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GROWTH, INEQUALITY & SUSTAINABILITY
New research from the Centre for Economic Performance
in the Summer 2021 CentrePiece magazine

This academic year, the Centre for Economic Performance (CEP) is marking its 30" anniversary with a
series of publications and events on some of the core research themes over three decades — notably how to
increase productivity and wellbeing, how to reduce inequality and how to improve public policy-making. All
feature in the latest issue of CentrePiece magazine:

o Growth: compatible with greater equality and tackling the climate emergency

e Housing market: prices of detached homes close to central London rising most

¢ Regulation: negative effects cut incremental but not radical innovation in France
o Ethnic minorities: UK disparities in pay and employment have not narrowed

¢ Working mums: striking gender gaps in labour market outcomes in Spain

e Wellbeing at work: worse non-monetary rewards for jobs with lower earnings

e The UK’s self-employed: two-thirds report being worse-off during the Covid crisis
¢ Pass-through: competition drives more rapid impact of extra costs on retail prices

Going for growth that’s sustainable and equitable

Technological innovation and better management can bring about growth that is both inclusive and
compatible with efforts to address the world’s climate emergency. That is one of the messages delivered by
former CEP director John Van Reenen in the second anniversary lecture marking 30 years since the Centre
began.

He focuses on productivity, an issue that has been at the heart of CEP work for three decades, noting that
making the biggest productivity gains requires radical changes in the way of working. What’s more, he says,
the idea that economic growth is incompatible with tackling the climate emergency is wrong. And policies that
give children from disadvantaged groups better opportunities are good for equity and growth.

UK house prices in Covid-19 times

A post-pandemic widening of the income distribution has given even more market power to the richest
households in London, according to analysis by Paul Cheshire, Christian Hilber and Olivier Schéni.
Housing in the UK remains seriously unaffordable, they conclude — and without radical reform, space in
houses and gardens will increasingly become the privilege of the rich.

The team of housing market experts note that the pandemic led to increased demand for bigger homes and
gardens. With housing supply limited by strict UK planning regulations and the market propped up by a
stamp duty waiver and the furlough scheme, prices of detached houses have risen. The analysis finds that
they rose most in areas close to the centre of London.

The impact of regulation on innovation
It is widely feared that private sector innovation is constrained by ‘red tape’. Philippe Aghion and

colleagues test that view on data from France, where firms of more than 50 employees face far heavier
regulatory obligations.
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Their results suggest that regulations do indeed hamper innovation: in France, they seem to reduce
innovations by 5% — but the negative effects are only for incremental innovations, not radical innovations.
The researchers conclude that standard estimates of regulatory costs are likely to be understated when they
ignore the impact on innovation.

Ethnic minorities and the UK labour market

While ethnic penalties for some UK minority groups for some labour market outcomes have fallen, the over-
riding impression is of stasis, according to analysis of Labour Force Survey data by Alan

Manning and Rebecca Rose. Contrary to the impression given by the Sewell Report, the CEP researchers
show that there has been little change in disparities in pay, employment and unemployment among different
ethnic groups over the past 25 years.

They find that men and women in all ethnic minority groups have higher unemployment rates than white men
and women. For black, Pakistani and Bangladeshi men and women, pay gaps with white men and women
have widened.

The motherhood penalty for working women in Spain

Spain has seen a huge influx of women into the workplace in recent years, but their experiences of work
remain very different from those of men, according to research by Claudia Hupkau and Jenifer Ruiz-
Valenzuela. In particular, they show that gender gaps in Spain’s labour market are wider for people with
children than among those without children.

At the same time, their study suggests, there is scope for new family-friendly policies to help to close gender
gaps in the labour market and to boost fertility rates. For example, generous paternity leave entitlements
increase women’s employment, working hours and earnings — as well as men’s involvement in childcare.

Beyond income inequality: non-monetary rewards to work

UK labour market inequality is significantly higher than is indicated by wages alone, according to research by
Andrew Clark, Maria Cotofan and Richard Layard. What’'s more, their study finds, there is no evidence
that higher wages serve to compensate workers for poor amenities at work.

They note that discussion of income inequality focuses primarily on wages with limited consideration of the
non-monetary rewards to work, not least the satisfaction that employees experience in doing their jobs. Their
research uses data on subjective wellbeing to reveal the full extent of UK labour market inequality. One
striking finding is that women and members of ethnic minority groups tend to have worse non-monetary
rewards from their jobs on top of lower earnings.

Covid-19 and self-employment

The pandemic has had particularly damaging economic effects on self-employed people in the UK, according
to the latest of three CEP surveys that have sought to capture the experience of these workers during the
crisis.

Summarising the findings, Stephen Machin and Maria Ventura report that almost two-thirds of surveyed
self-employed people now report being worse off in the crisis. While the government’s support scheme is
generous for those who get it, there are glaring omissions in eligibility, indicating considerable room for policy
improvement.



Competition and pass-through on the Greek islands

A fundamental issue in economics is how firms deal with unexpected cost increases, perhaps arising from
taxes, exchange rate fluctuations or rising input prices: what drives the extent to which they pass the costs
through to the prices they charge? To explore the relationship between ‘pass-through’ and competition within
a sector, Christos Genakos and Mario Pagliero take us to the Greek islands.

Analysing data from the 33 smallest islands in the country, they use the number of petrol stations that an
island can sustain as a measure of retail price competition, and then calculate its effects on pass-through of
higher excise duties to drivers. The results show that pass-through increases significantly with the number of
competitors in a market. What’s more, the speed of price adjustment is about 60% higher in more competitive
markets.

ENDS

Notes for editors:

1. CentrePiece is the magazine of the Centre for Economic Performance. It is published three times a year.
The Summer 2021 issue is Volume 26, Issue 2. Cover price £5; subscription rates on application to +44
(0)20 7955 6963. To subscribe: http://cep.lse.ac.uk/centrepiece/CentrePiece subscription.pdf

2. The Centre for Economic Performance is an independent research centre based at the London School of
Economics and Political Science. Its members are from the LSE and a wide range of universities within the
UK and around the world.

3. For more information contact:

Romesh Vaitilingam, CentrePiece Editor - Email: romesh@vaitilingam.com

Helen Ward — 07970 254872 Email: H.Ward1@lse.ac.uk

CEP General - Email: cep.info@lse.ac.uk

https://cep.lse.ac.uk/ new/publications/centrepiece/
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