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Abstract

This study estimates the income of individuals in the top part of the income distribution
in Mexico since 1992. Mexico is the only OECD country that does not publicly report
income from fiscal sources. To circumvent this problem we use income information
from household surveys but adjust the misrepresentation of top earners using national
accounts data. We then estimate incomes of the very rich using interpolations based on
a Pareto distribution. Once we correct for the misrepresentation of top earners in the
survey, we find that the income share of the top decile has increased in the last two
decades. Our findings contradict the conclusion that is usually obtained solely from
household survey information. We also find that the income share of top 1 percent
earners in Mexico is close to 25 percent, placing Mexico as one of the countries where
the rich take the largest share of total income. Moreover, we find that inequality among
the rich in Mexico is larger than in most countries where information is available.
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1. Introduction

The study of inequality is important to an understanding of many political and economic aspects of
society, including growth, development, mobility, and political stability.> And as Anand and Segal
(2008) have pointed out, even if researchers do not agree on whether inequality is increasing or
decreasing, there is consensus that the levels of inequality in the world are very high. It is thus no

surprise that researchers around the world have taken a renewed interest in inequality.

The literature on equality has produced numerous measures. The most widely used is the Gini
Index, which provides a single indicator of inequality for an entire distribution. However, as useful
as it is, the Gini Index does not say much about who is capturing society’s income: a Gini Index close
to one indicates that inequality is high, but it does not indicate what part of the distribution captures
income. Another measure that has been increasingly used in recent years is the income share of top
earners. This way of measuring inequality relates to the power of elites in a given society. As Amsden
et al. (2012) argue, elites are highly influential in determining the path of economic development:
“The elite minority is [...] able not only to create or execute policy, but also to define its objectives
and how issues are framed within the national discourse” (p. 1). Acemoglu et al. (2005) also point
out the importance of the distribution of resources in determining the political power that sets up both
economic institutions and economic outcomes. Understanding the elites and the share of income that

accrues to them is thus essential to understanding a country’s economic and political development.

1 Although there is mixed evidence about the impact of inequality on growth per se (see Alesina and Rodrik,
1994; Berg and Osrty, 2013; Banerjee and Duflo, 2005; and Ostry et al. 2014, among others), there is a relative
degree of consensus that higher inequality increases the difficulty of economic growth benefiting the poor (see
Ferreira and Ravallion, 2008). With respect to economic development, Galor and Zeira (1993) show that the
coexistence of inequality and credit constraints results in inefficiencies in the economy, as high ability
individuals who are poor do not reach their true human capital potential. With regard to mobility, Corak (2013)
provides evidence that higher income inequality is related to lower intergenerational mobility, since inequality
shapes the opportunities in a society. Additionally, as Soubbotina and Sheram (2000) and Soubbotina (2004)
note, inequality affects trust and commitment and threatens political stability because it increases people’s
dissatisfaction with their own economic status.



To measure top income shares, Piketty (2001) uses tax returns to calculate income shares at
the top part of the distribution. With this data, he obtains homogenous annual series on top incomes
in France from 1901 to 1998. Thus far, 26 different countries have been examined using the same
methodology, and the studies have been compiled in two books by Atkinson and Piketty (2007, 2010).
They show that in recent decades, top income shares have increased in many countries around the
world, and that the increase of top income shares has been larger in English-speaking countries
(Atkinson, Piketty, and Saez 2011). Unfortunately, this methodology cannot be applied to numerous
countries, since it relies upon the availability of income information from tax returns, and many

countries do not make that information public.

Most countries do publish large-scale, statistically representative household surveys on a
regular basis. It has been shown, however, that data from self-reporting household surveys
underestimates incomes at the top part of the distribution. Alvaredo (2010), for example, compares
income information reported in tax returns with that shown in household surveys in Argentina, and
finds that income at the top part of the distribution is largely underreported in the surveys. Székely
and Hilgert (1999) analyze household surveys in 16 Latin American countries, and find that the richest
households represented there earn incomes at the level of company managers—an improbably low
level, they argue, for the wealthiest earners in those countries.? Thus, if household surveys are to be
used to measure incomes at the top, those incomes must somehow be corrected to be brought in line

with reality.

In this paper, we provide a methodology that does so, and then use it to calculate corrected
income shares for the top 10 percent, 5 percent, 1 percent, 0.1 percent, and 0.01 percent in Mexico
since 1992. Since income data from tax returns is not publicly available in Mexico, we perform a
statistical estimation of top income shares in Mexico over the last two decades. In a country that is

characterized by extensive poverty and high income inequality, this kind of information is of the

2 On this problem, see also the work of Mistiaen and Ravallion (2003) and Korinek et al. (2006).
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utmost interest. According to the National Institute for Poverty Evaluation (CONEVAL),? in 2014,
53.2 percent of the Mexican population lived below the national income poverty line, and 20.6 percent
lived in extreme poverty, that is, with an income below the level of minimum well-being.* At the
other extreme, some of the world’s richest people are Mexican: according to the Forbes list, there are
fifteen Mexicans among the world’s billionaires.” Moreover, as Esquivel (2015) has shown, the
concentration of wealth at the very top has grown so dramatically that by 2014, the four wealthiest
Mexicans, using only the annual return on their assets, could have hired nearly 3 million minimum

wage workers, whereas in 1996 they could have hired only half a million of those same workers.

Our aim in this paper is to add to the nascent literature on top incomes in Mexico. We propose
to circumvent the problem related to lack of tax return data by using national accounts income
information and applying statistical methods to correct for the misrepresentation of top earners in
household surveys. Our method builds upon the work of Lakner and Milanovic (2013), who estimated
household consumption at the top of the distribution using data from household surveys adjusted with
additional information on consumption from the national accounts. They then analyzed changes in
the consumption Gini Index caused by this correction for top earner misrepresentation in household
surveys. Our method differs from Lakner and Milanovic’s in inflating income rather than

consumption.

We obtain the base income distribution from the National Income and Expenditure Survey
(ENIGH), a nationally representative household survey published every two years since 1992, and

household disposable income from national accounts data of the National Statistics Institute (INEGI).

3 See http://www.coneval.gob.mx/Medicion/EDP/Paginas/Evolucion-de-las-dimensiones-de-la-pobreza-1990-
2014-.aspx

4 CONEVAL’s definition of income poverty is different from the one adopted by the World Bank and other
international organizations. For CONEVAL, people living in income poverty are those who do not have an
income large enough to satisfy access to basic needs in terms of education, housing, and food. People living in
extreme poverty are those who do not have enough income to satisfy their nutritional needs.

5 See http://www.forbes.com/billionaires/#tab:overall_country:Mexico
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We refer to this latter income as our “control income,” following previous literature on the subject.’
We then contrast the total income obtained from ENIGH and the control income from national
accounts to calculate the difference between household survey income and disposable income in
national accounts. We refer to this difference as the “residual.” We assign a share of this residual to
the earners in the top decile, and from this new distribution we calculate the Pareto coefficient of the
top tail in order to estimate income shares and average incomes for top 10 percent, 5 percent, 1

percent, 0.1 percent, and 0.01 percent earners from 1992 to 2014.

This method implicitly assumes that the income of most of the bottom 90 percent of the
distribution is adequately captured in household surveys, but that the income of top earners is not.
This strategy for increasing incomes only at the top is supported by previous research. Mistiaen and
Ravallion (2003) and Korinek et al. (2006) show that part of the discrepancy in income from
household surveys and national accounts can be attributed to the lower participation of the wealthy
in household surveys. Banerjee and Piketty (2010) arrive at the same conclusion in their study of
Indian top earners. A recent study by Del Castillo (2015) comes to a similar conclusion for the
Mexican case: he shows that capital income is grossly underrepresented in Mexican household
surveys and that this type of income is highly concentrated at the top part of the distribution. In
addition, Samaniego (2014) demonstrates that the capital share in the Mexican economy has been
increasing since the 1990s, with a corresponding decrease in the labor share, suggesting that the
owners of capital have benefited the most from income growth since the 1990s. In spite of the average
1.1 percent annual growth in per capita GDP between 1992 and 2014, income poverty in the same
period was virtually unchanged (CONEVAL 2015). Previous studies and aggregate statistics for
Mexico are thus consistent with the underrepresentation of incomes at the upper level of the

distribution based on household surveys.

6 See Alvaredo (2010), Alvaredo and Londofio (2013), Banerjee and Piketty (2010), and Fairfield and Jorratt
(2015).



Our analysis of income data from the ENIGH shows that the income share of Mexican top 10
percent earners has decreased since 1992. However, with our correction for the misrepresentation of
the rich, we find that income shares of the richest 10 percent have actually increased in the last two
decades. Moreover, we find that the income share of the richest 1 percent of Mexicans is
approximately 25 percent of total income,” making Mexico one of the countries where the rich take
the largest share of income. According to data from the World Wealth and Income (WI1) database,
few countries show a similar concentration of income at the top (the United States and Colombia

among them).

The methodology we propose comes with a caveat: there are no clear guidelines as to what
share of the residual income from national accounts and household surveys should be assigned to the
top decile. However, we can lessen this disadvantage by assigning this residual income based on what
should be assigned in countries with income distributions similar to Mexico's. We thus apply our
method to other Latin American countries, where tax returns have been used to calculate top income
shares, in order to find the share of residual income that should be assigned to the top decile to obtain

similar results.

We consider this methodology a good first step toward measuring the income of the rich in
Mexico. The results are valuable inputs for policy concerns that range from income inequality to tax
reform and redistribution. We recognize that a better source for measuring top incomes could be tax
returns compiled by the tax authority. However, in a country such as Mexico where tax evasion is
pervasive, even tax return data could understate the income of the rich.® If there is large-scale tax
evasion, our methodology might provide a clearer and more precise picture of top incomes than tax
return data. Our approach also has the advantage that it can be extended to other countries that lack

public information on tax returns.

7 Del Castillo (2015), using a completely different methodology, reaches a strikingly similar conclusion.
8 See Levy (2008).



The organization of this paper is as follows. In Section 1 we discuss the data sources and
methodology, as well as the assumptions needed to estimate top income shares using household
surveys. In Section 2 we present our results. In Section 3 we contrast the Mexican results with those
available in the World Wealth and Income database for other countries. Finally, Section 4 offers some

conclusions.

2. Methodology

In theory, total income from household surveys should be equal to total household disposable income
from national accounts. However, in most countries this is not the case, and income from national
accounts is greater than that reported by household surveys. We thus cannot directly use top income
shares as reported in household surveys, as they underestimate the income of the rich (see the
discussion in Deaton, 2005). We therefore impute a portion of the difference, or “residual income,”
to the top decile of the income distribution found in the survey. We then estimate the Pareto
coefficient in the new distribution in order to estimate top income shares. In the following

subsections, we explain these steps in more detail.

2.1 Household Surveys

We use the income and expenditure national household survey in Mexico (ENIGH). The survey is
available every two years from 1992 to 2014 as well as for the year 2005. The ENIGH captures net

income from individuals, whether they are salaried, self-employed, or business owners.® Income is

° If the individual is a salaried worker, the survey asks “What was your last month’s income?” Social security
contributions are discounted from income. In the case of self-employed workers and business owners, from
2005 the survey asks for net income and profits, not total sales: “From the business’s profits, how much did
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reported at the individual level, and includes that obtained from property, interest, net asset sales,
pensions, in-kind transfers, government programs, and cash transfers. Following the standard practice
in top income literature, we restrict the calculations to include individuals who are 20 years of age

and above,'® and calculate average income by decile for each available year.

2.2 Income Control

Following Lakner and Milanovic (2013), we use national accounts to inflate the income distribution
obtained in the household survey. However, we do not use the total income registered in national
accounts, as we have to make the income in national accounts comparable to net incomes in the
household survey. Closely following the top income literature, we estimate net income from national
accounts, commonly known as the “control income,” since it is the denominator used to calculate top
income shares. Specifically, we follow the methodology of Alvaredo (2010) for the case of Argentina,
of Alvaredo and Londofio (2013) for Colombia, and of Fairfield and Jorrat (2015) for Chile to

calculate the income control in the Mexican case.

The National Statistics Institute (INEGI, 2015) has reported national income accounts suited
to our methodology since 2003. To obtain our control income, we start with the household Balance
of Primary Incomes (Gross), then subtract the household account’s fixed capital consumption, actual
and imputed social security contributions (from the employer and the household), imputed rent, and
attributed property and investment income, and then add social benefits (other than in-kind).** This

calculation yields a household net income of 60.8 percent of GDP for the period 2003-2012. We

you keep for your household purposes?” As the questions refer to last month's income, taxes or other expenses
could be still due from that income, but we assume that this reported income is the true net income.

10 See Alvaredo (2010), Alvaredo and Londofio (2013), Banerjee and Piketty (2010), and Fairfield and Jorratt
(2015).

11 We use the following codes from the national accounts from INEGI for the 2003-2012 period: B5b+D62-
P51c-D611-D612-D613-D441-D442-(9% of GDP). INEGI assumes that imputed rent is 9% of GDP.
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therefore assign 60.8 percent of GDP as our income control for every year in the sample. This share

of net income is similar to what has been found in the literature on top incomes for other countries.

2.3 Population Control

In order to restrict the calculations to the population 20 years of age and older, a restriction referred
to in the literature as “population control,” we employ official statistics from CONAPO, the national
population council.*? In 1992, there were approximately 46.5 million Mexicans in this age group; by

2012 there were close to 72.2 million. In each year, we evenly assign this population to each decile.

2.4 Residual Income

Total income in the economy is calculated by multiplying average income (from household surveys)
by the total number of individuals 20 years of age and older. We obtain the “residual income” by
subtracting total income in the economy from the income control (household disposable income from
national accounts). In most countries, the income obtained from household surveys is less than the
household income from national accounts, likely because of underreporting by individuals in the
upper part of the income distribution as well as top income individuals not participating in the survey
(creating both underreporting and truncation problems). The problem then is to assign a proper share
of the income residual to the top income individuals, a problem for which there is no clear guide in
the literature. Lakner and Milanovic (2013) assign the full residual to the top decile. We are agnostic
about this method and have constructed alternative scenarios. The most reliable procedure is to take

other countries as a reference, preferably countries with income distributions similar to Mexico’s.

12 Consejo Nacional de Poblacion.



Latin American countries are obvious candidates. In Latin America, top income shares have been
calculated for Chile, Colombia, and Uruguay using tax return data.® As these countries also have
available household surveys, we can calculate the share of residual income we need to impute to the

top decile in order to mimic the top 1 percent income share observed in tax return data.'*

The shares we calculate are 100 percent for Chile, 88 percent for Colombia, and 61 percent
for Uruguay. In our baseline scenario, we assign 83 percent of the residual (the average of these three
values) to the top decile. We also construct an upper and lower bound. For the upper bound, we assign
88 percent of the residual to the top decile. We choose this upper bound to mimic the share that has
to be assigned in the Colombian case, since its level of inequality, as measured by the Gini Index, is
similar to that of Mexico. Our lower bound assigns 78 percent of the residual to the top decile, a figure
chosen to assure symmetrical results around the baseline. In each case, what remains of the residual
is assigned to the ninth decile. We could assign this amount to lower deciles, but assigning a lesser
amount of the residual to the ninth decile would increase inequality at the top, and this in turn would
increase the top income share. By assigning all of the remaining residual to the ninth decile we keep

our estimate conservative.

2.5 Pareto Distribution

There is overwhelming evidence that the distribution of top incomes can be approximated by a Pareto

distribution (Atkinson 2007; Atkinson and Piketty 2007, 2010; Atkinson, Piketty, and Saez, 2011;

13 See Alvaredo and Londofio (2013) for Colombia, and Fairfield and Jorrat (2015) for Chile, and Burdin et al.
(2014) for Uruguay.

14 1n Appendix 2 we include a detailed explanation of the data and the assumptions that we used to calculate
top income shares in Colombia, Chile, and Uruguay. We also include the necessary raw data to replicate our
calculations.
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Feenberg and Poterba 1993). The Pareto cumulative distribution function for income y is expressed

as.
1—F(y)=(§)“ fork>0a>1 (1)

where Kk is a given parameter and « is the Pareto coefficient. The key insight of the Pareto distribution

is that the ratio of mean income over the income threshold y does not depend on y, and that it is equal

to ﬁ (see Atkinson, Piketty, and Saez, 2011), a ratio also known as the inverted Pareto coefficient.

The inverted coefficient is easier to interpret: an inverted Pareto coefficient of 2 means that average
income above y is 2 times y. To correct for the misrepresentation of top earners in household surveys,
we calculate the Pareto coefficient of the income distribution once we have assigned a share of the

residual income to the ninth and tenth deciles.

Let us define the income share of the top 20 and 10 percent of the distribution as S,, and S,
and the respective proportions of the population as H,, = 0.20 and H;, = 0.10. Manipulating the
Pareto distribution, it can be shown that:*®

2 »

S20

Quantities S,, and S;, are known, so we can solve for a to obtain the estimated Pareto

coefficient @. Once we know the Pareto coefficient of the distribution, we can manipulate equation

a-1

(2) to obtain the share of any fractile income by interpolation: S;,, = S;o X (}II;"”)T. If, for
10

example, we are interested in the top 1 percent income share, we only have to substitute Hy,,, = 0.01.

15 See Atkinson (2007), p.24.
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Also, using the income share of a particular fractile and the number of individuals in that fractile, we

. . S
can calculate average income by fractile with

top ' Income Control

Individualsgop

2.6 Summary

To facilitate replication and encourage calculation of top income shares for other countries, we

present a summary of our method.

Vi.

Vil.

From household surveys, calculate the average income by decile and for the whole
distribution using the population aged 20 years and older.

From national accounts, calculate the household disposable income. In most countries, this
number is close to 60 percent of GDP.

From population statistics, calculate the population aged 20 years and older. Assign the
population evenly to each decile.

Obtain total income by multiplying average income (from household survey data) by the
population aged 20 years and older. The residual income is the difference between the
household disposable income from national accounts and total income from household
surveys.

Assign a share of residual income to the top decile and the rest to the ninth decile.

Using the new shares in the top and ninth deciles, calculate the Pareto coefficient of the
income distribution.

Using the Pareto coefficient and the new shares, calculate income shares in other fractiles of
the distribution.

In Appendix 1, we include all of the raw data needed to replicate the main results in this

paper, as well as additional summary statistics from our calculations.
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3. Results

Figure 1 shows top 10 percent income shares since 1992, before and after our correction for the
misrepresentation of top earners. As described, we inflate top earners’ income by assigning it a share
of the residual income from household surveys and national accounts. Our main statistics come from
the average share of residual income (83 percent) that needs to be imputed to the top decile in order
to mimic the top 1 percent share across three Latin American countries for which tax return data is

available. We also include an interval of +/- 5 percentage points.

Figure 1 makes evident the extent to which household surveys underestimate incomes at the
top. Top 10 percent shares in Mexico are not only smaller before correcting for misrepresentation of
top earners but also show a decreasing trend. If we were to judge top income shares using exclusively
information from the ENIGH, we would have to conclude that income inequality at the top has
decreased in the last two decades in Mexico. However, our estimations contradict this conclusion.
Figure 1 shows that income shares of top 10 percent earners have actually increased in the last two
decades. In the baseline case, for example, the share of the top 10 percent has increased from 53.5
percent in 1992 to 64 percent in 2014. The implications of this finding are of supreme importance for

a number of public policy issues.
[Figure 1 about here]

The growing gap between the top 10 income share from the household survey and the survey
corrected with national accounts is mainly attributable to the increasing amount of residual income
in the period we analyze. Figure 2 shows average individual income in the household survey and
average individual disposable income from national accounts. These measures of income have
diverged in recent decades, increasing the amount of residual income. The negative trend in average

individual income seen in household surveys is completely at odds with the evolution of per capita
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income that we know from national accounts data. We argue that this increase in residual income is
explained mainly by a growing share of income going to rich earners in the same period, resulting in
agrowing share of underreported income in the household survey. ** We know that in 2014, 53 percent
of the population in Mexico was poor as defined by income, and that the poverty rate hardly changed
from 1992 to 2014 (CONEVAL 2015). Recent research by Samaniego (2014) also shows that the
share of total income going to capital has increased in recent decades (with a consequent decrease in
income to labor); since capital income goes mainly to the top deciles, we could expect that the income

share of the rich has actually increased in the last two decades.
[Figure 2 about here]

Let us now analyze the rich earners at the very top of the distribution. Figure 3 shows income
shares of top 1 percent earners since 1992 under our three scenarios. In the middle scenario, we find
that top 1 percent shares have ranged around 25 percent of total income. The upper and lower bounds
range around 30 and 23 percent, respectively. In all three cases, the trend is positive. In Figure 4, we
show shares for top 5, top 1, top 0.1, and top 0.01 percent earners. In the middle scenario, we find
that approximately 12 percent of total income goes to top 0.1 percent earners (see Figure 4, panel C),
while in the lower-bound scenario the figure is approximately 8 percent. Nearly 5 percent of total
income goes to top 0.01 percent earners (see Figure 4, panel D). This means that in a country with a
population of nearly 120 million people, the richest 12,000 persons receive approximately 5 percent

of the country’s total income.
[Figure 3 about here]
[Figure 4 about here]

Table 1 shows our findings for 2012 in greater detail. Panel A gives the top income share

information for 2012. Panel B analyzes top income shares within different fractiles of top earners,

16 Other studies also discuss the income discrepancy between household surveys and national accounts:
Banerjee and Piketty (2010), Korinek et al. (2006), and Mistiaen and Ravallion (2003).
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and shows that income inequality is present even among top earners. Only about one-fifth of the
income share belonging to top 10 percent earners goes to the least rich among the rich (those between
the 90th and 95th percentile); the remaining four-fifths go to the richest half of top earners. This
inequality among rich earners is not exclusive to the Mexican rich. Inequality at the top is
characteristic of Pareto distributions, which according to Kuznets (1953) describe all income
distributions. The magnitude of income inequality at the top varies according to the Pareto parameter
of the distribution: the smaller the Pareto parameter, the larger the inequality at the top, a point that

will be explored more fully in the next section.
[Table 1 about here]

Figure 5 shows the average annual income of top 1 percent earners in 2010 PPP dollars since
1992. Mean annual income of top 1 percent earners in Mexico has grown from approximately
$300,000 to $450,000 dollars. This represents an average annual growth rate of around 1.6 percent.
Given the 1.1 percent average annual growth of the economy in the same period and the data in Figure
1, this growth in top income implies that most of the gains from growth have accrued to the top decile.
Mean income for other top earners in 2012 is shown in Table 2. These figures give a deeper insight
into inequality among the top of the income distribution. In our baseline scenario, for example,
individuals in the 99.99th to 100th percentile earn seven times more than those in the 99.9th to the
99.99th percentile, and approximately 200 times more than those in the 90th and 95th percentile (the

least rich among the rich).
[Figure 5 about here]

[Table 2 about here]
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4. International Comparison

In this section we compare our results for top income shares in Mexico with top income shares
obtained from tax return data in other countries. This comparison not only provides information about
where Mexican top earners stand in relation to those in other countries, but also about which of our
scenarios is most likely in line with observations from other countries. Figure 6 shows our middle
and bottom scenarios for top 1 percent income shares along with those of selected countries in the WI
database.'” We find that income shares of top 1 percent Mexican earners are greater than those from
countries in the database, but they are not very different from those of other highly unequal countries,
like Colombia and the United States. Top income shares in Mexico are also much higher than those
in countries like France or India, where overall income inequality is smaller. Figure 7 is similar to
Figure 6, but instead of top 1 percent earners, it presents data for top 0.1 percent earners in panel A
and top 0.01 percent earners in panel B. The story remains the same: Mexican top earners take larger

shares than top earners in any other country for which there is available data.
[Figure 6 about here]

[Figure 7 about here]

The figures above suggest that the lower-bound scenario is more in line with what we observe
in countries characterized by high income inequality, although we cannot rule out the alternative
scenarios (which present an even larger concentration of income at the top part of the distribution).
We therefore include in Table 3 a series of statistics that allow a closer comparison of top earners'
income in recent years. We include in this table our lower-bound estimate for Mexico, and the income
shares and mean incomes of top 1 percent earners for all countries in the W1 database. Not only are

the income shares of Mexican top 1 percent earners among the largest in the world, but their mean

17 Information in the WI database is obtained from tax returns. Estimates for those countries could thus be more
precise than those obtained with our method.
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income is also among the highest, even if Mexico is a relatively poor country. This means that
although over half of Mexico’s population lives below the national poverty line, rich Mexicans have

incomes that are similar to or higher than those of rich individuals in richer countries.®
[Table 3 about here]

To compare inequality among top earners, Table 3 also shows the Pareto parameters of the
top of the distribution in different countries. According to our estimates, Mexico is also one of the
countries with the greatest degree of inequality among the rich.'® That is, as we move up in the

distribution, income gets more concentrated.

5. Conclusions

In this study we find that, contrary to the conclusions drawn from household surveys, the income
shares of top earners in Mexico have increased in recent decades. This finding has serious
implications for public policy issues ranging from redistribution to taxation of top incomes. Beyond
public policy, our findings are also relevant to a broader academic and public discussion on income

inequality in a country that has shown low growth rates since the 1990s.

Studies have generally concluded that income inequality in Mexico has decreased in recent
years throughout the entire income distribution. In particular, estimations of the Gini Index using
household survey data show that inequality has been reduced (see De la Torre et al., 2014).%

However, these estimations do not take into account the misrepresentation of top earners in household

18 To compare the “richness” of countries in Table 3, we include GDP per capita in PPP dollars.

19 Smaller Pareto parameters indicate larger inequality among the rich.

20 A notable exception, however, is Del Castillo (2015). Interestingly, he also corrects income from household
surveys using national accounts data and alternative sources of information.
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surveys. One possible scenario is that inequality for the whole distribution may have in fact decreased
in Mexico in recent decades, even while the concentration of incomes at the top has increased.
Alternatively, inequality for the whole distribution may have increased, but sources traditionally used
to estimate inequality are not sufficient to provide a complete picture of the income distribution.
Research based on household surveys also shows that most Latin American countries have seen their
Gini Indices decrease in recent decades. However, as we have argued, income inequality in these
countries may actually have increased if misrepresentation of top incomes in household surveys is

taken into account.

In sum, our study shows that the top 1 percent in Mexico receives close to 25 percent of total
income, that the mean incomes of rich earners in Mexico are similar to or larger than those of rich
earners in wealthier nations, and that inequality among the rich is larger in Mexico than in most
countries where information is available. These are particularly troubling facts in an economy where

over half the population lives below the national poverty line.
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FIGURES AND TABLES

Figure 1. Top 10 Percent Income Share

Top 10% Income Share
30 35 40 45 50 55 60 65 70

T T T T T T T T T T T T
1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014
Year

83% to top decile ——4—- 88% to top decile
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Sources: Encuesta Nacional de Ingreso y Gasto de los Hogares (ENIGH) and national account statistics from
the Instituto Nacional de Estadistica y Geografia (INEGI).

Notes: This figure shows income shares of top 10 percent earners in Mexico both before and after correcting
for misrepresentation of top earners in the household survey.
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Figure 2. Average Annual Individual Income
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Sources: Encuesta Nacional de Ingreso y Gasto de los Hogares (ENIGH) and national account statistics from
the Instituto Nacional de Estadistica y Geografia (INEGI).

Notes: This figure shows average annual individual income from the ENIGH household survey and average
individual disposable income from national accounts (60.8 percent of GDP).
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Figure 3. Top 1 Percent Income Shares
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Sources: Encuesta Nacional de Ingreso y Gasto de los Hogares (ENIGH) and national account statistics from
the Instituto Nacional de Estadistica y Geografia (INEGI).

Notes: This figure shows income shares of top 1 percent earners in Mexico after correcting for
misrepresentation of top earners in the household survey.
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Figure 4. Top Earner Income Shares
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Sources: Encuesta Nacional de Ingreso y Gasto de los Hogares (ENIGH) and national account statistics from
the Instituto Nacional de Estadistica y Geografia (INEGI).

Notes: This figure shows income shares of top 5, top 1, top 0.1 and top 0.01 percent earners in Mexico after
correcting for misrepresentation of top earners in the household survey.
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Table 1. Income Share of Top Earners, 2012
78%totop 83%totop 88% to top

decile decile decile

Panel A - Top Income Shares

Top 10% 59.0 61.2 63.5
Top 5% 44.6 48.1 51.7
Top 2% 30.8 34.9 39.3
Top 1% 23.3 27.4 32.0
Top 0.1% 9.2 12.2 16.1
Top 0.01% 3.6 5.5 8.1
Panel B - Shares Within Shares

90-95 14.4 13.2 11.8
95-98 13.8 13.2 12.3
98-99 75 75 7.3
99-99.9 14.1 15.1 15.9
99.9-99.99 5.6 6.8 8.0
99.99-100 3.6 5.5 8.1

Sources: Encuesta Nacional de Ingreso y Gasto de los Hogares (ENIGH) and national account statistics from
the Instituto Nacional de Estadistica y Geografia (INEGI).

Notes: This table shows income shares of different top earner fractiles in Mexico after correcting for
misrepresentation of top earners in the household survey.
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Figure 5. Mean Income of Top 1 Percent Earners
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Sources: Encuesta Nacional de Ingreso y Gasto de los Hogares (ENIGH) and national account statistics from
the Instituto Nacional de Estadistica y Geografia (INEGI).
Notes: This figure shows mean income of top 1 percent earners in Mexico after correcting for misrepresentation

of top earners in the household survey.
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Table 2. Mean Income of Top Earners (2010 PPP dollars), 2012
78% to top 83% to top 88% to top

decile decile decile

Panel A - Top Income Shares

Top 10% 96,171 99,860 103,550
Top 5% 145,344 156,709 168,502
Top 2% 250,892 284,313 320,727
Top 1% 379,175 446,167 521,906
Top 0.1% 1,494,976 1,993,434 2,630,483
Top 0.01% 5,894,258 8,906,485 13,300,000
Panel B - Shares Within Shares

90-95 46,998 43,012 38,597
95-98 74,978 71,640 67,019
98-99 122,610 122,459 119,548
99-99.9 255,197 274,248 287,619
99.9-99.99 1,006,167 1,225,317 1,449,645
99.99-100 5,894,258 8,906,485 13,300,000

Sources: Encuesta Nacional de Ingreso y Gasto de los Hogares (ENIGH) and national account statistics from
the Instituto Nacional de Estadistica y Geografia (INEGI).

Notes: This figure shows mean income of different fractiles of top earners in Mexico after correcting for
misrepresentation of top earners in the household survey.
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Figure 6. Top 1 Percent Shares in Selected Countries
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Sources: Mexico: Encuesta Nacional de Ingreso y Gasto de los Hogares (ENIGH) and national account
statistics from the Instituto Nacional de Estadistica y Geografia (INEGI). Other countries: World Wealth and
Income Database.

Notes: This figure shows income shares of top 1 percent earners in selected countries.
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Figure 7. Top 0.1 Percent and Top 0.01 Percent Income Shares in Selected Countries
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statistics from the Instituto Nacional de Estadistica y Geografia (INEGI). Other countries: World Wealth and

Income Database.

Notes: This figure shows income shares of top 0.1 and top 0.01 percent earners in selected countries.
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Table 3. Selected Statistics for Top earners

Top 1% earners GDP per
Mean Income Pareto capita (in Year of
(in 2010 PPP SI?]i;erT?(: E(())/tal Parameter 2010 PPP reference
dollars) ) dollars)
Argentina 132,159 16.75 1.607 10,240 2004
Australia 300,324 9.17 1.864 39,119 2010
Canada 351,625 12.22 1.828 40,055 2010
China 29,032 5.87 3.099 3,903 2003
Colombia 221,592 20.45 1.797 10,680 2010
Denmark 171,123 6.41 2.165 41,807 2010
France 280,761 8.94 2.118 36,047 2006
Germany 520,249 13.89 1.534 39,728 2008
Ireland 424,407 10.5 1.982 43,893 2009
Italy 211,792 9.38 2.178 34,654 2009
Japan 192,158 9.51 2.366 33,741 2010
Korea 246,329 12.23 1.814 30,835 2012
Malaysia 220,531 9.43 1.748 20,675 2010
Mauritius 147,590 5.96 2.1 13,919 2006
New Zealand 248,731 8.85 2.095 30,986 2012
Norway 272,957 7.8 2.021 61,734 2011
Portugal 229,713 9.13 2.54 25,225 2003
Singapore 733,968 13.57 2.101 68,926 2012
South Africa 200,658 16.68 2.184 12,232 2011
Spain 185,997 8.2 2.075 29,399 2012
Sweden 199,527 7.24 1.882 42,045 2013
Switzerland 472,156 10.63 1.726 51,322 2010
United Kingdom 328,413 12.7 1.789 35,204 2012
United States 906,261 17.85 1.605 50,319 2014
Uruguay 164,334 14 1.936 18,378 2012
Mexico 345,499 23.25 1.631 15,476 2012

Sources: Mexico: Encuesta Nacional de Ingreso y Gasto de los Hogares (ENIGH) and national account statistics
from the Instituto Nacional de Estadistica y Geografia (INEGI). Other countries: World Wealth and Income
Database and Penn World Tables.

Notes: This table shows mean incomes and income shares of top 1 percent earners (excluding capital gains) in
selected countries. Additionally, the table shows Pareto parameters of the top of the income distribution and GDP
per capita. For Mexico, we take the case where 78% of the residual is imputed to the top decile.
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Appendix 1. Detailed Statistics

Table Al. Population, Mean income, and Total Income

Population Mean Income Total Income Residual Inflation
1) ) (©) (4) (®) (4) (6) @) ®) 9) (10)
20 years and from from from national from national from from from national from national
older household household 2cCouNts 2cCounts household household accounts accounts (8)-(6) 2010 base
survey survey survey (1)x(2) survey (1)x(3) (2)x(4) 2)x(5)

(thousands) (gzgg)]t (2010 pesos) (gz;g)n (2010 pesos) cur(rr:r:y:)%rs]os) (milrl)LC;ISSZ)OIO cur(r?r:tllgi)%ZOS) (migLOSF(I)SZ)OIO (migLOSF(I)SZ)OIO
1992 46,652 13,325 81,885 14,666 90,125 621,655 3,820,140 684,203 4,204,505 384,364 0.16
1994 49,228 16,197 84,783 21,981 115,062 797,341 4,173,684 1,082,090 5,664,207 1,490,524 0.19
1996 51,779 21,838 63,012 35,462 102,324 1,130,731 3,262,680 1,836,180 5,298,227 2,035,548 0.35
1998 54,238 29,280 60,416 51,412 106,085 1,588,064 3,276,825 2,788,510 5,753,836 2,477,011 0.48
2000 56,591 42,821 69,218 69,451 112,263 2,423,301 3,917,123 3,930,295 6,353,091 2,435,968 0.62
2002 59,000 45,624 66,012 73,789 106,764 2,691,819 3,894,747 4,353,583 6,299,125 2,404,377 0.69
2004 61,417 51,794 68,471 86,059 113,768 3,181,052 4,205,276 5,285,490 6,987,294 2,782,018 0.76
2005 62,589 53,958 68,596 91,715 116,595 3,377,196 4,293,355 5,740,341 7,297,569 3,004,214 0.79
2006 63,801 58,657 71,958 100,424 123,195 3,742,396 4,590,996 6,407,174 7,860,020 3,269,024 0.82
2008 66,500 64,207 72,067 112,062 125,781 4,269,779 4,792,497 7,452,173 8,364,488 3,571,991 0.89
2010 69,380 66,928 68,495 116,394 119,119 4,643,519 4,752,240 8,075,493 8,264,570 3,512,330 0.98
2012 72,213 72,046 68,487 131,578 125,079 5,202,632 4,945,656 9,501,649 9,032,330 4,086,674 1.05

2014 75,016 68,677 60,461 139,092 122,453 5,151,845 4,535,554 10,434,113 9,185,929 4,650,376 1.14




Table A2. Decile 10 Income

Mean Income

1) 2) 3) 4) (5) (6) (7 (8)
88% of 88% of 83% of 83% of 78% of 78% of
from from . . ! ! ! !
residual residual residual residual residual residual
household household
survey survey goes to goes to goes to goes to goes to goes to
decile 10 decile 10 decile 10 decile 10 decile 10 decile 10
(million - (million -
(current (2010 pesos) (current (2010 pesos) current (million current (million
pesos) pesos) 2010 pesos) 2010 pesos)
pesos) pesos)
1992 67,367 413,978 79,166 486,481 78,495 482,361 77,825 478,242
1994 72,122 377,520 123,024 643,969 120,132 628,830 117,239 613,690
1996 99,668 287,588 219,562 633,536 212,749 613,880 205,937 594,224
1998 133,116 274,673 327,885 676,561 316,819 653,727 305,752 630,892
2000 197,680 319,538 432,020 698,335 418,705 676,812 405,391 655,290
2002 198,639 287,407 446,494 646,024 432,411 625,648 418,328 605,272
2004 223,617 295,616 525,147 694,232 508,015 671,584 490,883 648,935
2005 244,906 311,344 577,164 733,736 558,286 709,736 539,407 685,737
2006 258,907 317,615 626,456 768,507 605,573 742,888 584,689 717,269
2008 284,259 319,059 705,386 791,741 681,458 764,884 657,530 738,027
2010 276,038 282,501 711,339 727,994 686,606 702,682 661,873 677,370
2012 311,577 296,187 835,464 794,197 805,698 765,901 775,931 737,605
2014 305,220 268,708 924,873 814,235 889,666 783,239 854,458 752,243
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Table A3. Decile 9 Income

Mean Income

1) 2) 3) 4) (5) (6) (7 (8)
12% of 12% of 17% of 17% of 22% of 22% of
from from . . ! . ! ;
residual residual residual residual residual residual
household household
survey survey goes to goes to goes to goes to goes to goes to
decile 10 decile 10 decile 10 decile 10 decile 10 decile 10
(million - (million -
(current (2010 pesos) (current (2010 pesos) current (million current (million
pesos) pesos) 2010 pesos) 2010 pesos)
pesos) pesos)
1992 19,650 120,751 21,259 130,638 21,929 134,758 22,600 138,877
1994 25,403 132,970 32,344 169,304 35,236 184,443 38,128 199,582
1996 33,363 96,267 49,712 143,442 56,524 163,098 63,336 182,754
1998 47,908 98,855 74,468 153,657 85,534 176,492 96,601 199,327
2000 68,428 110,609 100,383 162,263 113,698 183,786 127,013 205,309
2002 76,078 110,076 109,876 158,978 123,959 179,354 138,042 199,730
2004 82,213 108,684 123,331 163,041 140,463 185,689 157,596 208,338
2005 84,461 107,373 129,769 164,972 148,647 188,972 167,525 212,971
2006 95,627 117,311 145,748 178,796 166,631 204,415 187,515 230,034
2008 102,350 114,880 159,776 179,336 183,704 206,193 207,631 233,050
2010 112,615 115,252 171,974 176,001 196,707 201,313 221,440 226,625
2012 119,933 114,009 191,372 181,920 221,139 210,216 250,905 238,512
2014 110,707 97,464 195,206 171,854 230,413 202,850 265,621 233,846
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Table A4. Top 10 Percent and Top 1 Percent Income Shares

1992
1994
1996
1998
2000
2002
2004
2005
2006
2008
2010
2012
2014

Top 10% Top 1%
(1) ) ®) ) (5) (6) (7)
Original 88% of 83% of 78% of 88% of 83% of 78% of
household  residual residual residual residual residual residua
survey goes to goes to goes to goes to goes to goes to
data decile 10  decile 10  decile 10 decile 10 decile 10 decile 10
50.6 54.0 53.5 53.1 24.5 23.6 22.8
44.5 56.0 54.7 53.3 25.8 23.3 20.9
45.6 61.9 60.0 58.1 314 27.4 23.8
45.5 63.8 61.6 59.5 32.3 27.9 23.9
46.2 62.2 60.3 58.4 31.1 27.1 23.6
43.5 60.5 58.6 56.7 29.1 254 22.0
43.2 61.0 59.0 57.0 30.3 26.2 22.6
45.4 62.9 60.9 58.8 32.1 27.8 23.9
441 62.4 60.3 58.2 31.1 26.9 23.1
44.3 62.9 60.8 58.7 31.9 27.5 23.6
41.2 61.1 59.0 56.9 29.8 25.5 21.8
43.2 63.5 61.2 59.0 32.0 274 23.3
444 66.5 64.0 61.4 35.2 29.8 25.0




Table A5. Top 0.1 Percent and Top 0.01 Percent Income Shares

Top 0.1% Top 0.01%

1) (2) 3) 4) ©) (6)

88% of 83% of 78% of 88% of 83% of 78% of

residual residual residual residual residual residual

goes to goes to goes to goes to goes to goes to

decile 10  decile 10  decile 10 decile 10 decile 10 decile 10
1992 111 104 9.8 5.0 4.6 4.2
1994 11.9 9.9 8.2 55 4.2 3.2
1996 16.0 12.5 9.8 8.1 5.7 4.0
1998 16.4 12.6 9.6 8.3 5.7 3.9
2000 155 12.2 9.5 7.8 55 3.9
2002 14.0 11.0 8.5 6.8 4.8 3.3
2004 15.0 11.7 9.0 7.5 5.2 3.6
2005 16.4 12.7 9.8 8.3 5.8 4.0
2006 155 12.0 9.2 7.8 5.3 3.6
2008 16.2 12.5 9.5 8.2 5.6 3.8
2010 145 11.1 8.4 7.1 4.8 3.2
2012 16.1 12.2 9.2 8.1 55 3.6
2014 18.6 13.8 10.2 9.9 6.4 4.1
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Appendix 2. Income Residual in Selected Latin American Countries

In order to find the proper share of the income residual to be assigned to top income individuals, we construct different scenarios, taking other Latin
American countries as a reference. Our aim is to find the share of residual income that should be assigned to the top decile to obtain the same top 1
percent income share obtained in those countries using tax return data. In Latin America, top income shares have been calculated for Chile, Colombia,
and Uruguay using tax return data.?* For Colombia, we use the GEIH (Gran Encuesta Integrada de Hogares) household survey; for Chile, we use the
CASEN (Encuesta de Caracterizacion Socioecondmica Nacional) household survey; and for Uruguay, we use ECH (Encuesta Continua de Hogares)
household survey. Table A6 shows the main population and income statistics for each country.

Table A6. Population, Mean Income, and Total Income in Colombia, Chile, and Uruguay

A. Colombia (in Colombian pesos, 2010)

(1)

Population

20 years and
older

(thousand)

28,105

) @) (4) Q)

Mean Income Mean Income Total Income Total Income

from . from from national
household fro;crgttrlﬁgal household accounts
survey survey (1)x(2) 1x®3)
(thousand) (thousand) (million) (million)
10,212 12,042 287,014,391 338,440,410

(6)
Residual
Income

3)-(2)

(million)

51,426,019

(7 (8) C)) (10)
Decile 10 Decile 9 Decile 10 Decile 9
Mean Income Mean Income Mean Income Mean Income
from from 88% of 12% of
household household residual goes  residual goes

survey survey to decile 10 to decile 9
(thousand) (thousand) (thousand) (thousand)
43,021 15,169 62,555 17,833

2L We use top 1% income share estimates calculated by Alvaredo and Londofio (2013) for Colombia, by Fairfield and Jorrat (2015) for Chile, and by Burdin et al.
(2014) for Uruguay.



B. Chile (in Chilean pesos, 2009)

Mean Income Mean Income

20 years and from national

4 ) (6) (7 (8) C)) (10)
Residual Decile 10 Decile 9 Decile 10 Decile 9
Total Income Total Income I
ncome Mean Income Mean Income Mean Income Mean Income
from from national from from 100% of no residual
household accounts (3)-(2) household household residual goes  goes to decile
survey (1)x(2) (x3) survey survey to decile 10 9
(million) (million) (thousand) (thousand) (thousand) (thousand) (thousand)
54,608,413 57,866,257 3,257,844 21,825 7,283 24,554 7,283

C. Uruguay (in Uruguayan pesos, 2011)

Mean Income Mean Income

20 years and from national

) (5) (6) ) ®) ©) (10)
Total Income  Total Income Residual Decile 10 Decile 9 Decile 10 Decile 9
Income Mean Income Mean Income Mean Income Mean Income
from from national from from 61% of 39% of
household accounts (3)-(2) household household residual goes  residual goes
survey (1)x(2) (x3) survey survey to decile 10 to decile 9
(million) (million) (thousand) (thousand) (thousand) (thousand) (thousand)
313,946 416,000 102,054 585 277 905 482
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