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Perceptions of ‘the rich’ limit the scope of tax policies
in Mexico and beyond

Perceptions of poverty, wealth, and social mobility underpin policy preferences about redistribution in
Mexico and beyond. But Mexicans’ desired level of equality is inconsistent with the contribution that
they are willing to offer, especially at the top end of the scale. Instead of being seen as a burden,
taxes should be understood as an investment in an inclusive, prosperous, and fair society,

writes Alice Krozer (Colegio de México).

If doating part of your income would instantly do away with poverty and inequality in your country, how much
would you be willing to sacrifice? For most Mexicans, the answer to this question seems to be “not a lot”.

According to results from our recent surv n_perceptions of in lity an ial mobility in Mexico, average
willingness to contribute hovers at around just 10% of income, which is significantly lower than in other countries.

“Half of our participants in Mexico put their ideal distribution at a level we might find in Finland”

(Helsinki, Ethan Hu, Unsplash licence)

However, in the same survey people also indicate that this lack of generosity is diametrically opposed to another of
their interests: Mexicans actually want greater equality. Instead of the high-end Gini coefficient of 0.5 that they
currently have, they would prefer a more moderate Gini of 0.3 — something like the level in Canada. Half of our

participants in Mexico even put their ideal distribution at a level we might find in Finland, which has a Gini score of
just 0.2.

These results reveal a paradox: participants don't like inequality, but neither do they want to pick up the tab for
getting rid of it. In other words, Mexico dreams of being like Finland, or at least Canada, but without being Finnish or
Canadian. Income “donations” — more commonly referred to as taxes — are one of the most efficient ways of
reducing the gap between actual and desired inequality, so it is worth exploring what makes this inclination so
weak, especially amongst those whose contributions could make the most difference: the wealthy.

Inequality in Mexico
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The context of our study is important. Although inequality is a problem for most countries, Mexico has some of
highest levels of income inequality and lowest levels of social mobility in the whole world. Using current household
income, the ratio of ile 10 t ile 1is 18.3. With an income Gini coefficient above 0.5, only 3% of those born in
the lowest quintile will move up to the top, and only 2% from the top quintile will end up at the bottom, with little
change over time in recent years.

This social rigidity means that most people born into situations of poverty will remain poor throughout their lives,
and the same is likely to be true of their children. Conversely, those born into wealth will keep their privilege for
generations. Over time, the economic, social, and spatial realities of their respective environments diverge even
further. And research has amply demonstrated that context shapes perceptions: where contexts differ, so do
perceptions.

“The subjective experience of inequality and social mobility affects political behaviour and policy
preferences, which in turn affect objective inequality and social-mobility outcomes” (Mexico City, Bruno
Doinel/Shutterstock.com)

This is important because our policy demands and redistributive preferences are shaped by what we believe the
aggregate “reality” looks like. This tends to be based on our immediate context, which will not necessarily reflect the
truth of the situation. This subjective experience of inequality and social mobility affects political behaviour and
policy preferences, which in turn affect objective inequality and social mobility outcomes.

Perceptions of inequality in Mexico

Mexicans’ general perception of poverty and inequality is not too far from observed levels. The average perceived
percentage of poor people within the population is 59%, which is higher than the 48.8% regist fficial
measures (based on a monthly income of less than MXN $2,548/USD $280 at purchasing-power parity, or

PPP). Inequality, meanwhile, is estimated to be just above 0.5 Gini points.
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The author also presented her research on perceptions of inequality in Mexico as part of the 2021 L SE Festival on
haping the Post-COVID Worl

However, Mexicans significantly overestimate the income of the rich, their proportion of the population, and their
social mobility. Based on a threshold of MXN $38,248/USD $4,250 PPP per month, the average perceived share of
rich people is 35%, but the true percentage of the population above that threshold is only around 0.6% according to
household surveys. Social mobility, meanwhile, is also greatly overestimated at 30%.

But as the graphs below reveal, these biases are not randomly distributed throughout the population. Poorer
individuals estimate higher proportions both of the poor and the rich than do richer individuals. Richer individuals,
meanwhile, propose higher thresholds for poverty and especially for wealth. For instance, the “rich” threshold is set
below MXN $35,000 by individuals in the first quintile, whereas those in the 65th-80th percentile put it at roughly
MXN $47,000. This means that although individuals from both ends of the distribution find inequality to be (too)
large, the distributional shape that they perceive is fundamentally different. For the poorer, income is polarised
between a huge low-income majority and a relatively large high-income group, whereas the richer describe a more
gradual distribution that climbs to a higher level at the very top.
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Participants’ perception of income defining the poor
and rich, as a function of participants’ wealth
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Notes: Author’s calculations. N=2493. Panels A and B refer to questions about income levels defining poor
and rich. Panels C and D refer to questions about how many individuals in every ten the respondent
considers to be poor or rich. A regression line is estimaed and p-values are shown in brackets.

Perceptions of inequality and willingness to contribute

Levels of tolerance towards differences between the rich and the poor (i.e. redistributive preferences) are anchored
in popular conceptions of these groupings, and thereby also of inequality. If we map out the shape of inequality as
people describe it, we find that perceptions of inequality, desired distribution, and redistribution preferences are
heterogeneous across the wealth distribution.

Neither is willingness to take responsibility for the costs of inequality distributed equally. While the poorest say that
they would be willing to hand over 15% of their income, the richest offer barely 7.5% of theirs. Beyond the
difference vis-a-vis other countries then, what really stands out is the parsimony of those earning incomes worth 25
to 700 times the income of someone on the poverty line, with this richer group willing to pay just half of what those
in poverty would be willing to contribute.
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The poor are not only more generous, they also want a more progressive system of redistribution than the rich.
Independently of their wealth, Mexicans believe that 40% of their income goes on taxes, where in fact the average
is half that. Nevertheless, the desired top tax rate exhibits a clear downward slope when plotted against
participants’ wealth. And the difference is significant: while the poorest would like to see a 50% top rate, the richest
themselves would prefer that the richest pay just 32%.

Desired redistribution
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Notes: Authors’ calculations. N = 2,493. Coefficient is obtained from a regression of the y-axis variable
against a wealth rank variable. P-values in brackets. Panel A refers to the rate respondents want for their
own taxes and panel B to the rates they want for the poor, middle-income, and rich.

And if people got what they wanted?

So, is the degree of tax progressiveness that people want — with average desired tax levels of 14% and 41% for
low- and high-income earners respectively — consistent with their preferred level of equality? Far from it.

Even before factoring in corruption, the 169 tor in from taxes in Mexico is the
lowest level in both Latin America and the OECD, amounting to just half of average amongst members of the latter.
But implementing taxes at the desired levels would barely change inequality (decreasing the Gini score to 0.48) due
to a vast overestimation of proportion of “rich” people who would be paying at the desired higher rate.

Today, progressive taxes on wealth, inheritance, and capital are non-existent in Mexico. Moreover, the Mexican

state’s limited capacity for tax collection and redistribution is compounded by the redistributive weakness of
Mexico’s fragmented and hierarchical welfare state. To change this situation, the discourse around taxation needs

to be reversed. Instead of seeing taxes as a burden, they must be understood as an investment in an inclusive,
prosperous, and fair society.

How much would you be willing to sacrifice for that?

Notes:
» The views expressed here are of the authors rather than the Centre or the LSE

« This post draws on Alice Krozer’s co-authored research paper Perceptions of In lit ial Mobility in
Mexico (Agence Frangaise de Développement, 2020)
* You can watch the author’s presentation on this topic at the 2021 LSE Festival on Shaping the Post-COVID Worl

via LSE’s YouTube channel
* Please read our comments policy before commenting
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