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Economic vulnerability

= Gianni Toniolo has been reminding me for a long time that every ounce of prosperity we
have earned is a historically recent achievement and, as such, we had better take it as
temporary. And act accordingly.

= 25 years ago that sounded strange. By now, it clearly does not.

" Households are economically vulnerable, i.e. they face a strictly positive probability to
become poor in the future. The main challenges are 1) to identify and quantify risks,
2) to figure out how risk varies across individuals, and 3) to understand coping mechanisms.

= As an economic historian, | think a key research area is to contribute to our understanding
of economic vulnerability.



What we know: Incidence of absolute poverty (%), 1861-today
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Observed versus potential poverty

" “Italy appears to be a country in which a relatively modest segment of the
population can be classified as ‘poor’, while an unexpectedly broad segment
turns out to be at risk of poverty in the future” (Rossi et al 2017: 417-18)

= Why?

" History can help study households’ response to both idiosyncratic and systemic
shocks, and analyze the role of taxes, benefits, regulation and financial market
reforms to improve economic resilience. It provides variation in the
institutional context (e.g. the welfare state), and breadth in the range of shocks
and policy shifts.



Data and method

ON HISTORICAL HOUSEHOLD BUDGETS

" Family budgets can provide the S —
foundation to construct high-frequency
microdata, for Italy 1861-today.

Abstract: The paper argues that houschold budgets are the best
starting point for investigating a number of big questions related to the
evolution of the living standards during the last two-three centuries.
If one knows where to look, historical family budgets are more
abundant than might be suspected. And statistical techniques have
been developed to handle the associated problems of small, incomplete,
and unrepresentative samples. We introduce the Historical Household

. . .
. Budgets (HHB) Project, aimed at gathering data and sources, but also at
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and easy access to historical family budget data, along with #) tools to

configure the data as it is entered so as to harmonise it with present-day
surveys.
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adaptation they can be used backward, to

Like a fairy-tale giant lifting the roof of a house to peer

. inside, economic historians wish they could see into the

eX O re | St O r lives of families of the past. For important questions can
. only be answered with detailed evidence about individual

households. This is obvious when interest centers on the

intra-household allocation of resources, that is, questions

of whose consumption was protected when times were
tough: the primary breadwinner, the children, males? It

The paper is part of a broader research project supported by the Institute for New
Economic Thinking (INET), Grant #INO15-00026. Details are available at http://
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First-generation collections of household budgets

" Modeling (red line) as a way of
1931 getting protection against data
gaps and flaws.

5.0e-04
4.0e-04

= \Ne can do better.

3.0e-04

ity

Dens

2.0e-04

1.0e-04

T T T I T

0 5000 10000 15000 20000
Per Capita Income
(Lire/person/year)



How to construct high-frequency income distributions?

" Methods can be borrowed from the literature dealing with forecasting
poverty in the future.

" E.g., the World Bank produces regular estimates for 2030 (according to
UN SDGs, extreme poverty must be ended), but also for 2050. OECD
(2018) outlines scenarios for 2060. Etc.

" The simplest approach is to reverse-engineer forecasting methods and
back-cast poverty in the past.

" Objective: annual distributions of income for 1861-today



A feasible empirical strategy for economic historians

" Project, or shift, income distributions backward in time:

-------------

_____________

where ygh is the income of h-th household belonging to economic

sector s in year t, and g, . is real growth of per capita GDP by sector of
economic activity.



Illustration
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From 1977 to 19/6
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From 19// to 1970
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Distributions in motion, 1977-1953
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A little conceptual revolution

" Whether empirical difficulties will be successfully overcome, | cannot
tell.

" The availability of data and resources will play a major role.

" Economic history will contribute to shifting from an ex-post (counting

the poor) to an ex-ante (estimating economic vulnerability)
perspective.

" Prezzolini’s Italia Fragile comes to my mind.



Who knows?

“Italy is fragile thanks to its governing class. (...) The governing classes,
Liberal, Fascist, Christian Democrat, [however], cannot have duped the
Italians for a century without the Italians being a little willing to be duped.
Lincoln once said that you can fool all the people some of the time, and
some of the people all the time, but you cannot fool all the people all the
time. Who knows? He didn’t know the Italians”

(Prezzolini 1974, 33—-36)



Thank you for your attention
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