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Abstract

The reent rise in the incomes of Canadians at the top of the income distribution is well
documented buhe reasons for this rise are nolly understood. What is certain is that
the rising income shares grartly aresult of changing individual income trajeries

over time This paper uses a longitudinal administrative databasetorexhe mobility
patterns of high income Canadiangsing tax data with large sample sizes allows an
examination of the highest income earners aedoper emphasizes sttitis on the top
5%, 1%, 0.1% and 0.01% of tax filers.

Specifically the analysis is concerned with locatthgngedo the income mobility

patterns of high income Candiamger time. The paper examines the year over year
transitions to and from high iome as well as the duration of high income earners at the
top over a five year period/Ve find a slight increase in tihecomestability of high

income Canadiarend a corresponding decline in the proportioalbfilers who make it

to the high end at see pointduring a fixed time periad

Friedmanrhas hypothesized that higher incomes represent a return for higher risk. Given
the recent rise in income shares we might expect to see higher variability in those
incomes. The paper compares the growthaatkevariabilityof individualincome

trajectories to see if an increase in income growth is accompanied by an increase in
variability. We find that while the growth rate in incomes follows economic cycles the
variability in these trajectories is much ma@nsistent over time but does tend to follow
the same trend. Mixed signals from competing methods indicate further work to refine
the methodology and daxplanatory variables.



Introduction

Over the pastiecadencome inequality has risen in Canada viitbtome shares rising
especially fast for the top 5% of incométeisz, 2007).Unlike increases in income
inequalityi n t h e thelcArrérd @pswing would appear to be heavily influenced by a
well documented rise of incomes at the upper end of the mclstribution (Murphy
Roberts and Wolfson 2007, Saez and Veall 2003).

In arecentreview of 25 years of income inequality in Cangdabergargues h @he
key issue to explain in Canada is the
distribuion, particularly sincethe mil 0 s 0 ( Q08)b Somegres@afchers have
argued that this recent increase in pay at the top is driven by the removal of social norms
regarding pay inequality (Piketty, 2006). Others believe that the growth remains
consisent with theories of skill biased technological change, superstars, greater scale and
thar interaction (Kaplan, 2007)There is a further question of the ways in which

changes in taxation rules have affected the way in which high income Canadians are
conmpensated for their work by their employers or the ways in which thesglfoyed or
investors structure their income. Underlying any of tte@gkmany otheexplanations

are the individual income trajectories of high income individuals, that is, themimc

mobility.

opul I

In a2003study of top incomes in Canada, Saez and Veall briefly examined whether the
increases in high incomeseveaccompanied by increased mobility and found that
mobility at the top is modest and that there was virtually no changelf82¢Saez &

Veall, 2003). However Friedman and Savadmve arguethat choice amongst different
occupations is a choice betwedifferent degrees afncertainty and riskFriedman and
Savage, 1948)Occupations vary as to their level of anticipatednretvith Giskierdjobs
returning a higher rate of return or incom&hus f we observe a higher rate of return
(higher incomes) theconsistent witHriedman we would also expect higligskoor
variability in those incomeg&.his paper does not opexatalize the Friedman hypothesis
or speak to the 6riskd of higher income occu
between the trend in the growth of incomes and their variability.

This study is not primarily concerned with identifying underlytragises to the recent rise
in high incomes Rather we extend the Saez and Veal mobility analysiasiitl

patterns of income receiptedifferentfor the very rich now than in the past? Are the
trajectories of high income earners any steeper? Is thaeevariability now than in the
past? This paper will use longitudinal administrative tax datdescribe anéxplore
changes in thencome trajectoriesf the high income populationVe will examine the
actual trajectories of high income earners ov24 gear period to see if these patterns
have changed.

The paper begins withlaief description of the data sources anethods for examining
income mobility that will be used. We then document the rising shares of income in
Canaddollowed by an examnation of somdransition probabilities. Lastly the paper
presentshe results of two lineaechniqusto describe the changes in the trend and



variability of individual income trajectoriedt extends the work from Saez and Veall by
examiningtwo lineartechniqueto describe the changes in the trend and variability of
individual income trajectories over a longer period (eight years) to try to better capture
economic cyclesThe paper concludes with a short summary and suggestions for future
directions

Data Sources and Methods

In order to study high income trajectories a longitudinal dataset is required with sufficient
sample size to identify the very highest incomekis study makes use of24 years of

data in the_ongitudinal Administrative Datab&{LAD) at Statistics Canada. This is a
20%longitudinally linked sample of income tax recofdsm 1982 through 2005. As

such the annual sample sizes are large &Bmmillion filers in 2006.

Because the LAD is based orividuals who filed dax return the population does not
fully represent the entire Canadian populdtiofn 198278% of Canadians age 15 or

over filed a tax return. By 2005 this rate had risen to almost ¥i%he same time the
femalelabour forceparticipation rate rose fro®2% to 62% which would have resulted

in a number of neMilers. In additionthe increase in filing behaviour waffected by

the requirement to file a tax return in order to receive certain means tested government
transfers such as the sales tax credinf19& and the child tax benefit from 1992.

While these trends will affect the relative rise in income shinesincrease in the shares
would have likely been smaller if the proportion of tax filers had been constant through
that period), it is expeted that this should not significantly impalse trajectories of the
highest income Canadiafwho would have been filing tax returns in any g¢ase

Throughout the paper weimarily make use of total incomaihile the composition of
total income ioneimportantfactor in the rise of top income shaf&aez and Veall,

2003) high income earnerssually have multiple sources of income as wethasbility

to structureand time the receipt dfiat income to minimize taxesn that we are looking

at oveall income mobility his study focuses on the variability in total incon@ur
definition of income is not identical to the total income found on the tax &srour

purpose is to examine the economic woaing of filers and not their tax liability or
personal tax base. As such we have us#dad capital gains and actual dividends instead
of the taxable version of these variabBles

! The LAD starts with a population of filers and then imputes spouses and dependantswvith zero

incomes In 2005 the LAD covered an estimated 97% of the populafldris analysis restricts itself to

filers who actually fileda tax return.

2We simulated the impact of a 12% increase in filers with zero incomes on the 1982 LAD and this
increased the income share of the top 5% of filers by 1.5% and the share of the top 1% of filers by 0.5%.

® The definition of income on LAD redkts the definition of income appropriate to the filing of income

taxes and does vary slightly over time as income items are added or removed from the tax form. The main
difference is in the addition of several transfer payments related to the beregfitidation of various

transfer programs. The variables included in out definition of income for any given year may be found in
Appendix B.



The paper splits the income distribution into a number of different quantiles. We make
frequent reference to the topthe top 0.1 and the top 0.01. These refer to the 1% of
filers with the highest incomes, the top 11 1% of filers, and the top 1/18®f 1% of
filers. This latter group contains about 2,400 filers in 2005 for which the LAD has a
sampleof nearly480 indicating the sample sizes are still large for these very high income
guantiles We do not specifyheincome levels associated with membership in these
groupsas these have been recently documented (Murphy, Roberts, and Wolfson, 2007).

In the cours of analysis thipaperslices the 24 years of data using four diffetene

periods 1 year, 2 years, 5 years and 8 yedk& begin by using a one year (cross
sectional) period to document the rising shares of income. The 2 year periods are then
usedto examine yeaoveryear patterns of mobility. This section is followed by a look

at five year panels to describe longer term patterns of duration at the high end of the
income distribution. The final section uses 8 year panaigamine the trajectas of

high income Canadians.

The sample selection varies somewhat depending on the panel length. In all cases we
haveexcluded information for deceased filers in the year of their dedsim, while he

LAD creates imputed records for néiing spouss and dependants these records are
excluded from this analysis of individual tax filers. Other exclusions are mentioned in
the relevant sectiofis

Several methods have been applied to the LAD to study the growth in high indomes.
their study of the wolution of high incomes in Canaddaez and Veall asked if there was

a concurrent increase in mobility with the rising income sharbsyalsoexamined the
probability of remaining ithe top 0.1 income groupr one, two and three year$his

paper wil use some similar techniques to search for changes in mobility at the high end.

The study will also use a technique similar to the one used by Mirer in 1974 when he
examined income mobility using the first years of the Panel Study of Income Dynamics.
(Mirer, 1974) He used a basic log linear regression to estimate for each family a growth
trend and an estimate of variability and examined these across a measure of permanent
income. The study found that variability had a U shaped distribution by inewele |

The approaclf describing the trend and variability of income growth will be used to
characterizérajectories.

Rising shares of incomes

As we noted earlierhe rise in income shares at the high end of the income distribution
has been well dammented.Based on an analysis of quintilearvey based distributional
statistics have shown the increased income shares to be limited to the topt2@Ho

other quintile groupsxperiencingleclining or steady shares of inco(atistics

* Appendix C contains a table showing the sample sizes using each of the different panel lengths.



Canada, 200. More detailed analysis using tax data have shown that the inafethse
last 25 yeardeginsmuch higher up the income distributiaith the topl% of tax filers
(Saez & Veall 2003, Murphy, Roberts and Wolfson 2007). Figure 1 below shews th
total income shares by vingtile.

Figure 1: Total Income Shares by Total Income Vingtile and Year
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Source: Statistics Canada, Special Tabulations from the LAD.

Figure 1 divides the population of all filers into twenty groups, one for gé@hncome
vingtile. All lines are relatively flat though there is some increase in the lowest vingtiles
and some decline in the middle vingtiles. Therugst line represents the share of top
vingtile and increases from below 20% in 1985 to over 25% in 2005.

Thereare three peaks in 1989, 1994, and 2000ndividuals inthe top 5%. The 1989

peak occurred prior to the 1991 recession while @@ 2eakvas just before the stock
market readjustment of 200The 1994 peak is caused by a surge in capital gains

income. The year 1994 was the last year of the $100,000 lifetime capital gains exemption
and many filers sold capital holdings in order to crystallize their capital gains and take
advantage of tax provision that was ending.



While income shares have beenlfastable in all vingtiles except the top one, median
income has risen (mostly after 1994) in the top five vingtiles, as can be seen from figure 2
below. The peak in 1994 due to the increase in capital gain can be observed in almost half
of the distribuion. There are also increases in the median income in the bottom six
vingtiles, even though they are more difficult to see because of the scale. Caution has to
beusedhowever when examining the lowest vingtiles because of the differences in filing
rates

Figure 2: Median Total Income by Total Income Vingtile and Y€anstant 2007
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Source: Statistics Canada, Special Tabulations from the LAD.

As SaezandVeall had noted, the rise in income shares is dominated by a large growth
concentraté mostly in the top 1% of the distribution. Figure 3 shows the absolute



difference in income shares between 1982 and 2005. The vertical axis shows the actual
difference while the horizontal axis is broken up into various quantile groups. The first
20 bas correspond to the 20 vingtiles in figure 1 above and we can see a slight increase
in shares for the first three vingtiles were followed bynaneasing decline in share

over the subsequent 16 vingtiles and finally the share of the top vingtilesesregn

6.5%. The change mach quantile group #te top of the income distribution has been
decomposed o two groupsfor exampleheTop 5 All bar represents all filers in the

Top 5 while theTop 5 Trimmedbarrepresergthe increase among the peopig¢he top

95% to 99%That is,the top 5% trimmedr exclusiveof the nextighestcategory

whichin this cases the top 1%.It can be seen that the iease in the 95% to 99% is

much smaller (at 1.1%) than the increase observed in the top 1% @uéwlby 5.5%).

Figure3: Absolute Change in Income Shares for Various Total Income Quantiles
Between 1982 and 2005
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Similarly thetop 1 groupexcludingthe top 01 group increased by 2.5% veaer withthe
top Olincluded the top 1 grew by 5.5% hetrimmed top0.1% of filers accounted for
1.8% of the overall increase while thgp .01group as a whole accounted for 2.9%. In
other words almost half of the entire increase in the top 5 was due timp 0.1% of
filers.

The 1982 and 2005 reference points reflect a trend that is fairly continuous (with a
slightly steeper increase of the shares in the 1990's than in the 1980's), as can be seen
from figure 4. Figure4 is similar to Figure 1 buhe top of the distribution has been



decomposed to show the shares for the highest quantiles and trimmed groups. The top
5% line is the same as in Figure 1. The growth in the trimmed top 5 is much smaller.
The pulling away at the high end, in terms afdme shares, is primarily being driven by
increases to the top 1% of the population.

Figure4: Total Income Shares by Quantile Group and Year
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Also apparent in the chart are three sepanatenty periods from 1984989, 19922000
and 20042005. The first two of these are followed by a sharp drop due to the 1991
recession and the 2000 slowdown. The growth period from-200Q did have the
capital gains blip in 1994. The importance of ecoitocycles must be kept in mind
when examining ouaterresults for various panels of various lengths.



Annual Transitions to and from high income

The income shares presented so far were @®ssonal estimates but the study of
income mobility needs tose the longitudinal nature of the LAD0O beginour
exploration ofincome mobilitywe examined the yeaveryear, (referred to earlier as 2
year panels) mobilityf filers into and out of the high income statéintomeshares are
rising and there isndeed &higher riskassociated withigher incomeshenwe may
expect to sean increase in theroportionof high income filers who experiencesharp
drop in their incomes (or a sharp rise).

Saez and Veattalculated th@robability of remaining intte top 0.0Xrom oneyear to

the next and found that since 19@0ighly60% of filers remained in the top 0.1. Further

they found that thisate was declining slightly aradfopped to below 60% in 1999 and

2000. Theequirement for staying in the top 0.18ffilers isfairly stringent. It required

an income of ove$650,000 to be in that group in 2004. Because many high income

filers face significant variation in their income&ge have used instead tbet-off for the

top 5% of Canadians. Thus rathearirasking what proportion of the highest income

group remained in that same group we have as
in any %iven year, what part of the income distribution did they come from the year

befareo

As can be seen fromgiiire Sbetween 75% and 80% of the top vingtile in a given year
were in that same vingtile in the previous yegnaring the spike i1994, between 11

and 19% of théilers in thetop vingtilein one yeacame from the 1®vingtile the year
before In total about 92% of filers in the top vingtile came from within the top decile the
year before. The percentage of the top 5 coming from in the top decile is relatively
constant over time However quite recently there are fewer filers in th& vigtile

rising to the top 5 and a corresponding increase in the proportion of top 5 filers staying
put.

Since the mid 1990's there has beeery slight increase in the proportion of people in
the top 0.01, the top 0.1% and the the top 1% who stay in the tdgegjinnhe next year.

® Filers with zercor negative incomes are classified in the bottom percentile.



Figure 5: Distribution of the top vingtile, by income group from the previous year
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Figure 5A decomposes the mobility for the people in the bottom decilles previous

years. Approximatel¢% of filers in the 88-90" percentiles moved into the top vingtile

in the subsequent year. This drops to about 1% of filers who move from the third highest
decile (78-80" percentiles) to the top 5%. Despite flumtions caused by economic

cycles these levels seem roughly stable over time though there is a slight downward trend
after the early 90s. The trough/spike in 1994 is again caused by capital gains.

Thenext wo lines by level of incomehow results fopercentiless0-70 and10-50
respectively.Both lines show less than 0.5% of the filers in these groups made it to the
top 5%the following year. However the poorest filers (those in the first dedil@ O

group) had a higher percentage of filers movingaughe top 5 than deciles2 Thus a

small number of filers areonsistentlynoving from the bottom decile to the Top 5%

each year. It is interesting that this proportion dropped in 2001 and has remained at the
same lower level through 2003t is al® worth noting thatlose to 1% of filers in the-0

10 percentiles moved up to the top 5% during high points in the economic cycle in the
late 1980s and 2000.



Figure5A: Percentage of tax filers in the nine lowest deciles who moved in the highest
vingtile the next year
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Five Year Panels

Y ear over year transitions fail to capture lktveger termtrajectoriesof individual filers

For example some f il er sinteraptionéenapaherwigence onl vy
smooth trend As a way of examiningny changes tthe ease of penetrating and

remaining above the high income threshold we have askatlig/ithe proportion of filers

who were ever in the top 5% for a fixed time sparwellas what percentage stayed in

the t@ 5% for all years in a five year period.

We first selected all filers who had filed a tax return in at least one year in a five year

period and whanadreported nofzero income for at least one ye&rom this populatin

we identified those filers who had been in the top 20%, 10%1%8&and 0.1%of filers

in at | east one year. These are | abell ed AE
remained in the top group(s) for the entire five year period and labelleditteimwa y s 0 .

Figure6 and 6Apresents theresultsor A Ever 06 and @dAAl wayso respe

The fve sets of bars correspondvtarious quantilgroups. Eachar within these sets

representghe results for a single fivgear panel and the bars are arranged
chronologically. The height of each bar represents the proportion of filers within their

1C



guantile group that experienced either one year (Figure 6) or all years (Figure 6A) in that

group. However, n order to display the wide range of values on the séae we have

normalizecdthis percentagaccording to the quantile siz&hus if the exact same filers

were in the top quintile for all five yeafso-mobility) then the percentage wiieveio

reached the top 20 would be 20%and ttat expressed asperentage of the size of the

top 20 would be 100%The actual percentage of filers who were ever in the top 20 was
somewhat over 30% or as seen in Figure 8,50 % of-mobiel ihpyo value of

Figure6: Experience of High Income Over 5 Year Period&esent in at Least One Year
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Source:Source: Statistics Canada, Special Tabulations from the LAD.

As Figure 6 illustrates, the higher up the income distribution the greater is the variability
in the membership of the quantile group. Thus while @itiadal 50% of filers made it

to the top 20 than if the top 20 had remained static, #rerg to 3 times the number of

filers making it to the top 0.1%This indicatesnobility between the highest quantile
groupsand is consistent with the finding®m the two year panelsSince 19861990 the
proportion of filers ever making it to the top 20 has steadily declined, albeimded

degree. For higher income quantiles this shift towards a more stable group of filers starts
five years later and somewhat more pronounced.
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Figure 6A: Experience of High Income Over 5 Year PerioBsesent in All Years
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Figure 6A presents the always group and as expected the vertical axitgugrseamne

now below 100%. Somewhat less than 15%lifilers spenthe entire 5 year periad

the top 20 groujp or about 70% ofhe 20% we would expect if there were nolitity at

all. The percentage of filers who spent the entire 5 year peribe itop 1%or top 0.1%

increased steadily from the mid 80s while the percentage that were ever in the top 1 rose

from 82-95 then fell off in the last decade. Bedigures make the point thatomewhat

fewer Canadians amaking it to the same relative heig s of i1 ncome since tl
as they had in the preceding decade while at the same time slightly more filers who made

it to the top end had a higher chance of staying there, which seems to soggashat

more stability in the high end of the incomtistribution since the mid 1990's.

Income Trajectories

Five year panels have been useextendthe methodologpf Saez and VeaWwho used

one, two and three year period&/e now turn to characterize the individual trajectories
of high income filers.We have chosen 8 year periods for this analysis and the choice is
somewhat arbitrary. The maximum panel length for discretdgaovering the entire

24 years is 12However with twelve year panels most would be subject top the capital
gains surge in994. Eight yearpanelshave sufficient data points for the selected
techniques yet provide starting and ending panels without the 1994 surge.

12



Two methodologies were used to charactetiieegrowth and variability ahdividual
income trajectories. Thegre both based on a linear trend analysis of incomes over time
and since they are conceptually similar and will serve as a consistency check. Both
methods involve characterizing the level, trend and variability of individual income
growth in the 8 yearsf a given panel. In order to view the effects of economic cycles on
the estimates, five overlapping 8 year panels were created and estimates were produced
for each panelThe panels are as follows:

1984-1991

198-19%

1990-1997

199A-2001

199-2005

Many filers do not file an income tax return for all years. In addition, a number of filers
report negative or zero incomes. As these represent actual filing patterns we have
included all recordgowever,and unlike the earlier paneishere income isegative or

zero it has been set to $1. To reduce the impact of filers just entering or exiting the tax
system (youth and retirement) we have removed all filers with either the first six years or
last six years missing.

To calculate the permanent incolaeel that will be used for both methods we classify
filers according to theiquantileof aggregate constant dollar income over the 8 year
period. The calculation method then differs for the trend and varialilggsures
according to the method.

The frst method used loaat the trends using two median incomes; the median income
in the first four yeasof a given panel and the median for the last four years of the panel.
An average annual growth rate is calculated for each individual as follows:

éLog(MedL)- Log(MedF)g
& 4 v

WhereMedF=Median of firstour yearsof panel
MedL=Median in lasfour yearsof panel

Trend = EXP 1

The variability of an i n @rsteentelingahe drenddonr aj ect or
the 8 year median income acalculaing predided values. We then sum the absolute

differences between the actual and predicted values and express this quantity as a ratio of

the individual 6s medi a nrThis methadiwidl bdabeledr t he 8 vye
Method A Thetrend results for Method Are presented iRigure 7 while the variability

results are in Figure 8.

The horizontal axign Figure 7 divides the population by percentile groups while the

vertical axis gives an estimate of the average annual growth rate qizadiiegroup
has five bars, one for each panel displayed chronologically.

13



Figure 7: Method A Trend Indicator by Permanent Income Quantile -gedr8Panel
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Source:Source: Statistics Canada, Special Tabulations from the LAD.

As found by Mirer 30 years ago in the US,rthes a general U shaped curve to income
trajectories with the strongest growth occurring for the two tails of the distribution.
Consistent with the finding that the growth in top shares was driven by the top 1% it can
also be seen that the growth rates similar from the 25through 99' percentiles,

except for the middle two cohorts. Above th& @@rcentile the growth rates increase

with each subsequent quantile group.

Another striking feature of Figure 7 is the high growth in two of thelpath8841991

and 19942001. These panels had the greatest number of years of annual economic
growth than do any of the other panels. The relation of these rates is most clear at the
high end where the two periods of highest growth are associated avghetipest
trajectories- that is, from 19841991 and from 1994 to 2001. These growth rates are
thus heavily influenced by economic cycles and quite variable. It is possible, for

example, that the high e ¢ h

boom

of

t he

| at @th®tOpdBL dr ov e

group. Slightly lower down the income distribution the growth rates for the last two
panels are slightly higher than the earlier three panels indicating a somewhat higher
growth rate. The gap between the first three and last two pageéatest in the

trimmed top 5 group.

The variability of the Method A trends is shown in FigBre We observe the same U
shaped curve over income as we saw with the tréhdsgh the variability is always
highest for the Top 001. For all but the heghthree quantile groups the levels of
variability are more consistent across panels than are the growthBatésthe trimmed
top 1 and the trimmed tdp1 haveslightly higher variability in the most recent two

14
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panelswhile the variability of the to.01 fell despite a similar decline in growth for all

three panels.

Figure8: Method A Variability Indicator by Permanent Income Quantile aiydad

Panel

2_

1.8 -

1.6 A

1.4 ~

1.2 -

1 4

0.8 A

0.6 -

0.4 -

0.2 -

0 1984-1991

0 1988-1995

@ 1990-1997

B 1994-2001

W 1998-2005

0

0-10

10-25 25-50

50-75

Tl

75-90 90-95 95-99 Trimmed Trimmed Top 001

top 1

top 01

Source:Source: Statistics Canada, Special Tabulations from the LAD.

While there is slighthhigher variability in the 98op 0.1 groups the variability is more

consistenbver time andaicrosganels than ishe growth rate.

The

second |
Survey of Income DynamicsThis is alog linearregression of individual incomes over
time to a measure of permanent income.

near

log y (t) = log x, +t3 |ogtL+ gi)+ u

orlbgy =g,+b3t+y,

met hodol

0gy

S

dnela wn

Fitting this trend line to the data separately for @adividual filer provides estimates of
the three dimesions of income:

N

4. s permanent income level (when t = 0),

AN
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b is a measure of the income trend}(@g_ for small g ), and

1
N

S is the mease of income variability.

Figure 9 presentfie trend results fahe over 20 million regressiolfsve panels times 4
million filers) using the same structure as the chart&igure 7. The panel to panel

trends are very similar to Method A. For exaeollowing declines over two previous
panels, the trimmed top 1 experienced the lowest growth in-1990 under both

Methods. This was followed by a rise in growth and a subsequent drop for the last panel.
The top two quantile groups have a differpahel to panel trend with growth being the
lowest in the 1988995 period, one period earlier than for than the trimmed top 1 group.
However the pattern is the same under Method A and B. Both show the highest groups
experiencing rising growth one pameior to the rest of the top 5Che difference

between growth rates within panels shows more amplitude under Method A than under
Method B despite similar trends.

Figure9: Method B Trend Indicator by Permanent Income Quantile ayeb8 Panel
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Source Source: Statistics Canada, Sﬁecial Tabulations from the LAD.

The highest growth rates for the™599" percentiles occurred 19982005 during a

period of constant year of year gains in the labour force participation rate while the
lowest growth rateacurred in 1991997 with a steadily declining participation rate.

The higher income quantiles do not reflect this trend under either method and in fact the
final panel had one of the lowest if not lowest rates of growth. There are however small
discrepacies between the two methodsor examplélethod B tends thave a jump
between 19942001 and 1992005 while Method A shows both panels at the roughly the
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same level. It is possible that Method B is more sensitive to the existence of zero
incomes andnat there are relatively more zero incomes in the earlier panel.

The variability trends undeéviethod B are shown in Figure 10. As with Method A the
trend in variability tends to mach the trend in growth. However for the top 0.01 group
the variability deceases between 198895 and 1990997 while the growth increases.
Between 1994001 and 1992005 the growth indicator drops by 50% where the
variability drops only slightly.

Figure D: Method B Variability Indicator by Permanent Income Quantile &year
Panel
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Source:Source: Statistics Canada, Special Tabulations from the LAD.

The results of these two linear methods indicate that there is not a simple direct
relationship between the growth and variability though they do tend to follow eash oth
The addition of further explanatory variables such as age, geography and occupation
could help resolve some of theaomalousesults

Summary

This papehas use@4 years ofongitudinal tax data to examimdanges inheincome
mobility of high incone Canadians.

We first examinedhe growth in income sharasid, consistent with earlier research, find
thatgrowthis largely limited to the top 5% which in tuhas been driven largely by
increases to the incomes of the top 1Moome earners in Canad@he 0.1% of filers

with the highest incomes accounted for close to half of the growth in incomes of the top
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5% of filers. Further we note that this trend has been occurring relasvebothlysince
the early 1980s despite economic cycle fluctuations.

An examination of transition probabiliti@®to high income showed that thereais
marginalincrease in the stability of the high income population on agearyear basis
but that this stability is only slightly higher than the early 1980%ere is &0 a small
proportion of the poorest decile of filasho move to the top 5% of filers in amyven
yearand proportionally the bottom decile provides more of thesettiea@® through '
deciles. It is not clear whether this can be attributed to gwperstar" phenomenon or if
some of this is linked to tax behaviourowever, far fewer filers are experiencing this
jump since 2000.

The slight increase in stability was also found over longer periods of time. We examined
the proportion of filers whoamained in the high income group over a five year period

and found a slight increase in the proportion of high income filers who remained at the
top of the distribution. There was also a drop in the proportion of filers who were ever in
the top of the iname distribution in the last ten years. Thus fewer filers moved into the
highest income ranges and those who did tended to stay there slightly longer in the last
ten years than in the past. This suggests less income mobility at the very top of the
incomedistribution in recent years.

Lastly we examined the actual income trajectories of filers over a chronological series of
overlapping 8 year panels. We fit a linear trend to the actual trajectories using two
alternate methods and examined the changewtly rates and variability across time

and permanent income. The regressions show steepest growth in the top percentile. But it
also shows a lot more variability in the lower part of the distribution than in the9Q9586

of the distribution. There seentslie a general decrease in the variability of the

trajectories compared to earlier panels. More work is needed to understand income
mobility and link it to occupation and geography.

It has been shown that Ontario, Quebec and Alberta have the higheshtrations of

high income Canadians (Murphy, Roberts, and Wolfson, 2007). The timing of the

economic growth for specific regions is known and could be compared to growth rates

calculated for various panels in various regions. With most of thetéajtboom of the

| ate 900s centered in Ontari o arAlberthdne gr owt h
could investigate whether the growth rates by province or city reflect this.
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