useful as a method of imputing pecuniary
respectability to the master or to the household.” In this vein Palmer’s (1989: p. x) study of
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domestic service in the USA reported that “the independent women of my family had felt
they must have domestic labour in order to achieve genteel propriety”.

Moreover, domestic service provides not just respectability but also an essential service to
well-off households in high-inequality countries. Qualitative evidence suggests this is the
case in all three high-inequality countries examined above. Reporting from Séo Paolo,
Rapoza (2013) remarked: “Ask an expat [from a rich country] what they love most about
living overseas and they will inevitably tell you this: the taxes and the maid service. That’s
right. Maids.” O’'Dougherty (2002: 209) notes that typical two- or three-bedroom upper-
middle class homes in S&o Paolo include a “service (i.e. maid’s) area”, and her
documentation of the lives of these households contain repeated references to domestic
servants. In Mexico the indispensability of domestic workers is indicated by the fact that
they are often referred to as la felicidad de la casa, or “the happiness of the household”
(e.g. de la Torre, 2014; Mexia, 2013). In this vein, Brooks (2020) suggests that in the US
the affordability of nannies, tutors, therapists and other household help to the affluent helps
explain why richer families are more stable than poorer families, while Palmer (1989: x)
reported that, as a “middle class” professional in Washington, D.C., “Nearly all of my
women friends in Washington hire another woman to do some of ‘our’ work”.

We find similar attitudes in high-inequality China and India. Sun (2009, pp. 10-16) describes
maids as “indispensable to the smooth running of the household” for the “emerging urban
middle class” in Beijing. In Delhi, Lahiri (2012) reported that “one of the widely
acknowledged perks of living here — the one many Indians abroad think of most wistfully” is
“the availability of cheap household help.” This recalls the finding above that the top 1% in
Mexico cannot afford all the goods and services available to their Swedish counterparts, but
they can afford to command more labour: for high-skill professionals from emerging
economies, moving to a richer and less unequal country probably increases overall
consumption opportunities, while reducing the affordability of domestic service.

Indeed, in Sweden, where we saw that elite entittements over labour were low, the social
norms are quite different: in the “Swedish maid debate” of the 1990s, a proposed tax break
for working couples employing domestic workers was publicly denounced as implying “a
return to the depraved and obsolete days of servants” (Bowman and Cole 2009: 161).
Sweden’s large public sector, which provides heavy public subsidies to childcare, implies a
strong degree of decommaodification of personal services. Where labour is expensive even
for upper income groups, and many services are provided by the public sector, it seems
plausible that social norms adapt: the acquisition of personal services through the exercise
of entitlements over labour seems retrograde in this society.

Most rich countries, however, have not resisted the return to the days of servants, and have
experienced a rise in employment in occupations that “involve assisting or caring for others”
(Autor and Dorn 2013: 1555). This rise in service appears to have been driven by two
factors. First, technical change has tended to substitute for routine tasks that, in the past,
were performed by low-skilled labour, pushing up the supply of workers for low-skill service
occupations that cannot be mechanized. Second, in the US case, the demand for “home
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production substitutes” by the highly-paid has increased as inequality has increased,
because rising inequality means the opportunity cost of their time rises relative to the cost
of these services (Milkman et al 1998; Manning 2004; Mazzolari and Ragusa 2013).1° What
these studies refer to as the opportunity cost of the time of the rich relative to the cost of
labour for home production substitutes is effectively what we measure with entitlements
over labour.

It should be stressed that domestic service per se is neither necessary nor sufficient to
create domination and social hierarchy. It is consistent with social equality that | clean your
house and you look after my children. The social hierarchy arises when reciprocity breaks
down because person A can purchase the services of person B, and not vice versa — which
is precisely when entitlements over labour are high. Rollins (1985) highlights this social
hierarchy when she describes the mistress-servant relationship in the USA as “an extreme
and ‘pure’ example of a relationship of domination in close quarters” (pp. 8-9) and reports
that in her interviews with domestic servants, “all domestics concurred that employers
appreciated some forms of deference and outward signs of subservience” (p. 147).

The political economy of entitlements over labour

The importance of domestic service to the upper middle classes means that its affordability
can also have implications for political economy. The “social conflict view” of political
economy (Acemoglu, Johnson and Robinson, 2005) explains political outcomes on the
basis of conflicts of interest between groups. Marxist analyses of social conflict focus on the
conflict between owners of capital and their employees over the level of wages, where
wages are income for workers, and an input cost for capitalists. More recently, Acemoglu
and Robinson (2009, chapter 8) represent the conflict of interest as a conflict over
redistributive taxation. Inequality as entitlements over labour represents a third locus of
conflict that has not been studied in the political economy literature: typical wages represent
income for the majority, but a consumption price for the rich and upper middle classes. This
implies a direct conflict of interest between wage earners on the one hand, and the rich and
upper middle classes who enjoy labour entitlements on the other hand.

Conflict over entitlements over labour is likely to be particularly intractable for the following
reason. When conflict is over the distribution of goods and services in general, economic
growth relaxes the resource constraint and can allow all classes to increase their real
incomes, attenuating conflict. But this possibility is much more limited for command over
labour. As first shown by Baumol (1967: 415-16), productivity improvements are necessarily
limited in sectors where “labour is an end in itself”. This point applies to what Acemoglu and
Autor (2011: 1077) describe as non-routine manual tasks, i.e. “activities that require
situational adaptability, visual and language recognition, and in-person interactions,” which
include domestic and personal services such as care work, cleaning, and chauffeuring. If
the rich want personal service, they cannot achieve it through technological progress: they

19 However, Goos, Manning and Salomons (2009) find this does not apply across European countries.
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need to keep their incomes high relative to the wages of the non-rich. In the sense of
entitlements over labour, inequality per se benefits the rich.2°

We can observe this form of conflict in the recent political history of Brazil, and the downfall
of the Workers’ Party (PT) government. The PT’s Dilma Rousseff became President in
2011 and won a second term starting in 2015, but was impeached in 2016 after allegations
of corruption. While the so-called lavajato investigation uncovered high levels of corruption
throughout Brazil's political class, Dilma was never found to have been involved in the
corruption herself, and the legality of her impeachment was debatable (Saad-Filho 2016).
What was certain was that she had lost the support of a large share of the upper middle
class, who joined anti-government demonstrations around the country on 13 March 2015
and then again in June (Flynn and Soto 2016, Saad-Filho 2016). While a cross-section of
society participated in these demonstrations, they were disproportionately highly educated
(Singer 2014). Amid a major recession, there was widespread agreement that “the upper-
middle class felt squeezed economically” (Saad-Filho 2016; also see Braga 2016).

Does this “squeeze” show up in the data? Consider the p91-99 group, defined as the top
decile excluding the top 1%, which is a plausible interpretation of this upper-middle class.
Table 3 shows that neither their real incomes nor their income share declined significantly
under Dilma: both were virtually unchanged over her presidency, 2011-2015. Thus there
was no “squeeze” on the upper middle class in terms of absolute or relative purchasing
power over a representative basket of goods and services. However, where they did lose
purchasing power was over labour, owing to the rise in wages in the bottom and middle of
the distribution: table 3 shows that their entitlements over median-wage labour fell 14%
while entitlements over low-wage labour fell 11%. If we consider the period under PT rule
from 2003, started by President Lula da Silva and continued by Dilma, the p91-p99 group
saw their real incomes rise by 29% and their income share virtually unchanged, but their
entitlements over median-wage and low-wage labour fall by 11% and 22% respectively.?!

We saw above the importance of domestic service to the upper middle class in Brazil, a
country where domestic workers comprise 7.8 percent of all workers (ILO 2013, p. 124). For
these households, rising wages represented rising costs of essential services. This broader
wage trend was exacerbated for domestic labour by a 2013 constitutional amendment that
increased domestic workers’ rights, including a prohibition on wage deductions for lodging
and meals (ILO 2013, p 81). Numerous media reported growing upper-middle class anxiety
over the rising cost of domestic service. For Bloomberg.com, Goodman (2013) reported
that the constitutional amendment was “spreading concern among middle and upper-class
families that the cost of employing a maid or nanny will spike”. Rapoza (2013) remarked
that “Brazilian maid service is becoming professionalized, and that has pulled the rug out
from the middle class that has come to depend on them to keep their house in order.”

20 Consistent with this, Bertram (2015) argues that a desire to command labour, or dominate the lower
classes, may lead higher income groups to “favour policies that enhance the subordination of the least
advantaged and make those people disposed to act according to the bidding of the wealthy”.

21 The combination of stable income shares at the top and falling entitlements over labour is explained by the
fact that there was a decline in inequality within the bottom 90% of the population.
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Moreover, consistent with our earlier discussion of social status and hierarchy, the rise of
service and other low-skill wages reduced the social distance between the poor and the
rich, to the displeasure of the latter: Braga (2016) comments that “workers ‘invaded’ spaces
previously reserved for the traditional middle classes, such as shopping malls and airports”.
In 2020, President Bolsonaro’s Minister of the Economy, Paulo Guedes, justified a
devaluation of the currency by remarking that during the PT government, “even domestic
workers went to Disney... it was a terrible party”.??

Table 3: Entitlements over labour and income shares in Brazil, 2001-2015

p91-99 p91-99 real p91-p99 p91-p99
share income, 2010 RS  E(median)  E(bottom50)
2001 29.9 48,414 51 8.5
2011 29.6 62,133 5.2 7.4
2015 29.7 62,587 4.5 6.6
change 2001-2015 -1% 29% -11% -22%
change 2011-2015 0% 1% -14% -11%

Source: Author’s calculations, and see Appendix. Note: p91-99 is the top decile, less the top 1%.

Singer (2014) suggests that for the upper middle classes in Brazil, politics has moved
towards “post-materialism” by focusing on quality of life rather than income. A problem with
this argument is that while upper middle class quality of life may not depend on consuming
ever-more goods, it does depend a great deal on the affordability of other people’s labour.
That depends not on real income as usually measured, nor even on income shares, but
specifically on entitlements over labour. By measuring the capacity to command others, and
the social hierarchy that flows from that capacity, entitlements over labour capture a
socially- and politically-salient aspect of inequality that standard measures do not.

5. Concluding remarks

Research on economic inequality has enjoyed huge growth in recent years and a multitude
of studies have increased our knowledge of income distributions around the world. But
there has been no corresponding rise in attention to the normative basis for measuring
inequality. The traditional welfarist approach is a powerful justification, but it remains a

22 Pagina 12, “La frase despectiva del ministro de Economia de Brasil: ‘Hasta las empleadas domésticas iban

a Disney”, https://www.paginal2.com.ar/247411-la-frase-despectiva-del-ministro-de-economia-de-brasil-
hasta, 14 February 2020.
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narrow normative base compared with the range of egalitarian motivations that have driven
social movements and political thinkers. | have argued that entitlements over labour provide
an empirical measure that captures concerns over domination and republican freedom, and
relational and social inequality. These concerns have motivated historical egalitarian
movements, and they remain highly salient today. The ability to command others for their
personal gratification is of great importance to the affluent and upper middle classes, who
rely on domestic service and enjoy their superior position in the social hierarchy. At the
same time, those lower down the distribution suffer domination, and an inferior social
standing that can lead to physical and mental health problems. Unlike competition over
goods and services, whose total quantity will rise with economic growth, this is a zero sum
game.

Entitlements over labour range from over 30 for the top 1% in Brazil to 17 in the USA and
as low as 3.7 in Sweden and 2.5 Slovenia, suggesting very different social relations in
these countries. Where upper income groups enjoy high entitlements over labour,
gualitative evidence suggests that domestic service becomes normalized and considered
an indispensable service to those households. Brazil is a case of extreme economic
inequality and social hierarchy, and | argued that upper middle class fear of the rising
wages of domestic workers, measured by declining entitlements over labour and confirmed
by qualitative reports, contributed to their withdrawal of support from the PT government. In
contrast, in egalitarian Sweden, where such labour is unaffordable even for the relatively
rich and where public provision has decommodified some of these services, many perceive
domestic service as retrograde.

While this paper has explored some of the implications of entitlements over labour, it can
provide a new perspective on a range of social phenomena beyond those analysed here.
Entitlements over labour also provide a mechanism linking status inequality and categorical
inequalities: when types such as ethnic minorities, women, and immigrants become
associated with the subordinate role of serving higher-status types, those types themselves
become associated with low social status (see Massey 2007). This often has a strong
international dimension through global care chains (Hochschild 2015), as domestic workers
migrate from poorer countries to richer countries, reproducing inequalities between
countries within the home. Moreover, associations between category and subordinate
labour can become self-reinforcing through Tilly’s (1998) process of ‘emulation’, whereby
observed categorical divisions of labour become replicated. In the case of Brazil, for
instance, domestic workers are disproportionately Black women, and their role in raising
children of the upper middle classes allows those children to be “socialized in a deeply
hierarchical logic, which places the maids in a world apart” (Brites 2016, p. 103).

At the same time, women are not only at the service end of the relationship, but can also be
the ones enjoying entitlements over the labour of others. Palmer (1989) confirmed the
dependence of “middle class” professional women in Washington, D.C., on paid domestic
workers. A personal profile on the US academic economist couple Betsey Stevenson and
Justin Wolfers, both full-time professionals working on the economics of the family and life
satisfaction, reported that they employed a nanny for 55 hours a week to look after their
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only child, in addition to “someone who drives them back and forth to Princeton and who
cooks, does the laundry and snakes the drains when they are clogged” (Rich 2012). Given
the prevalence of gender norms that place the responsibility for domestic work on women, a
woman’s decision on whether to enter the workforce will typically depend on the opportunity
cost of her time relative to the price of domestic labour — i.e., her entitlements over labour.

These and other social phenomena that shape our lives depend on or express some variety
of inequality. Yet our understanding of how to measure these inequalities, and how to
understand the linkages between them, lags behind the remarkable growth in both data on
inequality and interest in the topic. The theory of inequality as entitlements over labour is a
step towards a fuller understanding of what we care about when we care about inequality.
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Appendix: Data
Brazil

Data for disposable incomes of top income groups are estimated from gross incomes
reported in the World Wealth and Income database (wid.org) by applying personal income
taxes and social security payments to 2015 gross incomes, and assuming the ratio of
disposable to gross income stays constant over time. This ratio is 0.73 for the top 1% and
0.76 for percentiles 90-99. In terms of levels, this probably implies an under-estimate of net
incomes (and hence of entitlements over labour) as it assumes no tax exemptions, and no
capital income, which is taxed at a lower rate. Wage data were supplied by Julian Messina
and his team based on the household survey PNAD, up to 2013. For 2014-15 | extended
the PNAD median wage using median wage growth rates from IBGE’s monthly wage
survey, and the bottom 50% using the minimum wage. In Brazil 42% of non-agricultural
employment is informal, and disproportionately so in the service sector (ILO 2012, Table 1),
and about 10% of all employment is in agriculture, so | assume no social security
contributions by employers.

Mexico

Top income data net of social security contributions but before taxes were calculated by
Facundo Alvaredo. | applied contemporary personal income tax rates to estimate post-tax
disposable income. Like the Brazilian case, this probably implies an under-estimate of net
incomes (and hence of entitlements over labour) as it assumes no tax exemptions. Wage
data are from the Encuesta Nacional de Ocupacion y Empleo, from which I calculated
median wages, and average wages of the bottom 50% of wage recipients. In Mexico 53.7%
of non-agricultural employment is informal (ILO 2012, Table 1), so as with Brazil | assume
no social security contributions by employers.

Slovenia

Data for disposable incomes of top income groups, and wages for the median and the
bottom 50%, were calculated by Filip Novokmet using EU-SILC.

USA

Data for disposable incomes of top income groups are from the World Wealth and Income
database (wid.org).23 In the original data, total household income is split equally between
adults in the household, denoted “adults-equal split” in wid.org. So to get the individual

23 Downloaded 19 June 2017.
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distribution | use the ratio of incomes measured using “equal split” to incomes measured
using “individual” given in the Appendix Tables C9 and C10 of Piketty et al. (2017), which
give “Post-tax income (matching national income)”. This income concept is defined as
disposable income plus the value of public expenditures on public goods and education,
where these expenditures are allotted proportionally to disposable income. This implies that
in a given year the ratio of income by “equal split” to income by individual will be the same
for disposable income as it is for post-tax income. This ratio is between 1.05 and 1.07 over
1997 to 2014. Wage data are calculated from CPS data downloaded from Flood et al
(2018).

Sweden

Data for disposable incomes of top income groups were updated by Olle Hammar from
Roine and Waldenstrém (2010); wage data are from Statistics Sweden
[https://www.scb.se/en/finding-statistics/statistics-by-subject-area/labour-market/wages-
salaries-and-labour-costs/salary-structures-whole-economy/]. The average wage of the
bottom 50% is estimated from wage percentiles 10, 25, 50, 75 and 90 using log-normal
parameterization. Cowell and Flachaire (2015: 373) report that log-normal distributions
generally perform well for wage distributions, except for the right-hand tail. Since we are
concerned with the bottom half of the distribution this seems an appropriate choice.
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