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INTRODUCTION

Economic inequality is again being widely discussed.
The reasons for this are manifold: the rise in
inequality observed in many countries, the increased
globalization with the entry of former emerging
markets into the world market, and the (too) slow
recovery after the 2008 economic crisis with uncertain
growth prospects. The influential book by Thomas
Piketty Capital in the 21st Century has raised the topic
to a broad social and political sphere, suggesting
the introduction of a global wealth or a capital
transaction tax. More recently, concerns about effects
of continuing automation, digitalization and artificial
intelligence on the labor market and the distribution
of income and wealth entered the discourse on
inequality.

In this article, we discuss evidence on the
evolution of top incomes in Switzerland, one of
the richest countries in the world. Switzerland is a
major industrialized economy with a strong financial
sector. Furthermore, the absence of wars and the
tax competition between its cantons kept the tax
burden relatively low and stable over time. These
features render the case of Switzerland interesting to
understand how income and wealth inequality evolve
in the absence of major shocks.

We investigate how top incomes in Switzerland,
which lies at the heart of Europe, have evolved
compared to neighboring countries and the United
States. We show that in Switzerland, similar to other
countries, the share of labor income going to the top
1 percent has increased, implying that the recent
rise in top incomes is not just attributable to more
concentrated capital incomes. We also present new
evidence on the income mobility of top earners in
Switzerland, i.e. the question how long someone
belonging to the top 1 percent stays within this group.
Finally, we shed light on the concentration of wealth.

TOP INCOME SHARES IN COMPARISON TO OTHER
INDUSTRIALIZED COUNTRIES

To understand the evolution of the income
distribution, the development of high incomes is of
particular importance. Although such top income
shares are, by definition, related to a small part of the
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population, this measure of income concentration
is important not only for the overall distribution but
also from a fiscal and socio-political perspective. On
the one hand, the richest taxpayers make a significant
contribution to government revenues. On the other
hand, ever-increasing top incomes can lead to social
tensions or jeopardize a liberal economic and social
order. And when economic elites emerge who seek
to influence taxation and distribution policies in
their favor in particular, this endangers not least the
democratic ideals of modern societies - see Gilens
and Page (2014) for an empirical investigation in the
US context.

Recent research has documented the long-term
evolution of high incomes over the last century to the
present in different countries, starting with Piketty
(2001) for France. Atkinson and Piketty (2007 and
2010) provide a collection of studies on top incomes
for countries around the world. The World Inequality
Database wid.world hosts series on top incomes and
other inequality measures for an even larger set of
countries. The majority of these studies use taxdata to
estimate the share of totalincome going to top income
groups like the top 10 percent or the top 1 percent.
Tax data are particularly well suited because they are
available over long periods of time and, unlike survey
data, also capture the top income from labor and
capital. In addition, the Pareto distribution laws make
itpossibleto determinevery precisely the proportions
of the total income of the upper income distribution
classes - even if only aggregated tax statistics and no
individual data are available.

Figure 1 shows the income share of the top
1 percent of taxpayers for different countries. In
Switzerland, the share of total income going to the
richest percent fell from around 11 percent in the
1970s to 8.5 percent, and then rose steadily from the
mid-1990s to reach the 11 percent mark again in 2008.
At the same time, the income components that the
top 1 percent can claim have recently become more
volatile and fluctuate more strongly with the business
cycle. This suggests that the top incomes are less
stable over the course of the business cycle, although
the upward trend continues overall. An international
comparison reveals that the recent rise in the top
1 percent in Switzerland has been comparatively
moderate. Thus, the top income in Switzerland rose
less than in neighboring Germany or in the United
States, the front-runner of the increasing income
concentration among the rich. In neighboring France,
on the other hand, the richest percent of income
recipients receive 2 to 3 percentage points less of the
total national income than in Switzerland. However,
note that the series on France and Switzerland do not
include any capital gains (these are tax-free on private
assetsin Switzerland and are therefore not covered by
tax statistics). As the series for the United States and
Germany show, including realized capital gains, raises
the measured income concentration.
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Figure 1
Top 1% Income Share for Switzerland and Various Countries
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Figure 2
Top 10% Income Share for Switzerland and Various Countries
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Figure 3
Top 0.01% Income Share for Switzerland and Various Countries
1905—2015
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If one focuses on
the broader group of the
top 10 percent (Figure 2),
Switzerland displays a level
of income  concentration
below that of neighboring
countries and the United
States throughout most of the
20th century. Likewise, the
upward trend observed over
the past 20 years was moderate
in Switzerland. What stands
out in the graph, however, is
that France barely experienced
any increase in top incomes.
Looking at different fractiles
within the top 10 percent, we
find an increasing spread of
income distribution at the
upper end, which takes place
in all countries: the further
up one moves along the
income distribution, the more
concentrated are top incomes
(Figure 2).

The income share of the
super-rich is also pronounced
in Switzerland, albeit to a
lesser extent than in countries
such as the United States or
Germany. While the share
in total income of the top
0.01 percent was still slightly
above or even below 1 percent
until the early 1990s, in the last
20 years it has risen to almost
2 percent - i.e. 200times the
average income. This level
is as high as ever since the
First World War. Again, France
stands out as the country with
the lowest concentration in top
incomes among the countries
compared here. Note, however,
how when looking at the very
top, the richest 0.01 percent
of taxpayers, the Grande
Nation also could not escape
the global trend of rising top
incomes.

What are the reasons
behind this development?
To shed light on this, we look
at labor incomes and the
international composition of
the top income group. The
evolution of the highest
labor income is similar to the
incomes of the top income
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Figure 4 even after this increase,
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recipients (Figure 4). This suggests that the observed
increase in the highest total income is not primarily
due to increasing asset concentration and high capital
incomes but is rather driven by (managerial) top
salaries. The rise in top salaries implies further that
the average salary since the 1990s has increased more
than the median salary measured in the social security
data.!
Someeconomistsarguethattechnologicalchange
and the concomitant increase in average company
size favor the top talent and earners (see Gabaix and
Landier2008).1tisonlyinalarge marketthatsuccessful
decisions by a manager can have a major leverage
effect. The same is true when CEOs are rewarded for
luck, which has been shown to be the case in earlier
research (Bertrand and Mullainanthan2001). In Foellmi
and Martinez (2017a), we examined the relationship
between top incomes and the market capitalization
of listed companies relative to GDP. Switzerland, the
seat of many multinational companies, has a very
high relative market capitalization by international
comparison, which has also risen sharply since the
1990s. The country is attractive to many multinational
companies with well-paid top jobs. Market capi-
talization increased from 80 percent in 1990 to over
300 percent of GDP in 1990, only to converge to around
200 percent of GDP after the financial crisis. These
levels are among the highest in the OECD, even before
financial centers such as Luxembourg. The United
States, with its highly developed stock market, only
has a market capitalization of around 100 percent; the
values for France and Germany are again significantly
lower, at 70 percent and 50 percent, respectively.
In fact, this rising market value in Switzerland is
accompanied by an increase in (labor) incomes of the
top 10 percent and top 1 percent (Figure 4). However,

1 Note that social security contributions in Switzerland are un-
capped and include salaries, bonuses, gratifications, deferred stock
options and the like (all valued at pay out). The data further includes
all personal income from self-employment.

tax statistics. An important
question is therefore what
role these taxpayers play at
the top and how their share
among top groups has evolved over time. Switzerland
is well-known as an attractive country for high-income
residents thanks to its mild tax climate. Especially its
expenditure-based tax regime for wealthy foreigners
(sometimes referred to as ‘tax deals’ in reference
to practices in the area of corporate taxation), has
attracted both widespread attention and international
critique.

Contrary to common wisdom, expenditure-based
taxpayers do not get a special tax deal in the sense that
they negotiate over a different tax rate.? The difference
is that expenditures (i.e. consumption) replace income
as the tax base. Expenditures are mainly based on
living expenditures for the taxpayer, the spouse and
dependents. The sum of these expenditures has to
equal at least five times the (imputed) rent (in case of
home-owners). For taxpayers living in hotels, pensions
or homes for the elderly, the tax base has to equal at
least twice their expenditures for room and board.?
In addition, a control calculation makes sure that the
tax is not lower than the regular tax on Swiss income
sources would be, namely real estate incomes and all
kind of capital incomes, patents and pensions from
Swiss sources. Incomes from abroad are further added
to the tax base if the taxpayer claims an exemption
from foreign income tax that would normally arise on
these incomes.

Expenditure-based taxation is available to foreign
taxpayers who relocate to Switzerland, under the
condition that they do not work in Switzerland. It not
only decreases the tax burden but also reduces the
costs associated with tax filing. If income streams
are a complex mix of different sources from different
countries, opting for an expenditure-based tax deal

© ifo Institut

2 Itis necessary to apply and obtain a tax ruling from the local tax
administration, who considers each case on an individual basis. This
may explain the confusion.

® The rules have become stricter as of 1 January 2016: seven times
(imputed) rent or three times the expenditures for accommodation
and board, respectively. In addition, a minimum tax base was intro-
duced at the federal (400,000 CHF) and cantonal (varying) levels.
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may be less costly, and it
guards the taxpayer from

Figure5

Expenditure-based Tax Units and Special Cases among Top 0.1%
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Although on average we
expect these taxpayers’ in-
come to be larger than their reported tax base, there
is at least some anecdotal evidence that expenditure-
based taxpayers sometimes pay more taxes than they
would on a regular basis. When the canton of Zurich
abolished the expenditure-based taxation in 2010,
about half of the 201 expenditure-based taxpayers
left the canton, and among those who stayed, only
47 (i.e. approximately 50 percent) paid higher taxes
(Finanzdirektion Kanton Zirich 2012).

It turns out, that over the period 1971-2010 a very
stable fraction of about 3 percent of the top 0.1 percent
were taxed based on expenditures (Figure 5). A much
more importantand increasing category at the very top
arethe so-called special cases. These are tax units with
taxable income below rate-determining income. They
have incomes which were already taxed abroad (e.g.
foreign real estate), or they are not subject to taxation
in Switzerland for the entire fiscal year (e.g. tax units
who emigrate). This allows a distinction to be made of
taxpayers who generate income abroad, a particular
feature of the Swiss tax data. In these cases, the Swiss
taxrateis calculated upon the whole income butis only
applied to the income taxable in Switzerland. Again we
cannot know by how much the statistics underestimate
true income, but it is possible to report these cases.

As can be seen from Figure 5, special cases with
global incomes are much more relevant within the
top income groups than wealthy foreigners taxed
according to their expenditures, and their share has
been increasing since the 1970s. Not surprisingly, the
share of special cases increases towards the top of the
income distribution. This fact entails two interesting
findings. First, top income earners in Switzerland
are more prone to have incomes from abroad than
the average taxpayer, a finding that becomes more
accentuated towards the very top of the income
distribution. Furthermore, the share of individuals
earning income abroad has increased substantially
over time, notably among very top groups. While in the
1970s around 12 percent of the top 0.1 percent income

0.1 percent of taxpayers are.
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earners were special cases, by 2010 this share had
increased to 34 percent. In our view, this goes hand-in-
hand with the observation that while Switzerland has a
relatively equal wage distribution, inequality at the top
resembles more the Anglo-Saxon countries. The very
top income earners in Switzerland belong to a class of
fortunate global citizens: they seem to be able to take
advantage of globalization more than the average,
and their income process follows the corresponding
worldwide trends for top incomes. Second, the
presence of tax deals does not play a central role for
a possible downward bias of top income shares. Very
rich persons with income sources from abroad seem
to find attractive tax conditions in Switzerland even
without a special tax deal. For our overall results, these
findings indicate that our estimates on the evolution of
top income shares should be taken as a lower bound
and that the bias arising from special cases with several
internationalincome sources becomes larger over time
and for groups at the very top.

MOBILITY AMONG TOP EARNERS

Top income shares have become a widespread
inequality measure, yet they remain cross-sectional
snapshots. They say little about the persistence of top
earners at the top or changes in lifetime inequality.
If the likelihood to drop out of the top 1 percent has
increased as well, lifetime inequality may not have
changed that much after all. Earlier studies on top
income mobility in the United States have found that
transitions in and out of the top 1 percent are relatively
high (Kopczuk, Saez and Song 2010; Auten, Gee and
Turner 2013; Guvenen, Kaplan and Song 2014). Thanks
to the panel nature of social security data, it is possible
todocument the persistence of top earners at the top of
the labor income distribution (Martinez 2018).*

4 This analysis covers only incomes from labour and self-employ-
ment, while tax data covers all income sources. Swiss tax data has
only a limited panel dimension and mobility cannot be studied



Of those belonging to the top 1 percent
in 2009, 77 percent were still in the same
percentile one year later. This persistence
rate is slightly lower than it was in 1981,
when still 81 percent of those in the top
1 percent kept their position after one year.
While there clearly is movement in and
out of the top 1 percent group over time,
after 5 (10) years still around 60 percent
(40 percent) of the members are found in
that group again (unconditional on being
at the top throughout the whole time
span though). After 15 years, a third of a
working life, 25 percent still make it into
that group. Conditional on being a member
of the top 1 percent throughout the entire
time span, persistence rates are only about
10 percentage points lower. This suggests
that many of those observed again at the
top afew years later were there throughout
the whole time. As one moves further to
the top, persistence rates decrease. For the
top 0.1 percent, the probability of being
at the top again in 5 years was 50 percent.
Figure 6 summarizes the (unconditional)
persistence rates for different top groups
over a time span of 10 years. Over time,
the persistence rates of all top groups have
been decreasing, and therefore mobility at
the top did increase. However, thisincrease
in mobility happened inthe 1980s and early
1990s. Since the mid-1990s, when we see
top incomes rising, mobility has remained
constant. Income mobility could therefore
not counteract the rise in income inequa-
lity. Thisiswhy overallinequality, measured
by the Gini index, as well as top income
shares rose also in permanent incomes
(measured as five-year centered averages).

Figure 8 shows the share in top labor
incomes going to the top 1 percent when
measuredinannualorpermanentincomes.
Clearly, both series start increasing in the
mid-1990s. The spikes in annual incomes
in the graph further show that top income
shares have a non-negligible transitory
component. These transitory incomes
make up 5-10 percent of the income
share going to the top 1 percent and are
highest right before the economy enters
a recession. Systematic analyses of the
cyclicality and earnings risks in the United
States have shown that labor incomes of
Continued Footnote 4:
over long time spans and with as much detail as with
social security data. As the literature on top income
shares for many countries including Switzerland has
found a rising share of income coming from labour
even at the very top (Foellmi and Martinez 2017a;

Piketty and Saez 2007), the analysis is still meaningful
for total income mobility.
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Figure 6
Persistence of Top Income Earners over a Period of Ten Years in Switzerland
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Figure 7
Top Labour Income Shares in Annual and Permant Income
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Figure 8
Top Labour Income Shares in Annual and Permant Income
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the top 1 percent are more cyclical and are subject
to larger earnings risks than those of the rest of the
population (Guvenen, Kaplan and Song 2014; Guvenen,
Ozkan and Song, 2014; Guvenen et al. 2017).

WEALTH INEQUALITY

Economic inequality affects not only income but also
wealth -andin all countries with available data, wealth
is more unequally distributed than income. This is not
surprising, since wealth accumulates through savings,
whose rates are increasing in income. Figure 9 shows
that Switzerland’s wealth concentration is among
the highest in the world, with the richest 1 percent
accounting for around 40 percent of total assets -
about twice as much as France and England (see OECD
Wealth Distribution Statistics). This is surprising, given
the balanced income distribution in Switzerland. One
reason is the attractiveness of Switzerland for top
earners and multinational companies, which is reflec-
ted in the high shares of the top 0.1 and top 0.01 per-
cent of the income distribution. This manifests itself
in very high asset shares of these internationally
successful individuals. However, Figure 9 also shows
impressively the continuing political stability of
Switzerland. Fortunes are a much longer-term indi-
cator than income because they are accumulated over
several decades through savings and capital gains.
The absence of wars and the associated economic
policy changes never let the top 1 percent share
break down over an entire century - in contrast to the
comparison states.

In Foellmi and Martinez (2017a), however, we
qualify this extreme concentration. The available
assets are based on tax statistics, which do not
take into account the tax-exempt assets in pension
funds. By contrast, the ranks of the other countries
in Figure9 also include pension assets (with the
exception of future pension promises of state pension
schemes such as Swiss AHV). If we consider this fact,

Figure9

Wealth Share of Top 1% in International Comparison
1900-2015

the top 1 percent’s wealth share in 2011 falls from
40 percent to around 27 percent.

CONCLUSION

Although income inequality and top income have
repeatedly led to lively discussions around distribution
issues, Switzerland is a haven of stability in terms
of income inequality for the general population,
especially in international terms. The present article
also shows that Switzerland, with its well-functioning
dual education system and its associated high level
of labor market participation, succeeded in achieving
relatively high and balanced income for broad sections
of the population compared to other industrialized
countries. However, income inequality of market
incomes has increased, measured by top income
shares and by the Gini index of gross incomes, as well.
Thisincrease in inequality is mainly due to the increase
in top income since the 1990s. The latter was driven
by an increase among the very top, where Switzerland
resembles the path of Anglo-Saxon countries. This
mirrors our result that the very top income earners in
Switzerland have become more globalized, and they
seem to be able to reap the fruits of globalization
more than the average. We did not analyze whether
the increase in primary income inequality leads to
higher inequality in disposable incomes. As discussed
in Foellmi and Martinez (2017b), the distribution of
net income when measured by surveys has remained
constant, so the increase in inequality has been largely
offset by increased redistribution.

To assess changes in lifetime rather than annual
inequality, mobility patterns have to be taken into
account. Martinez (2018) provides evidence that
indeed income mobility at the top is higher than it
was in the 1980s. However, the increase in mobility
happened mainly in the 1980s. The years since the mid-
1990s that saw an increase in top income inequality
was not accompanied by higher mobility. Overall,

when measuring permanent
incomes, the increase in
mobility was not sufficient to
offsettheincreaseininequality.
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very high: the richest
1percent of taxpayers owns



about 40 percent of all taxable assets. However, it is
important to relativize this number. On the one hand,
part of the high wealth inequality lies in Switzerland’s
long-standing attractiveness for the very affluent.
On the other hand, and as we show in Foellmi and
Martinez (2017a), concentration clearly falls when
the tax-exempted assets from the Pension Fund
and the voluntary ‘Pillar 3a’ pension plans are taken
into account. The richest percent still owns just over
25 percent of wealth, which would put Switzerland in
the international comparison of top wealth shares in
the midfield of asset concentration.
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