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Preface

This book is about income inequality. Income is the flow of resources that households generate for themselves by working a job, by collecting returns on investments (e.g., the interest on a saving account), or by receiving government transfers (e.g., Social Security). Income not only governs a household’s ability to buy conventional goods and services, like food, clothing, vacations, and cars, but also enables households to access educational opportunities, decent housing, health care, political participation, environmental amenities, and to accumulate wealth, among other things. Inequality in the distribution of income implies inequality in the distribution of all those things on the list, with consequences for both the efficiency of the economy and the equity of society.

Inequality is the economic issue of our time. The United States is an extraordinarily affluent society compared to most others in the world today and to all others throughout human history, and that is news worth celebrating. But the dark underbelly of this news is that not everyone has shared in the prosperity. As of 2020, the average household income in the United States was $97,026 (Shrider et al. 2021). But approximately 37.8 percent of American households subsisted on less than half that amount. At the other end of the income scale, approximately 10.3 percent of the households enjoyed incomes that were more than twice the national average. This inequality has only become more pronounced in recent decades. On top of that, the distribution of wealth—the homes, cars, investments, etc. that households own—has grown even more unbalanced than the distribution of income. As of 2021, the wealthiest 1 percent of the nation’s households held nearly a third (32.3 percent) of the nation’s wealth (Federal Reserve 2022).

Chapter 1, Background and History, provides context essential to understanding today’s income inequality problem in the United States. Stacey M. Jones first outlines the conceptual framework that economists use to understand and measure income inequality. She then uses that framework to trace the historical trajectory of income inequality in the United States. A historical perspective reveals that rising inequality is neither inevitable nor unstoppable. Over its history, the nation has seen eras of rising inequality, but has also seen deliberate and successful efforts to slow and reverse the rise of inequality, such as the New Deal, the War on Poverty, and social movements for greater racial and gender equality. She concludes with a reminder that the choices we make today will shape the next chapter of our nation’s inequality story.

In Chapter 2, Problems, Controversies, and Solutions, Robert S. Rycroft documents the rise in inequality in the United States since 1967, and explains why some inequality is inevitable in a market-oriented economy like the United States. The chapter also discusses theories on why income inequality has increased in recent decades, the societal impacts of income inequality, and various policy proposals to reverse current inequality trends.

Chapter 3, the Perspectives chapter, contains a selection of 17 essays written by scholars and educators that investigate several controversial topics in the field. These essays are intended to supplement and enrich the discussion of income inequality in Chapters 1 and 2.

Chapter 4, Profiles, sketches people and organizations that are on the frontlines of the income inequality issue. Some of the profiles focus on scholars, activists, government officials, and lawmakers deeply engaged with the issue of income inequality. Others shine a spotlight on important institutions and organizations heavily involved in facets of the income inequality debate.

Chapter 5, Data and Documents, makes available in one location a wide array of primary data and source documents that provide further illumination on many issues pertaining to income inequality. Chapter 6, Resources, is an annotated listing of books, articles, and reports that have influenced the authors of this book. Chapter 7, Chronology, is a timeline of important moments and events relevant to income inequality from American history. The book concludes with a glossary of key terms.

We would like to thank Kevin Hillstrom of ABC-CLIO for his invaluable guidance throughout this project. His flexibility was much appreciated. Robin Tutt and Catherine Lafuente deserve thanks as the originators of the project. We also owe gratitude to Laurie Collier Hillstrom for her insightful contributions to Chapter 4, Profiles. Seattle University students Sydney Mead (Class of ’21) and Abigail Dean (Class of ’23) provided excellent and much appreciated research assistance.

We hope you enjoy reading this book as much as we enjoyed writing and editing it. The importance of the issue cannot be overstated.

Stacey M. Jones and Robert S. Rycroft

April 8, 2022
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1    Background and History

Introduction

In the United States, we are surrounded by evidence of rising inequality, not only in the economic statistics but also in our daily lives. On our streets, shiny Tesla automobiles whisper past homeless people holding cardboard signs. In our sky, billionaires launch themselves into space on private rocket ships while down below, 20-somethings struggle to pay back college loans. The already stark gap between rich and poor in the United States continues to grow, showing little sign of slowing in the future. Countervailing trends are a decrease in income inequality by race and by gender, trends insufficient to offset the growth of income inequality across the population overall.

While many affluent nations have seen increases in inequality in recent decades, the increase has been particularly steep in the United States. In 2017, the Organization for Economic Cooperation and Development (OECD) reported that income inequality in the United States was significantly greater than that of the other G7 countries, with the United Kingdom ranked a distant second (Schaeffer 2020). Just over 50 years ago, in 1970, American households in the top 20 percent of the nation’s income distribution made only 43 percent of all income, but by 2020, the top 20 percent made more than half of all income: 52 percent (Shrider et al. 2021). The share of income going to the top 5 percent of households rose from 17 percent to 23 percent from 1970 to 2020 (Shrider et al. 2021).

The unrelenting rise in income inequality that began in the 1970s is not only an economic phenomenon, but is also increasingly a subject of moral, political, and social concern. More than a decade ago, rising inequality was already alarming enough to provoke mass protests; since that time, inequality has only risen further. In the aftermath of the 2008 financial crisis, the Occupy movement hoisted banners reading “We are the 99 percent” to draw attention to the growing income and wealth gap between the richest 1 percent and the rest of the country. In 2014, when the Pew Research Center asked people in the United States to name the “greatest threat to the world,” inequality was the most frequent choice, considered more threatening than religious and ethnic hatred, disease, nuclear weapons, or environmental problems (Pew Research Center 2014). In 2014, Pope Francis spoke explicitly about the issue when he tweeted that “Inequality is the root of social evil” (Green 2014). Former president Barack Obama called inequality the “defining challenge of our time” (Calamur 2013), and President Joe Biden stated on the 2020 campaign trail that today’s high level of inequality “brews and ferments political discord and basic revolution” (Nilsen 2019). Research by political scientists confirms an association between income inequality and political polarization (Duca and Saving 2014). Excessive income inequality has been blamed for a multitude of society’s other ills, including falling life spans, declining social mobility, and stagnating economic growth.

How much inequality is “too much”? While many view today’s level of income inequality as problematic, most would also agree that the opposite of inequality—absolute equality of incomes for all—is neither possible nor desirable. Economics does not provide an answer to the question as to what is the desirable or “socially optimal” level of inequality. Further, the question as to the “right amount” of inequality is not merely an economic question; it is also a question of fairness and justice, power and politics, individual rights and the common good. Where some take the “American dream” to mean unlimited opportunity for those with talent and drive to realize their dreams of vast wealth, even if this means leaving others behind, others take the “American dream” to mean using the nation’s abundance to ensure opportunity for all, leaving no one behind (Sawhill and Haskins 2009).

One way to put today’s level of inequality into perspective is to pull back the lens and look at the nation’s experience of inequality over the long run—decades and even centuries. Over the course of its history, the United States has seen long eras of both rising and falling inequality. The trajectory of inequality has been shaped by economic and social forces, historical events, and political choices. In the words of economist Thomas Piketty (2015), “Each country has its own intimate history with inequality” (69). What forces have led to rising inequality in the past, and conversely, when and why has the nation experienced its most egalitarian distribution of economic resources?

This chapter first introduces the conceptual framework that economists use to track income inequality, then applies that framework to trace the ebb and flow of income inequality across the nation’s history. Ours is not the first generation of Americans to experience growing inequality: over the course of the nation’s history, the level of inequality has increased and decreased, and is once again on the rise. The history of inequality in the United States shows first and foremost that rising inequality is not inevitable. History holds lessons as to how we can grow our economy more equitably and sustainably, while rewarding hard work and innovation.

Defining and Measuring Income Inequality

While most of us have a basic idea of what is meant by “income inequality,” precision is required in order to fully understand the political controversies and factual debates that surround it. Given the complexity of measuring inequality, the statistics can be manipulated to serve the argument at hand. Any claim about inequality requires careful examination.

Inequality of What?

First, we must clearly answer the question: Inequality of what? At the root of concern about inequality is concern about fairness—how much “better off” is one person than another and is that difference fair? The question of economic inequality limits itself to differences in material well-being, not differences in, for example, happiness, intelligence, or soccer ability. Comparing material well-being also requires drawing a clear distinction between income and wealth. In everyday language, we might use the terms “rich,” “high-income,” and “wealthy,” as if they mean the same thing, but in economics, “income” and “wealth” are conceptually distinct.

Both income and wealth are significant determinants of material well-being: either can provide a household the means to purchase food, housing, health care, and other goods. “Income” refers to resources, usually monetary, received by a household or an individual over a fixed time period, such as a month or a year. For most people today, income consists mainly of a wage or salary but could also include savings interest, rent, profits, government payments, royalties, alimony, gifts, and so on. “Wealth” refers to the stock of resources that a household or individual has accumulated, minus the value of any debt. In dollar terms, wealth is the total value of material and financial assets owned (home, automobiles, savings accounts, retirement accounts, etc.) minus the value of any debt (mortgage, credit card balances, student loans, etc.). A household’s wealth is sometimes referred to as its “net worth.” Economists emphasize that while income is a flow of resources over a given time period, such as a month or a year, wealth represents a fixed stock of resources.

Income and wealth reinforce one another. Among those with high incomes, if a household does not spend all its income, it is able to save the remainder or use it for investing and other potential moneymaking ventures. For those with lower incomes, lack of sufficient income may force a household to borrow, reducing its wealth. Further, some forms of wealth generate income for their owners, such as interest from savings accounts or rental income from apartment buildings. Wealth also protects households from interruptions in income due to job loss or illness. Although income and wealth tend to go together, it is possible for a household to hold a great deal of wealth but earn a low income, or conversely, earn a high income but hold little or even negative wealth. The households of retirees, for example, often have relatively low incomes but substantial wealth, while younger households tend to have higher incomes but less wealth, possibly more debt than assets.

Even when we set aside wealth and focus only on differences in income, experts can disagree on the definition of “income” that is most relevant to the discussion of inequality. One important decision is whether to look at income before or after taxes. In the United States, taxes tend to make the distribution of income across the population more equal, because overall, higher-income households pay a larger share of their income in taxes than lower-income households. The distribution of after-tax income is therefore more equal than that of pre-tax income. Discussions of income inequality that do not take this into account can be misleading. A second decision is whether to include payments from the government, such as Social Security benefits or unemployment insurance (which economists call “transfers”), as income. Some inequality studies avoid the complexities of taxes and transfers by focusing only on the inequality of market income—wages and salaries received from employment. Others counter that if the end goal is to compare the welfare of individuals, all sources of income should count.

In discussions about income inequality, it is also important to distinguish between absolute and relative levels of income. Absolute income measures purchasing power: the goods and services that can be bought with a given income. An increase in absolute income means an increase in the ability to purchase goods and services. Relative income, on the other hand, looks at how someone’s income compares to that of others in the same society. An increase in relative income means moving up the income ladder to a higher income rank. This distinction is particularly relevant when looking at changes in income over time. If someone’s income rises, but other people’s incomes rise even faster, the person’s absolute income would increase but their relative income would fall. Researchers in psychology have found, using survey data, that an individual’s general life satisfaction depends more on relative than on absolute income (Boyce, Brown, and Moore 2010).

Another important aspect of gauging inequality is considering the distinction between opportunity and outcomes. Income and wealth measure outcomes—they tell us how much someone earns or how much someone has saved. Some would argue that the question of economic fairness turns not on outcomes but on opportunity: does everyone in society have a fair shot at economic success? For example, if two people have the same economic opportunities, but one chooses to work twice as much, most would find it fair that the person working twice as much has a higher income. However, many believe that it is unfair for children to start their lives with very different levels of opportunity; some children grow up in such impoverished circumstances that they have extremely limited access to resources needed to achieve a decent standard of living, no matter how hard they work. Conversely, some children grow up surrounded by material comforts and high-quality educational alternatives, simply because of the families in which they were born.

The “American dream” refers to the belief that the United States is unique in providing all hard-working people the opportunity to succeed. Research on economic mobility aims to measure the extent to which the American dream is a reality. Some researchers focus on intragenerational mobility: change in an individual’s economic position over the course of a single lifetime. How likely is it, for example, for someone who is poor as a child to move up the economic ladder? And what about at the other end of the economic spectrum: are rich children guaranteed to end up rich adults or do some experience “downward mobility”? Researchers such as Janet Currie at Princeton and Raj Chetty at Harvard provide compelling evidence that the United States today is not a land of equal opportunity. Children’s chances of achieving economic success depend heavily on childhood circumstances, such as the neighborhood they grow up in, access to resources, and parental income and wealth (Boushey 2019; Chetty et al. 2014; Currie 2011).

Researchers of intergenerational mobility look at the extent to which economic circumstances are transmitted from one generation to the next. How likely is it for children to grow up to fare better economically than their parents, either on absolute or relative terms? To what extent is America a society of fixed socioeconomic classes, with membership in each class transmitted across generations? Economic historians have used data from the decennial Census, dating back to 1790, to trace the fortunes of families across generations. They find that as a young nation, the United States had an exceptionally high level of intergenerational mobility, rightfully earning its reputation as the “best poor man’s nation” (Long and Ferrie 2018). In the centuries since then, however, mobility has decreased markedly. A recent study, for example, found that only about half of the children born in the 1980s grew up to earn more than their parents, in real terms, as compared to as many as 90 percent of those born in the 1940s (Chetty et al. 2017). By the turn of the 21st century, U.S. economic mobility was no longer exceptionally high, and in fact, was lower than that of nations such as Canada, France, and Germany (Corak 2013).

Inequality among Whom?

A second important question in the inequality discussion is inequality among whom? That is, when we talk about inequality, are we comparing one individual to another, one family to another, or entire groups to one another, such as all Black people to all white people?

Much of the contemporary discussion of income inequality focuses on the distribution of income across the entire population. In measuring income inequality across the population, an important decision is whether to look at inequality across individuals or across households (which often, but not always, means families). While concerns about inequality may be fundamentally about differences in individual well-being, most government inequality statistics describe income inequality across households. This is in part because it is difficult to access information about income at the individual level. For example, in the United States, taxes are often filed by households rather than by individuals. Further, some forms of income are difficult to attribute to individuals, such as the interest earned on a bank account owned jointly by a married couple. Finally, the well-being of individuals within households is intertwined, given that at a minimum, they share the roof over their heads, as well as potentially sharing other resources and expenses such as vehicles, appliances, utilities, internet access, and so on.

However, comparing the incomes of households obscures some dimensions of inequality. Household size matters. For example, an individual in a one-person household earning $100,000 per year is clearly better off—at least in monetary terms—than is each of four people living together in a household earning a combined $100,000 per year. In addition, looking at inequality across households ignores any inequality in the distribution of resources within households. Studies have shown that the assumption that resources are shared equitably within households does not hold up well to the data (Lundberg and Pollak 2007). Finally, the nature and characteristics of American households have changed over time. In comparing inequality over long periods of time, we need to take changes in household composition into account, such as the growth in the share of single-person households and the decline in the average size of families. To address these concerns, some inequality researchers track inequality among individuals, not households, despite limitations in the information available (Blank 2011).

Alongside concerns about overall economic inequality, others raise concerns about the economic divide across large groups within the United States. For example, within the nation, there is significant regional economic inequality, including income differences between those living in Southern and Northern states, and between urban and rural areas. We also still find significant income differences by race, ethnicity, gender, disability status, and other characteristics. Although many forms of discrimination are no longer legal, history casts a long shadow. Racial income inequality is large and has very deep roots in a society that supported and maintained the institution of slavery when the nation was founded. In fact, racial economic inequality is so profound that some researchers argue that racial inequality is the root cause of overall income inequality (Desmond 2019; Temin 2017). The concept of a “wage gap” is often used to describe the extent and persistence of income inequality across racial, ethnic, or gender lines.

Measuring Inequality

A third important question in the inequality discussion is precisely how to measure inequality. We need to take some measure of inequality in order to tell whether income inequality today is greater or less than in the past, or in order to compare inequality in the United States to that in other nations. Inequality measures also enable us to evaluate the effects of policy on inequality.

Economists have developed several methods for graphically or numerically measuring inequality. Commonly used measures include the Lorenz curve, the Gini coefficient, and percentile ratios. As the discussion becomes more technical, the list expands to include lesser-known measures such as the Palma ratio and the Atkinson index (Trapeznikova 2019). While the existence of these multiple measures may seem to complicate the inequality story, the good news is that they tend to agree with one another in terms of the overall ranking of inequality across countries or over time. However, none of these measures answers the question of “What is the right amount of inequality?” They simply allow us to see how inequality is changing over time (longitudinal studies) or to compare inequality in one place to that in another (cross-sectional studies).

The Lorenz curve is a graphical representation of inequality. The Lorenz curve takes its name from Max Otto Lorenz, an American economist and statistician of German origin who taught at the University of Wisconsin for a few years prior to becoming the chief statistician of the Interstate Commerce Commission. Lorenz proposed his graphical representation of the income distribution in a 1905 article that appears to be his only scientific publication (Lorenz 1905).

The widely used Lorenz curve summarizes the distribution of income in a two-dimensional curve with the share of population, ordered from poorest to richest, on the horizontal axis and their corresponding share of income on the vertical axis. For example, in the United States in 2020, the poorest 20 percent of households received 3 percent of the nation’s total income. The curve would therefore pass through the point (20,3). Had the poorest 20 percent of households received 20 percent of income, that point would be (20,20); however, the nation’s income distribution is much less equal than that. A Lorenz curve representing perfect equality would be a straight 45-degree line from the point (0,0) to the point (100,100). To the extent that the income distribution is not perfectly equal, the Lorenz curve will be bowed downward, below the line of perfect equality, with the poorest 20 percent earning less than 20 percent of income, the poorest 40 percent less than 40 percent, and so on. The further the Lorenz curve is bowed downward, the greater the level of income inequality.

The Gini coefficient distills the Lorenz curve into a single, numerical measurement of inequality. The Gini coefficient is named for Corrado Gini, an Italian statistician who made scholarly contributions not only to economics but also to anthropology, sociology, and demography. Building on the Lorenz curve, Gini’s idea for measuring inequality was simple: measure the difference between the perfect-equality Lorenz curve and the economy’s actual Lorenz curve. The larger the difference between the two, the greater the inequality. The Gini coefficient ranges in value between 0 and 1 (or 100 percent). A Gini coefficient of 0 means that there is no difference between the perfect-equality Lorenz curve and that of the actual Lorenz curve: everyone in the economy has the same income. A Gini coefficient of 1 represents the opposite extreme: perfect inequality. This would be an economy in which all the income went to one individual, with everyone else receiving no income at all.

Real-world Gini coefficients fall somewhere in the middle. For example, recent data show a Gini coefficient of 0.41 for the United States, compared to 0.27 for Norway, Finland, and Iceland, reflecting their more egalitarian income distributions, and 0.59 for Namibia and 0.63 for South Africa at the highly unequal end of the scale (The World Factbook 2021). It is important to keep in mind that neither the Lorenz curve nor the Gini coefficient reveals anything about the level of income, they only tell us the extent to which income is spread out evenly or unevenly. A low-income country with a very unequal distribution of income, for example, could have a very high Gini coefficient.

Percentile ratios provide a more immediately understandable measure of inequality, and for this reason, they are more likely than Lorenz curves or Gini coefficients to appear in newspaper headlines or on protest signs. The fact that the United States has a Gini coefficient of 0.41 may not provoke much reaction, but the fact that in the United States, the richest 20 percent earn more than 17 times more than the poorest 20 percent might at least raise some questions (see Chapter 5, Table 5.2 for details). To create percentile ratios, the population is first ordered by income, and then divided into groups. Quintiles, for example, divide the population into five income groups, from lowest to highest incomes. Deciles divide the population into 10 income groups. The division behind the slogan “we are the 99 percent” breaks the income distribution into the lower 99 percent and the top 1 percent.

Once the population is divided up by income, ratios may be used to compare the income of one group, or one point in the distribution, to that of another. This allows us to get a sense of the “distance” not only from the top to the bottom of the distribution, but also from the top to the middle, or the middle to the bottom. We can ask whether the distribution is widening because the rich are getting richer or because the poor are becoming poorer, or both.

Percentile ratios for the United States show that the widening of the income distribution over the past 50 years has been driven primarily by rising incomes at the top of the distribution and stagnant incomes for the rest. In 1970, those at the 95th percentile of the income distribution earned 2.65 times more than those at the 50th percentile of the distribution, $138,252 as compared to $52,103 in 2020 dollars. In 2020, those at the 95th percentile earned 4.05 times more than those at the center of the distribution, $273,739 as compared to $67,521 in 2020 dollars (Shrider et al. 2021).

Over the same 50 years, there was much less widening at the lower end of the income distribution. In fact, the ratio of the income of those at the 10th percentile of the distribution to that of those at the 50th percentile was the same in 1970 as it was in 2020: 0.23. That is, the income of households at the 10th percentile of the income distribution was only 23 percent of those at the middle of the distribution, a relationship that changed very little over 50 years. In 1970, households at the 10th percentile of the distribution earned $12,086, as compared to $52,103 at the 50th percentile. By 2020, those at the 10th percentile of the distribution earned $15,600 annually, compared to $67,521 at the median (Shrider et al. 2021). Taken together, the significant widening of the income distribution at the top combined with a stagnant income distribution in the lower half produced an increase in overall income inequality.

Inequality and Poverty

In discussing inequality, it is essential to keep in mind that inequality is not the same thing as poverty. To understand the complex relationship between inequality and poverty, we first need to distinguish between absolute and relative poverty. Absolute poverty refers to income insufficient to meet basic needs. The poor, in absolute terms, are those whose income falls below a threshold deemed necessary to purchase essential goods and services. The World Bank, for example, currently defines extreme poverty globally as living on less than $1.90 a day, an absolute threshold (The World Bank 2020). In the United States, the Federal Poverty Threshold for 2020 stood at $13,465 for a single person under age 65 and at $26,264 for a family of four (U.S. Census Bureau 2021). These absolute thresholds do not consider how an individual’s income compares to another’s; they simply measure the share of the population who do not have sufficient income to afford what the government defines as basic needs.

A relative poverty threshold defines poverty in comparison to other people in the same society. The poor, in relative terms, are those whose income and resources do not permit them to participate in society and benefit from the activities and experiences that most people take for granted. By one definition, relative poverty is when a person’s income and resources are less than what is thought to be “adequate or socially acceptable in the society in which they live” (Brander et al. 2020). In the 1960s, British economist Peter Townsend and U.S. economist Victor Fuchs proposed setting the poverty line at 50 percent of a country’s median income (Fisher 1992). Today, many European countries use 50 percent of median income as a poverty measure (OECD 2021). Households are counted as poor if their income is less than half of median income (income at the center of the overall distribution). Here, it is not the level of income that is important; it is the fact that the individual’s income is significantly below that of others.

Although poor nations are often highly unequal as well, a nation can have a great deal of inequality without poverty, or widespread poverty without much inequality. That said, in a highly unequal society, it is likely that some individuals who earn significantly less than others are “poor,” in relative terms. If inequality is caused by very low incomes at the bottom of the income distribution, there will certainly be relative poverty and there may also be absolute poverty as well. However, if inequality is mainly due to the extremely high incomes of a rich minority, relative to a large middle class, it would be possible to have a great deal of inequality without poverty. In that case, objections to inequality would be based on other factors, such as the desire to live in a more egalitarian society or the disproportionate political influence of the wealthy.

Data Sources

The principal source of information on recent trends in income inequality in the United States is the Consumer Current Population Survey (CPS), a monthly survey conducted by the U.S. Census Bureau and the U.S. Bureau of Labor Statistics. Since its inception in 1967, the CPS has asked households questions primarily about their employment and incomes. One significant limitation of the CPS is that it provides an imprecise picture of incomes at the top of the distribution. To protect the confidentiality of respondents, incomes over a specific amount are “top-coded”: they are reported only as exceeding a certain level of income, without reporting their actual values (Burkhauser et al. 2010).

To overcome this limitation, researchers have delved into income tax records. Statisticians working in the Congressional Budget Office regularly synthesize CPS data with tax information in order to provide a comprehensive picture of income inequality (Donovan 2015). A ground-breaking paper published by Thomas Piketty and Emmanuel Saez in 2003 used income tax records dating back to 1913 to describe long-run trends in top incomes in the United States. Following this publication, economists gathered similar tax statistics from multiple countries to construct a long-run, comparative picture of the international evolution of inequality, with the resulting data available to researchers on the World Inequality Database (n.d.). The most well-known product of this international research program is Thomas Piketty’s Capital in the Twenty-First Century (2014), whose publication sparked extensive international discussion of inequality.

Data on wealth is harder to come by than data on incomes. To track wealth inequality, researchers rely on the Survey of Consumer Finances (SCF), a survey of family balance sheets sponsored by the Federal Reserve System that has been conducted every three years since 1962. Chapter 5 of this book reports recent findings from the SCF regarding wealth inequality by race and ethnicity. The accurate measurement of economic mobility also poses a significant challenge. Recent breakthroughs in the study of economic mobility and opportunity have come from Raj Chetty’s Opportunity Insights team, which applies cutting-edge empirical methods to big data in order to unravel the forces behind today’s dismal levels of economic mobility in America (Opportunity Insights n.d.).

Not surprisingly, the further one goes back in history, the more difficult it is to find reliable, comprehensive data on income, wealth, or mobility. When venturing into the “statistical dark ages” of the 18th and 19th centuries, economic historians must patch together a crazy quilt of data and historical documents in order to reach conclusions about economic inequality. To estimate incomes, researchers draw information from sources such as local censuses, tax lists, occupational city directories, and account books (Lindert and Williamson 2016). To build a picture of the wealth distribution in the early United States, researchers draw on archival sources such as bills of sale, wills, tax surveys, and probate records (Jones 1980; Williamson and Lindert 1980). Initiated in 1790 and taken every 10 years since, the U.S. Census provides an organizing framework of information about household demographics that enables researchers to fit fragmentary pieces of information into a coherent whole.

Economics and Inequality

Until recent decades, the topic of income inequality languished at the periphery of the economics profession, often relegated to the back chapters of economics textbooks. One reason was the stability of income distribution in the world’s largest economies during the postwar decades, just as economics was taking off as an academic discipline. Another reason is that income inequality was not seen as an appropriate subject for economics. Drawing a false distinction between “normative” (value-laden) and “positive” (scientific) economics, some dismissed income inequality as a subject that had more to do with subjective moral values than objective facts. These critics asserted that the question of “who should get what and how much” belonged to political science or moral philosophy, not economics.

Another barrier that kept income inequality on the sidelines of the study of economics is the fact that the issues involved are complex and interdisciplinary. While an “Econ 101” model of supply and demand can handily explain why the price of gasoline goes up in the summer, simple models are insufficient to explain the complex interactions of economic, political, and social forces that shape the distribution of income.

However, there is growing recognition within the economics profession that distributional issues are deeply intertwined with other issues at the center of economics, such as efficiency (organizing the economy so as to put resources to their most productive use) and economic growth (increasing the overall productive capability of the economy) (Blanchard and Rodrik 2021; Boushey 2019). Not only that, the unrelenting rise in inequality that began in the 1970s has extinguished the hope that with sufficient economic growth, the income inequality problem will take care of itself. The rising tide has not lifted all boats. Economic institutions as central as the Federal Reserve have begun to voice concern about the problems of income inequality and structural racism (Chon 2021; Daly 2020). Increasingly, the issue of income inequality is no longer framed as a tradeoff between equity and efficiency. Instead, contemporary researchers and policymakers contend that greater income equality, racial and gender equity, and a strong middle class are essential for economic growth. In the words of Federal Reserve Board Chair Jeremy Powell, “There’s a growing realization, really across the political spectrum, that we need to achieve more inclusive prosperity” (Smialek 2021).

The History of Income Inequality in the United States

One way to put today’s rising inequality into perspective is to place it against the backdrop of the nation’s history. Economic inequality has ebbed and flowed over the course of the nation’s history; the nation has seen long periods of rising inequality as well as long movements toward greater equality.

Broadly speaking, though, we can divide the nation’s income inequality story into five chapters: (1) remarkable economic equality and opportunity during the colonial period, from the 1600s to about 1790; (2) rising inequality during the antebellum era from roughly 1790 to the outbreak of the Civil War in 1861; (3) continued high levels of inequality from the Civil War through the Gilded Age of the late 19th century; (4) a so-called “great leveling” of inequality over much of the 20th century, from the 1910s to the 1970s; and (5) a resurgence of inequality beginning in the 1970s and continuing to this day. This broad characterization glosses over many significant details of the inequality story. That said, an understanding of long-run trends in inequality and their causes is instructive. The twists and turns of the nation’s inequality story demonstrate first and foremost that rising inequality is not inevitable. The path of inequality is in large part a political and social choice, albeit a choice constrained by history.

In comparing inequality across long spans of time, we must keep in mind that the economy and daily life have changed significantly over decades and centuries. The numbers we use to compare the past to the present do not tell the full story. Changes in income and in income inequality took place within a dynamic historical context. The past is far from a lower-income version of the present. The further we go back in time, the more the concepts we use to measure inequality—income, wealth, mobility—change shape relative their modern-day equivalents. The life of a middle class or even moderately poor family today includes daily luxuries unheard of in the 1800s: hot running water, electricity, automobile travel, television, cell phones, antibiotics, and so on. Many of us might choose the life of today’s middle class over the life of yesterday’s rich folks. While we can use numbers to measure differences in income and inequality over time, we must also pay attention to the historical context and use imagination to fully understand what those differences meant for people’s lives.

1607–1790: The Young Nation and the Hope of Equality

The nation’s founders expressed egalitarian ideals. The Declaration of Independence of 1776 declared that “all men are created equal” and the Constitution’s stated intent was to “promote the general welfare.” We know that in many ways the young nation fell tragically short of these noble aims. Indigenous residents of the Americas were not included in this vision of equality, nor were enslaved African people, nor women. The nation’s first statistical measurements of its population reveal profound injustices. The first census of the United States, conducted in 1790, counted enslaved people as three-fifths of a person and did not count Native Americans at all. In 1790, nearly a fifth of the 4 million people counted by the census were enslaved. The 1790 census counted free women as part of the nation’s population, but they would not gain the nationwide right to vote until 130 years later, in 1920. Despite its egalitarian ideals, for many people the early nation was tragically far from the “land of the free” it promised.

Turning to economic life, prior to 1800, large-scale industrialization was still on the distant horizon. Farming was the dominant economic activity in the United States. Agriculture occupied 85 percent of the workforce, with another 5 to 10 percent engaged in ocean shipping, the second largest sector of the economy (Atack and Passell 1994). In the North, the work of free men and women took place mainly on small family farms, where they not only grew crops and raised animals, but also produced goods, such as food, clothing, soap, candles, and medicines. As described by one historian, “agriculture was in the hands of the men, and manufacturing, for the most part, in the hands of the women” (Degler 1980, 364). In the South, landowners used enslaved men, women, and children to produce cash crops such as tobacco, cotton, rice, and indigo. As of 1790, the total production of the economy added up to an estimated $1,310 per person (in 2020 dollars), as compared to $62,800 in 2020 (Johnston and Williamson 2021).

How equally were income, wealth, and opportunity shared in the nation’s early days? While we do not have systematic survey data to go by, researchers have woven together information from historical archives—tax records, wage ledgers, and the like—to construct a quantitative record of early income inequality. According to the estimates of scholars, the distribution of income was remarkably equal, especially at the top. In 1774, on the eve of the American Revolution, the top 10 percent of colonial households received 32.2 percent of the colonies’ total income, the top 5 percent received 23.1 percent, and the top 1 percent received 8.5 percent (Lindert and Williamson 2016; see also Chapter 5, Table 5.2 of this book). The 10 percent and 1 percent income shares reported here remain lower than at any subsequent point in the nation’s history.

At the lower end of the income distribution in 1774, the bottom 20 percent of households received 12.6 percent of income, a share slightly larger than the 11.1 percent received by the bottom 20 percent in 2020 (See Chapter 5, Table 5.2). This comparison is notable for the fact that in 1774, the bottom 20 percent was comprised mainly of enslaved people, who represented about one-fifth of the population at the time. According to these estimates, in relative terms, the resources used to feed, clothe, and house enslaved people added up to a greater share of the nation’s income than the share received by the poorest households today. By no means should these estimates be taken to mean that enslaved people were well-treated; they do not account in any way for the cruelty and injustice of slavery. The comparison with enslaved people simply underscores how impoverished the nation’s lowest-income Americans are today.

In an agricultural economy, wealth—and especially land—was at least as important as income in determining economic well-being. In 1774, wealth, like income, was less concentrated at the top of the distribution than it would ever be again in U.S. history (see Chapter 5, Figure 5.3). In 1774, the wealthiest 1 percent of households held an estimated 16.5 percent of total wealth and the top 10 percent held 59 percent of all wealth in the colonies (Jones and Hub 2021). In 2016, by contrast, the wealthiest 1 percent of American households held 39.6 percent of the nation’s wealth, and the top 10 percent held 78.8 percent of the nation’s total (Wolff 2017).

At the other end of the wealth distribution, scholars agree that even the poorest free colonists were much better off than their European counterparts. In the colonies, land was abundant and inexpensive—available at the cost of clearing it and defending it. Land and buildings were the primary form of wealth for colonists in New England and the Middle Atlantic. The abundance of land led to a labor shortage: why work for someone else at low wages when it is possible to claim land and farm for oneself? Ironically, while this labor shortage may have raised the wages of free workers, thus reducing inequality among the white population, it also served as an economic motive to extend the institution of slavery. If low-wage labor was not to be found, slave labor could take its place. In the South, the economic value of slaves accounted for about one-third of the region’s total wealth. Given that the slave population held little or no wealth, the Southern wealth distribution was much more unequal than that of the North. The legacy of greater Southern inequality endures to this day.

Economic inequality along racial and gender lines in the early United States was so extreme that it is hard to capture in the language of our day. Most Black Americans were enslaved and slavery existed in every state. In Southern states, slavery gained importance over the colonial period. The number of enslaved persons grew from 7.3 percent of the population in 1680 to 39.0 percent by 1770, increasing the economic significance of slavery and widening differences between the Northern and Southern economic systems (Lindert 2006).

Gender, like race, was a fundamental determinant of an individual’s economic fate in colonial times. Women worked primarily on family farms, performing a wide variety of tasks that included cooking, cleaning, raising animals, and making goods such as clothing and candles. Alongside these tasks, women’s work also certainly included substantial time devoted to childcare—women of that era gave birth to an average of seven children. In the political realm, free women could not vote, and if married, could not own property. Those limitations pale in comparison to the injustices experienced by African American women in slavery, but they nonetheless kept white women in a state of high economic vulnerability in which they were almost entirely dependent on husbands, fathers, brothers, and other men for their financial well-being.

At the close of the Colonial era, Thomas Jefferson predicted that given America’s abundant economic opportunities, the United States would grow into an egalitarian, middle-class society and “aristocracy will finally shrink into insignificance” (Ellis 2018, 82). His contemporary, John Adams, was less optimistic, predicting growth in inequality as families built up fortunes. In Adams’s words, “As long as Property exists it will accumulate in Individuals and Families … the Snow ball will grow as it rolls” (Ellis 2018, 82).

1790–1860: Growing Divisions

The decades leading up to the Civil War, known as the Antebellum Era, saw a rapid rise in inequality in America, more in line with Adams’s fears than with Jefferson’s hopes. The trends of this period align well with the process of economic development described by economist Simon Kuznets more than a century later. Kuznets (1955) predicted an increase in inequality in the initial phase of economic development. The increase in inequality results from three factors: (1) a growth in the wage gap between rural and urban workers, (2) growth in the wage gap between low-skilled and high-skilled workers, and (3) populations shifts from rural areas with more equal incomes to cities that were characterized by greater inequality in incomes. The Antebellum era in the United States saw both urbanization and industrialization, and as Kuznets predicted, a rise in income inequality.

Industrialization along with advances in agriculture increased the production of the economy. From 1790 to 1860, estimates of the economy’s total production per person (gross domestic product [GDP] per capita) grew from an estimated $1,310 to $3,330 per person in 2020 dollars (Measuring Worth n.d.). Gains in income were not evenly shared, however. Estimates show a rise in inequality across the entire income distribution from 1774 to 1860 (see Chapter 5, Table 5.2). The share of income going to those in the top 10 percent of the income distribution rose from 32 percent in 1774 to 38 percent in 1860; the share going to the top 1 percent rose from 8.5 to 10 percent over the same period (Lindert and Williamson 2016). Alternative breakdowns of the income distribution during these decades reveal growing gaps between urban and rural wages, Northern and Southern wages, and white-collar and unskilled wages. At the lower end of the distribution, rapid population growth increased the supply of labor, reducing wages. At the upper end of the distribution, technological progress increased the earnings of those in the manufacturing sector, and in cities the development of the financial system provided a source of income for the nation’s first stock traders (Lindert and Williamson 2016).

Alongside growing income inequality, wealth inequality also increased in the nation’s first decades. Researchers estimate that the share of wealth held by the wealthiest 1 percent of adult men nearly doubled from 1774 to 1860, growing from 16.5 percent to 32.7 percent of the nation’s total. Among the newly wealthy were early industrialists such as textile manufacturers Samuel Slater and Francis Lowell, and firearm maker Samuel Colt. Others made their fortunes in real estate, profiting from luck or foresight as towns and cities underwent rapid growth. Investment returns from developing financial markets were a source of riches for others (Steckel and Moehling 2001).

Tragically, enslaved people made up a significant share of wealth in Southern states, an economic reality that increased Southern resistance to abolition. By 1860, the United States contained two economies under one flag: the free-labor, family farm economy of the North and the slavery economy of the South (Wright 2016). As one historian wrote, the antebellum South was “the wealthiest region in the nation when slave values are included, but the poorest when they are not” (Wright 2006). The ending of the African slave trade in 1807 cut off the supply of newly enslaved people from overseas but increased the monetary value of existing slaveholdings. By 1860, enslaved people made up nearly half of all Southern wealth (Wright 2016). Slave-owners, typically wealthy plantation owners, had about four times the wealth of the average Northerner, but white Southerners who did not own enslaved people were barely half as wealthy as Northerners. Inequality and poverty rose across the South, which had fallen behind the North in important aspects of economic development such as education and manufacturing. The Civil War put an end to the abomination of slavery, but it left the South lagging significantly behind the North in its economic development.

The nation’s early experience with slavery left a long shadow, shaping future income and wealth inequalities and embedding racial structures in the economy. Economically, slavery was exploitation in the neoclassical sense—enslaved people received “income” (primarily food, clothing, and shelter of poor quality) less than the value of the work that they performed (Margo 2016). The economic gains from this forced theft benefited not only slave holders but also those in the wider free economy, implicating Americans outside the South as beneficiaries of slavery. Investors in banks in Boston, Philadelphia, and even Europe earned interest through loans to slave holders (Desmond 2019). Compounding its harms, slavery left a legacy of racist attitudes and ideology. White people embraced false and “intensified perceptions, ideologies, and rhetoric of racial inferiority” as a way of rationalizing and excusing their enslavement of fellow human beings (Wright 2006, 13). Emancipation ended the stark legal dichotomy between enslaved and free but by no means ended racial discrimination, segregation, or violence.

For women, the 1800s brought small steps toward economic independence. While the majority of women still only worked within the home or farm, manufacturing was growing, requiring more factory workers. Young, single women presented a promising and untapped source of labor. To attract women to manufacturing jobs, companies invented new institutional arrangements such as supervised boarding homes. Some of the best known of these arrangements developed in Lowell, Massachusetts, where textile mills hired and housed hundreds of young women from farms around the region. Families could send their daughters to work knowing that they would be fed, housed, and watched over. From the limited data available on wages at the time, researchers estimate that the wages of women manufacturing workers were less than half of those paid to men (Margo 2006). Despite growth in manufacturing, most women who worked outside the home were employed in the more traditional field of domestic service. As of 1850, in fact, there were “more women in domestic service than in teaching and manufacturing combined” (Degler 1980, 372). Work outside the home may have fed aspirations for greater economic independence. The right to control one’s own wages was one of the central demands arising from the nation’s first women’s rights convention, held in 1848 in Seneca Falls, New York.

1860–1910: Emancipation, Industrialization, and the Gilded Age

In the 1860s, escalating tensions between North and South finally exploded into civil war. The Civil War brought the greatest wartime loss of life in the nation’s history but also led to the emancipation from slavery of almost 4 million people, nearly one American in eight. Economically, as one would expect, the effects of the war differed greatly between North and South. In the North, industrialization and urbanization continued even during the war years. As a result, income inequality between North and South also continued to rise, both during and after the war. In fact, researchers find that the forces leading to increased income inequality were even stronger in the Civil War decade than over the six decades between 1800 and 1860 (Lindert and Williamson 2016). These forces included continued urbanization, growth in the urban–rural wage gap, and a continued rise in the wage premiums of skilled and white-collar workers. Although the North imposed a new income tax on the rich to fund the war, progressive taxation was not sufficient to curtail rising inequality.

In the South, the Civil War and emancipation put an end to the region’s slavery-based economic system. Emancipation transformed the South from the nation’s wealthiest region—when enslaved people were counted as wealth—to its poorest (Lindert and Williamson 2016). Whereas in 1860, nearly 59 percent of America’s wealthiest 1 percent were Southerners, by 1870, the share of Southerners in the wealthiest 1 percent had dropped to 18 percent (Soltow 1975). At the same time, the incomes of Black Southerners rose relative to their “incomes” under slavery, narrowing the income distribution in the South. The most frequent path taken by formerly enslaved people was sharecropping, in which they agreed to farm someone else’s land in return for giving the landowner 50 percent of their total crop output. Economic historians estimate that even with some reduction in time spent working, freedom increased the incomes of Black Southerners by about 30 percent over the meager sustenance they had received as enslaved people (Lindert and Williamson 2016). The more significant gain was immeasurable: freedom itself.

During the final decades of the 1800s, American became an “urban-industrial powerhouse” (Atack and Passell 1994, 489). The Postbellum Era saw the formation of many large companies whose names are still with us today: retailers such as Neiman-Marcus, Woolworth’s, and Marshal Fields, and manufacturers such as Pillsbury, International Harvester, and Standard Oil. By 1894, America produced more manufactured goods than any country in the world. A wave of corporate mergers in the late 19th century made large companies even larger (Lamoreaux 1985). As of 1900, with per capita income equivalent to about $6,000 in 2020 dollars, America held the title of “world’s largest economy.”

Overall, income distribution in the United States remained fairly stable from 1870 to 1910. The share of income received by the top 10 percent of households rose from an estimated 39.3 percent in 1870 to 42.3 percent in 1913 (see Chapter 5, Table 5.2). Looking more closely, though, this overall stability disguised multiple economic and societal forces pushing in opposite directions. Continued urbanization pushed incomes toward greater inequality, as people moved from rural areas to cities that offered more economic opportunity—as well as entire communities trapped in crushing poverty. The growth of large corporations also increased income inequality, creating demand for well-educated, professional managers at a time when well-educated workers were in low supply. Within companies, machinery increasingly took the place of manual laborers, reducing demand and lowering wages for blue-collar workers. The massive immigration of lower-skilled workers from Europe also put downward pressure on the wages of blue-color workers. Finally, the severe and violent racism of the Jim Crow era suppressed income gains for Black workers.

At the same time, however, a competing set of forces in America pushed toward greater equality of incomes. The westward expansion of the frontier opened up new economic opportunities and tended to equalize incomes. The flow of European immigrants and low-wage workers into eastern states was balanced by the migration of Americans to states west of the Mississippi. In the West, the end of the Gold Rush put an end to the extraordinarily high incomes earned by lucky prospectors. Income gaps between regions narrowed as industrialization spread from the Northeast to the Midwest and South.

The rise of large industry also brought about a sharp rise in wealth inequality. The share of wealth held by the richest 1 percent of households grew from 25.8 percent in 1890 to 40.1 percent in 1922, and even further, to 48.3 percent by 1929, before the stock market crash that precipitated the Great Depression (Lindert 2006). The era saw the rise of such millionaires (billionaires in today’s dollars) as industrial magnates John D. Rockefeller, Henry Clay Frick, and Andrew Carnegie, who topped Forbes magazine’s inaugural list of the wealthiest Americans in 1918. Economist Thorstein Veblen coined the term “conspicuous consumption” to describe the ostentatious spending of the newly rich (Veblen 1899). Meanwhile, grinding poverty and other social problems resulted in an upsurge in popularity for the Socialist Party, which decried America’s stark socioeconomic divides as immoral and unsustainable. The late 19th century would come to be known as the “Gilded Age,” the title of an 1873 novel by Mark Twain and Charles Dudley Warner, because of the darker realities disguised by the glittering wealth.

Researchers have constructed statistics that allow us to better understand income inequality by race in the late 19th century. Unfortunately, those statistics do not tell a happy story. In 1870, five years after slavery ended nationwide, the per capita income of Black individuals stood at only 28 percent of white individuals. In other words, for every $100 earned by white individuals, Black individuals earned only $28. In the 30 years that followed, from 1870 to 1900, Black per capita income relative to white incomes increased only four percentage points—from 28 to 32 percent, and even as late as 1940 stood at only 38 percent (Margo 2006).

Why was change so slow? Primarily because Black people were (1) denied access to education that would have prepared them for more lucrative careers, and (2) faced extremely limited job opportunities outside of the agricultural sector (Wright 2013). Educational and employment opportunities remained highly segregated along racial lines. White people used economic and political power, as well as violence, to maintain the regime of racial segregation and white supremacy. Between 1890 and 1903, every Southern state adopted laws to disenfranchise Black voters. Violent repression of Black people took many forms, most notoriously lynching. The Equal Justice Initiative (n.d.) documented more than 4,000 racial terror lynchings between 1877 and 1950.

Lynching was not limited to the South, however, nor to the 19th century; it extended as far north as Duluth, Minnesota, where a violent white mob hung three Black men on June 15, 1920. This was followed not long after by the Tulsa race massacre of 1921, in which a white mob destroyed a thriving Black business district and surrounding residential area known as “Black Wall Street.” By this time the initial hopes of Emancipation had long since faded into the darkness of the Jim Crow era.

For women, the decades from 1860 to 1910 brought both new opportunities and new limitations. Married women in most states gained the legal right to own property, in part because husbands leaving to fight in the Civil War did not want their wives to lose their homes or farms (Hoff 1991). In the workplace, urbanization and industrialization continued to generate new (if low-paying) employment opportunities for women. From 1860 to 1910, the labor force participation of white women rose from 13.1 percent to 22.1 percent, largely due to the movement of single, urban women into the work force (Sobek 2006). The labor force participation of women of color also increased, growing from 35.7 percent in 1860 to 58.1 percent by 1910.

Despite these gains in women’s employment, the workplace remained highly segregated by gender. Further, as women’s work moved from the home to the factory or office, the divide between domestic and professional spheres grew larger. Social norms limiting the working options of married women morphed into explicit policies prohibiting the employment of married women. The gap between the labor force participation rate of single women and that of married women widened (Goldin 1990). Because of these limitations, the typical working woman of the era was young, single, and left work at marriage. These circumstances limited both the motivation and ability of women to organize for greater opportunity and higher pay.

1910–1970: The Great Leveling

Economic historians refer to the period from 1910 to 1970 as the Great Leveling because economic inequality fell significantly over these six decades. During this period, almost every industrialized country, including the United States, experienced a marked decline in the share of income and wealth captured by those at the top of the distribution (Atkinson, Piketty, and Saez 2011). These decades, especially those following World War II, also saw remarkable economic growth, challenging the idea that economic growth and economic equality could not coexist (Okun 1975). Given the many significant political and economic events of this period, there is no lack of potential explanations for falling inequality: the introduction of progressive income taxation, increases in unionization, two world wars, the Great Depression, the New Deal, the expansion of education, technological advances, the Civil Rights movement, and more. Economists and historians are still engaged in active debate as to the exact role of these events in reducing inequality. Fueling the debate is the hope that the Great Leveling that took place during these decades holds lessons for reducing today’s inequality.

With respect to income inequality across households, inequality rose at the outset of the 20th century, then reversed, with inequality falling until about 1970. Beginning in 1913, with the introduction of a federal income tax, tax records began to provide valuable historical information on income distribution in America. The share of income received by the top 10 percent of households was an estimated 42.3 percent in 1913. The income for the top 10 percent of households rose to a peak of 47.7 percent by 1940, before falling to 33.8 percent by 1970. The share of income received by the top 1 percent of households was 18.8 percent in 1913, peaked at 21.2 percent, and fell to 10.8 percent by 1970 (Chapter 5, Table 5.2). By 1970, incomes were at least as equally distributed as they had been during the Colonial Era.

Wealth inequality followed a path similar to that of income inequality. The concentration of wealth in the United States reached historically high levels in the late 1920s before beginning a long decline. On the eve of World War, I, the wealth distribution was already quite unequal by historical standards. By 1913, the wealthiest 1 percent held 44 percent of total wealth. The introduction of progressive income taxation in 1913 and estate taxation in 1916 reduced the share of wealth held by the top 1 percent to 36.4 percent by 1922. In the “roaring twenties,” wealth concentration roared back, thanks to a booming stock market and a reduction of tax rates on high incomes. The share of wealth held by the top 1 percent of households peaked at nearly 50 percent before the stock market crash of 1929 and the subsequent Great Depression sent the wealth rollercoaster rapidly downward. Wealth concentration fell sharply in the 1930s and 1940s, then more gently in the 1950s and 1960s.

Income inequality across racial and gender lines also fell somewhat between 1910 and 1970. Black per capita income rose from 38 percent of white income in 1940 to 56 percent of white income in 1970 (see Chapter 5, Figure 5.6). For women, the most significant change was an increase in the share of women working for pay. From 1920 to 1970, the labor force participation rate of white women nearly doubled, rising from 21.9 percent to 41.2 percent. Women of color, who were already working at significant rates, nonetheless increased their labor force participation from 42.9 percent in 1920 to 47.7 percent by 1970 (see Chapter 5, Figure 5.11). For those in the work force, however, the wage gap was still significant, with women’s annual earnings less than 60 percent of men’s earnings in 1970 (see Chapter 5, Figure 5.10).

Multiple factors contributed to the reduction of economic inequality. The 1913 introduction of a progressive federal income tax was a big factor, significantly reducing inequality in after-tax incomes. The tumult of World War I, combined with xenophobic immigration quotas passed in 1921 and 1924, cut off immigration, reducing the supply of low-wage workers and increasing their wages. From 1915 to 1970, the foreign-born share of the labor force dropped from over 21 percent to 5.4 percent (Goldin and Katz 2008). Wages at the low end of the distribution also rose because of the Great Migration of Black workers from the nation’s lowest paid jobs in the South to better-paying employment in the North (Collins and Wanamaker 2015). Sadly, their arrival in Northern cities was often met by racial violence and white flight (Boustan 2017).

The significant expansion of high school education between 1910 and 1940 also reduced inequality, increasing the supply of high-skill workers in the labor market, thereby narrowing the pay gap between low-skill and high-skill workers (Goldin 1998). The Great Depression further reduced incomes at the upper end of the distribution. The financial crash of 1929 led to tighter regulation of the finance industry, curbing high incomes on Wall Street. In response to the Great Depression, Franklin Roosevelt’s New Deal introduced income-equalizing policies such as the minimum wage, unemployment insurance, and union protections. A wave of unionization followed, increasing the share of workers belonging to unions to nearly one in four by 1940 (Freeman 1998). The New Deal and subsequent unionization replaced the free-for-all of 19th-century labor markets with a more federally regulated, centralized bargaining system, creating greater uniformity in wages (Rosenbloom and Sundstrom 2011).

Events during and after World War II reinforced the centralization and federal control of labor market, as well as the downward trend in inequality. Wartime production brought strong demand for manufacturing workers, increasing blue-collar wages. Economic inequality between North and South was reduced by the awarding of contracts to Southern businesses during World War II, an event that set in motion a rising tide of Southern economic growth. The war also spurred the introduction of wage and price regulations that reinforced national uniformity in earnings (Goldin and Margo 1992). The war also led to greater cooperation between the federal government, businesses, and unions—cooperation that on balance tended to produce higher wages for workers (Levy and Temin 2011).

The narrowing of Black/white educational gaps also played a significant role in income convergence. Between 1940 and 1980, 40 percent of the Black/white education gap disappeared (Smith and Welch 1989). The Civil Rights movement gained momentum in the 1950s and 1960s, eventually producing significant federal policy changes that brightened the economic prospects of millions of African American families. In 1954, the Supreme Court’s Brown v. the Board of Education decision ended legal segregation in education. In 1964, President Lyndon Johnson signed the Civil Rights Act, putting federal authority toward the goal of greater economic equality along race and gender lines (Wright 2013). By the 1970s, America had a “second chance to start with great equality” (Lindert and Williamson 2016, 11).

Overall, it may appear that there are too many answers to the question of why economic inequality fell during much of the 20th century. However, economic historians Peter Lindert and Jeffrey Williamson outline six basic forces that shape the path of inequality: unpredictable political or natural shocks (e.g. wars, pandemics), demographic shifts, education and skill levels, trade policy, technological change, and financial market events (Lindert and Williamson 2016). To ask “Which one of these forces resulted in the Great Leveling of the 20th century” is to ask the wrong question. The Great Leveling is better explained by the interplay of these complementary forces within the context of an imperfect political consensus around shared prosperity.

1970–2020: The Return of Inequality

In 1978, economist Henry Aaron remarked that following changes in the income distribution was “like watching the grass grow”—little change and even less excitement (17). Soon after, however, economists realized that the grass was growing surprisingly fast. In the United States as a whole, income inequality was taking off, and it would not be long before it was making headlines. The share of income received by the top 10 percent of households rose from 33.8 percent in 1970 to 45.5 percent by 2019 (see Chapter 5, Table 5.2). Overall, the economy was growing: GDP per capita more than doubled from 1970 to 2012, growing from $24,157 to nearly $55,685 as measured in 2012 dollars (Measuring Worth n.d.). However, the income gains associated with this period of economic growth were heavily concentrated at the top of the income distribution. Even within the top 10 percent of earners, inequality rose, as “the bulk of the increase went to the top 1 percent of income recipients and much of that to those in the top 0.1 percent” (Arrow 2011).

Divergence in incomes occurred along the entire income distribution, with inequality also increasing among the “other 99 percent,” as the wages of the college educated pulled away from those with less education (Autor 2014). By 2020, the top 20 percent of U.S. households earned an average of $253,484 (in 2020 dollars), compared to average annual earnings of $27,034 for households in the bottom 40 percent (Shrider et al. 2021) As Federal Reserve Board chair Janet Yellen summed up in 2016, “It is no secret that the past few decades of widening inequality can be summed up as significant income and wealth gains for those at the very top and stagnant living standards for the majority” (Yellen 2016, 44).

From 1970 to 2002, wealth inequality also increased, reaching levels not seen since the Gilded Age. As of 1976, the wealthiest 1 percent of American households had 22 percent of all wealth. Their share rose to 33 percent by 2001 and 40 percent by 2016. The 2008 financial crisis interrupted but did not stop the escalation of wealth inequality. By contrast, at the lower end of the wealth distribution, poor and working-class households saw their already minimal wealth shrink even further. Rising student loan debt is a significant part of the explanation for the worsening balance sheets of families at the lower end of the wealth distribution. By 2016, the average net worth of a household in the top 10 percent of the wealth distribution was $5.3 million, more than 300 times greater than the average net worth of $16,300 for households in the lower 50 percent of the distribution (Bricker et al. 2017).

To explain the steep and steady rise in inequality over the past several decades, economists point to a complex and interrelated set of economic and political forces. As one might expect, the standard economic explanations of growing inequality emphasize the forces of supply and demand. The “skill-biased technological change” explanation for growing inequality contends that technological advances increased the demand for highly skilled workers relative to that of less-skilled workers. In contrast with the 1910 to 1970 period, when rapidly expanding education levels helped to build a prosperous middle class, education did not keep up. The wages of highly educated workers grew faster than the incomes of those with less education, increasing inequality. At the same time, technology replaced many good-paying jobs, “hollowing out” the middle class.

Increased globalization served to intensify this process. Not only did globalization expand the market for goods and services, increasing the rewards to those at the top, it also placed less-skilled American workers in direct competition with their counterparts in other countries. Increased flows of immigration to the United States also eroded wages on the low end. Overall, supply and demand forces worked in favor of those most poised to profit from the information revolution—highly educated workers—but created grim conditions for many less-skilled workers.

While this supply-and-demand explanation goes a certain distance in explaining recent growth in income inequality in the United States, it also raises new questions. Globalization and technological advancement took place across the globe, but not all countries experienced the same increase in inequality as a result. Why was the rise in inequality particularly steep in America? Because political and social context matters. Choices regarding education, globalization, and technology are influenced by policy as well as economics.

Economic historians Frank Levy and Peter Temin argue that the economic crisis of the 1970s precipitated a policy shift in America. The political commitment to shared prosperity that had characterized much of the 20th century was replaced by a political environment characterized by “deregulation, the erosion of the minimum wage, weakened private-sector unionism, increased low-skilled immigration, increased international trade, and the weakening of norms that … constrained the acceptable degree of wage inequality” (Rosenbloom and Sundstrom 2011, 303). This new political environment, which they call the Washington Consensus, left most workers behind in favor of corporate profits. According to this argument, the recent rise in inequality is not the inevitable result of economic and demographic forces; it resulted because these economic and demographic forces played out in a political context that favored the profits of the few over the prosperity of the many.

Movement toward greater racial income equality slowed in the 1970s. Racial convergence in education ceased about the same time educational attainment began stagnating for the overall population—that is, the point at which the educational frontier ceased its expansion. The persistence of the educational attainment gap in recent decades is one of many reasons why racial convergence in per capita income has stalled since 1980. Political changes also slowed Black socioeconomic progress. In 1971, Richard Nixon replaced the War on Poverty with the War on Drugs, a policy that had a disproportionate impact on communities of color and set the stage for the era of mass incarceration of African American men that followed.

Economically, the decline of domestic manufacturing industries beginning in the 1970s hit Black workers in the northern cities where many of these industries were based particularly hard. Racial discrimination also continued to slow progress, as evidenced by field experiments, such as one showing that job candidates with names perceived as White were 50 percent more likely to be called back for job interviews than those with “black-sounding” names (Bertrand and Mullainathan 2004). Well into the 21st century, large racial disparities in the environments in which Black and White children grow up continued to translate into much lower rates of upward intergenerational mobility for Black children, especially boys (Chetty, Hendren, et al. 2020). Overall, both qualitative and quantitative evidence demonstrate that the hopes of the Civil Rights movement for equality of economic opportunity, regardless of race or gender, were not fulfilled in the half-century that followed.

The wealth gap between Black and White households proved even more resistant to change than the income gap. That fact is perhaps unsurprising, given that for the population overall, wealth inequality dwarfs income inequality. The racial wealth gap is driven in large part by the initial position of Black households as well as the racial income gap. After the Civil War, initial plans to distribute land to formerly enslaved people were abandoned, meaning that Black families began their economic journeys at zero, many as sharecroppers rather than landowners. Since that time, the Black/white income gap has limited the ability for Black households to build wealth through savings. In 2016, the average wealth of Black-headed households was $140,000, compared to an average more than six times greater ($901,000) for white-headed households. Economic modeling suggests that racial income disparities alone are sufficient to explain the wealth gap (Aliprantis and Carroll 2019). In the 20th century, even as Black and white education levels and incomes were converging, Black households were left out of some of the wealth-building opportunities of the postwar decades. Segregation and redlining prevented Black families from building wealth at the same time that inexpensive mortgages and aid to veterans helped build the wealth of white families. The passage of the Fair Housing Act in 1968 does not seem to have led to improvement in the racial wealth gap, perhaps because it arrived as the same time that educational and income convergence were slowing (Margo and Collins 2011). In 2016, the racial wealth gap was as wide as it had been in 1962, two years before the passage of the Civil Rights Act of 1964.

In 2008, when the United States elected its first Black president, the ratio of per capita income for Black people relative to white people was only 64 percent. What’s more, this gap had closed by only six percentage points over a 30-year period. It could be argued that these economic measurements simply confirm the obvious reality of racism throughout American history. Yet the numbers have more to say, especially about more recent years. Since 2015, the convergence between Black and White incomes has reversed—that is, relative to white people, Black people have lower incomes than in the past. From 2015 to 2018, the average income of Black individuals decreased from 67 percent to 65 percent of the average income of white individuals. While this is only a slight decrease, many economists saw it as an alarming indication that the slow path toward equality of income had not only stopped but actually begun trending toward greater inequality again. At the very least, it calls into question the assumption that it is only a matter of time until income inequality is eliminated.

One bright spot, however, was that gender inequality fell significantly from 1970 to 2020. The decades from 1970 to 2020 saw a decisive shift of women into the labor force, a shift that significantly narrowed income inequality by gender. The labor participation rate of women of color rose from 47.7 percent in 1970 to 55.9 percent in 2020. For white women, labor force participation rose from 41.2 percent to 55.7 percent over those five decades. Gender segregation within the workplace fell, as women leveraged the 1964 Civil Rights Act and other antidiscrimination laws to push down barriers between “men’s work” and “women’s work.” The proportion of women in traditionally male professions such as medicine and law shot up dramatically. Among law school graduates, for example, the share of women rose from 5 percent in 1970 to more than 40 percent by 1990 (Jones 2009).

As women shifted to more lucrative occupations and gained work experience, the wage gap narrowed. On average, women’s annual earnings rose from 59.4 percent of men’s earnings in 1970 to 83 percent in 2020 (see Chapter 5, Figure 5.10). In 1990, economist Claudia Goldin predicted that economic progress would “narrow and eventually eliminate differences in the earnings of females and males” (Goldin 1990, 59). Thirty years later, as of 2020, although significant progress had taken place, her optimistic prediction has not yet been realized. Though women were working at rates nearing those of men, significant challenges remained for working parents, especially women, in balancing career and family. Women remained more likely than men to sacrifice career advancement to meet caregiving responsibilities. Many believe this disproportionate division of family labor is worsened by the failure of the United States to adequately support working parents.

2020 and Beyond: Pandemic, Racial Reckoning, and Inequality

Even when set down on paper in black and white, the events of 2020 are difficult to believe. On January 9, 2020, the World Health Organization (WHO) announced that a wave of respiratory disease in Wuhan, China might be caused by a previously unidentified coronavirus, one we now know as COVID-19. By March, COVID-19 deaths and cases were on the rise around the world, leading to stay-home orders and school closures. By April, the U.S. economy was trapped in a global recession and facing rapidly rising levels of unemployment as restaurants, hotels, and countless other types of businesses shut their doors—some temporarily, but many others permanently. It was not until November 2020 that news of successful vaccine trials gave hope of an eventual return to normal.

Alongside the pandemic came other tragic events. In February 2020, 25-year-old Ahmaud Arbery, a Black man, was chased down and killed by three white men while jogging near his home near Brunswick, Georgia. In May, George Perry Floyd was murdered by a police officer in Minneapolis, touching off a summer of mass demonstrations for racial justice. On top of this was one of the most divisive presidential campaigns in the nation’s history. The new year of 2021 brought no respite. The losing presidential candidate did not acknowledge that there would be an orderly transition of power until January 7, 2021, after a mob of his supporters stormed the nation’s capital on January 6, causing five deaths and scores of injuries. The long-term consequences of this tumultuous year for the nation are still far from fully understood.

Researchers are also still grappling with the implications of these events for economic inequality. In the short term, it is already clear that the COVID-19 pandemic increased multiple dimensions of income inequality. Income inequality across households widened (see Chapter 5, Tables 5.1 and 5.2, Figures 5.2 and 5.4). Households already at the lower end of the income distribution were disproportionately affected by job loss or pay cuts. Of those in lower-income households, 47 percent said they or someone in their households experienced job loss or pay cuts in 2020, as compared to 42 percent in middle-income households and 32 percent in upper-income households (Pew Research Center 2020). At the same time, already wealthy CEOs, executives, and shareholders saw their incomes rise as large companies such as Amazon and Walmart posted record profits (Kinder and Stateler 2020). A detailed, empirical study of economic activity during the pandemic confirmed that low-wage workers experienced large job losses that lasted several months, while high wage workers experienced only a “V-shaped” recession that lasted a few weeks (Chetty, Friedman, et al. 2020).

The pandemic also led to short-term increases in income inequality across racial and ethnic lines. The pandemic created the deepest, albeit shortest, economic recession in recent history. The joblessness that resulted fell severely on Black and Hispanic workers, many of whom were employed in the nation’s hard-hit service sector. Prior to the pandemic, the unemployment rate of Black men was about 2.7 percentage points higher than that of white men. In the first month of the pandemic, that difference grew to more than 6 percentage points (Aaronson et al. 2021). Likewise, the pandemic drove the unemployment rate of Hispanic women from 1–2 percentage points higher than white women to more than 6 percentage points (Aaronson et al. 2021). Even as the economy began to recover, racial and ethnic gaps in unemployment rates remained higher than their pre-pandemic levels.

Moreover, the pandemic significantly increased economic inequality by gender. Compared to men’s employment, women’s employment dropped further at the outset of the pandemic and recovered more slowly (Stevenson 2021). One reason for this is that women are more likely than men to work in the service sector, which was harder hit by the pandemic than the manufacturing sector. On top of that, women in the United States took on more of the additional caregiving responsibilities created by the pandemic. Existing social supports were insufficient to meet the multiple additional demands created by the pandemic: caring for preschool children, helping school-age children with online learning, shopping for groceries for elderly parents, and so on. As the sociologist Jessica Calarco summed up, “Other countries have social safety nets. The U.S. has women” (Stevenson 2021).

In the longer-term, some economists forecast that 2020 will prove to be an inflection point, its events disruptive enough to slow or even reverse the 50-year rise in inequality. For working people, the pandemic led to a re-evaluation of the costs and benefits associated with their jobs. Some, finding the costs greater than the benefits, have cut back on working or dropped out of the labor force altogether, at least for the moment—a phenomenon the media has labeled the “great resignation,” and for baby boomers, “the great retirement” (Kelly 2021). For businesses, the pandemic forced companies to try new ways of doing things, such as allowing employees to work from home and replacing business travel with long-distance Zoom meetings.

New challenges in finding employees willing to work have forced businesses to raise wages to hire workers. The racial reckoning of 2020 also led businesses to take a hard look at their practices regarding diversity. Regarding gender inequality, the pandemic shined a harsh light on the nation’s insufficient support for working families. Among some policymakers, there is a growing realization that, in the words of Federal Reserve Board Governor Mary Daly (2020), “Persistent and pervasive differences in outcomes repeatedly leave talent on the table and cost our economy.” It remains to be seen whether the disruptions of 2020 will lead to permanent changes for workers, families, and businesses that reduce income inequality and increase work and life satisfaction.

Conclusion

Income inequality raises fundamental issues of fairness and social justice. Economists have developed an extensive set of tools in order to better understand and measure income inequality. Concerns about income inequality pertain both to income inequality across individuals and households and to income inequality across societal dividing lines, such as race, ethnicity, and gender. A long-run view shows that the level of income inequality across individuals and households has ebbed and flowed over U.S. history, rising in the 1800s, falling though most of the 1900s, but increasing again from the 1970s to 2020. Whether the disruptive events of 2020 will lead to another turning point in the inequality story remains an open question. Looking at income inequality across groups, the historical record is one of long-run movement toward convergence, but at a regrettably slow pace. Here too, it remains to be seen whether the shock waves of 2020 and growing awareness of structural injustices will accelerate movement toward equality. What history makes clear is that we are part of a still-unfolding inequality story.
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The United States has grown from a small, agricultural economy into an industrial and technological powerhouse. Economic growth has brought riches to some, but not to all. Inequality—the distance between the nation’s rich and its poor—has ebbed and flowed over the nation’s history.

(Everett Collection Inc./Dreamstime.com)



[image: ]


2    Problems, Controversies, and Solutions

Income inequality is a widely discussed and hotly debated political issue in the United States. It surfaces explicitly in disputes over the minimum wage, tax reform, immigration reform, protection for union organization, and similar “economic” issues. It surfaces implicitly in arguments over health insurance, school reform, criminal justice reform, housing policy, and similar “social” issues. In fact, there are few issues that do not have some income inequality angle.

Income inequality has risen in the United States over the last half century. This chapter documents that increase, makes clear why some degree of inequality is to be expected (and may be desirable) in a capitalistic society, explains why income inequality has increased in the United States, explains why “too much” inequality is a social problem, addresses some of the myriad controversies swirling around the issue, and discusses potential solutions.

Why Is Some Income Inequality to Be Expected?

Inequality in the distribution of income is not a simple story involving one factor. Rather it involves multiple factors that interact with each other in intricate ways. This section will discuss the leading factors that produce inequality. Some of these factors are what most of us would consider “legitimate,” factors that “grease the wheels” of an efficiently running economic system (i.e., one that produces goods and services to its maximum potential; every resource is used and used in its most productive way). Other factors are “illegitimate” in the sense that they conflict with notions of fundamental fairness and introduce inefficiency into the economic system.

The income after taxes (often called disposable income) of any person or household is equal to earned income plus unearned income plus transfer income less any taxes paid.


	Earned income is income from working a job, either as an employee or self-employed, in the form of wages, salary, or profits. Since it is income from “the sweat of your brow,” to many it has a normative standing that places it higher than the next two categories of income.

	Unearned income is income from wealth. Owners of corporate stock frequently receive dividends. Owners of bonds receive interest payments. Owners of both can sometimes enjoy capital gains. Owners of land and rental property receive rent. Owners of businesses receive profits (if things go right!). Owners of bank accounts receive interest. These are the types of unearned income that are easily measured. Some types of wealth yield “income” that is not so easily measured. The owner of a home receives income in the form of the benefits derived from living in that home (consisting of the services provided by the home, such as shelter, warmth, and running water). Economists call the benefits received from consuming something utility. So utility is the “income” from owning a home—impossible to measure precisely but an essential part of the experience. Owners of cars receive utility from the transportation services provided by and the status associated with the car. Owners of great paintings derive utility from viewing the painting on the wall.
The term “unearned” comes to us from Henry George, a late 19th and early 20th century social reformer who looked askance at big landowners who did little work themselves but were able to live comfortably off the rental payments of people for the use of their land for farming or other purposes. The term has been extended to include returns on financial wealth. Certainly, watching your interest grow in your bank account is not as strenuous as delivering packages all day, but it does involve the sacrifice and self-restraint inherent in saving your money instead of spending it. Regardless, that is the term in use these days.


	Transfer income consists of government provided or mandated payments such as Social Security, welfare, and alimony. These payments are called transfers because they represent taking money from some people (by taxation, borrowing or court order) and giving it to other people.

	Taxes are levies from the government to raise the funds needed to run the government. Tax money pays for national defense, the Supreme Court, national parks, schools, and highways, and all other services provided by government. (The government also raises funds by borrowing. The intricacies of deficit financing need not delay us.)



Each of these components is distributed unequally. The remainder of the section will explain why.

Inequality of Earned Income

The inequality of earned income has increased steadily over the past five decades. Table 5.2 in Chapter 5 shows earnings inequality in the United States over the time period 1947 to 2019. In the 1950s and 1960s, top earners—workers in the top 5 percent of the earnings distribution—earned about four to five times more, on average, than workers in the bottom 90 percent. From 1970 to 2019, that ratio steadily rose to the point that top earners were making eight times (about $320,000 on average) as much as workers in the bottom 90 percent of income (average $39,000). Since earned income makes up the largest share of income for most households, growing inequality of earnings means growth in overall income inequality.

What causes earnings inequality? In the short run, earnings inequality can be caused by rising wages in expanding industries and falling wages in contracting industries. It can be caused by personal factors like changes in your health and its impact on your ability to work. It can be caused by political factors favoring some workers over others. If an economy opens itself up to international trade, you may find yourself in an industry that cannot compete with cheaper foreign imports, or you may be in an industry that prospers from the larger market available by being able to sell abroad. Your relative earnings might also be influenced by your nation’s immigration policy, if immigrants are a significant source of labor in the industry in which you are employed. Companies with plenty of potential workers to choose from can get away with offering lower wages. Immigrants who bring capital, entrepreneurial talent, or skills valued in the American labor market, however, will raise wages for American workers employed by or working with the immigrant because of the job opportunities created.

The inequalities caused by these factors often reverse themselves over time. For example, workers in declining industries will pick themselves up, dust themselves off, and move to the expanding industries.

Wage differentials can persist in the long term as a result of eight fundamental factors. The first two can be thought of as inequalities needed to keep our economic system humming, but the last six are more problematic.

1. Compensating Differentials—The wage earned on a job is not the only thing that matters. People are also concerned with their working conditions, broadly defined to include such characteristics as risk of bodily harm, autonomy, whether you work indoors or not, flexibility of hours, “dirtiness” of the job, and the toxicity of the interpersonal dynamics with supervisors and coworkers, among many others. To persuade workers to accept jobs with bad working conditions, higher wages have to be offered. The higher wage is a compensating differential, a wage premium that compensates for having to put up with bad working conditions. Of course, a corollary of this is that workers will sometimes accept lower wages just to have jobs with good working conditions. From an economic standpoint, the resulting wage differentials can be thought of as economically efficient because they are required to attract workers to carry out dangerous and dirty jobs that need to be done.

But we need to be careful with this argument because it can get us into trouble. Many factors influence wage differentials. Compensating differentials are just one of them. Being a brain surgeon performing an operation may seem preferable to being a nursing assistant cleaning up the blood afterward, but that does not mean nursing assistants have to be paid more than brain surgeons. Quite the opposite, in fact, as the next factor makes clear.

2. Cost of Acquiring Skills—Different jobs require different sets of skills that require different outlays of money and time to acquire. To be the brain surgeon mentioned above requires four years of college (and good grades), four years of medical school, an internship, and a residency—at the bare minimum. For most hospitals a high school diploma or GED will suffice to be a nursing assistant. To make the expenditure of the hundreds of thousands of dollars necessary to become a brain surgeon worthwhile, the job has to pay a sum far above what the nursing assistant’s job needs to pay. In a certain sense, the payment for skill acquisition is a form of compensating differential, but skill development is so crucial that it deserves a category of its own. While the nursing assistant needs to be paid a bit more than the brain surgeon because the job is less pleasant, the brain surgeon needs to be paid a whole lot more than the nursing assistant because of the cost of acquiring skills. The net effect is that the earnings of the brain surgeon far exceed the earnings of the nursing assistant.

3. The Economics of Superstars—In some labor markets it would appear that the top earners receive disproportionately more than the other participants in the market—differences that are hard to believe result solely from differences in productivity. LeBron James, thought by many to be the best basketball player of his generation, made an estimated $88.2 million in 2020 from salary and endorsements (Forbes 2020). The average salary in the NBA was $7.5 million (Fujita 2022). In other words, James made 11.8 times the average salary.

What explains this enormous differential? Economists like to reference differences in productivity, but it is a stretch to think that James is 11.8 times more productive (better) than the average NBA player (and there are only 450 players in the NBA, so the comparison group is players who are pretty special to begin with). Another explanation has been offered: the “superstar market” (Rosen 1981). In superstar markets, two things are true. People must have a strong preference for enjoying the services provided by the best producer. That is, the “superstar” offers something unique. But supply conditions must be such that the superstar can reach a very wide market, whether through popular media outlets (television, radio, internet) or business expansion opportunities. Given modern communications technology, James can potentially play for the entire world at the same time. Contrast this to the typical market. Your plumber or electrician cannot be a superstar because their services are not unique, and they can only serve one customer at a time. Superstar markets are also likely to exist for show business performers (think Taylor Swift or the Kardashians), CEOs, doctors, lawyers and authors.

4. Labor Unions—Labor unions are workers united to advance their own interests. One way they do so is through political activity, but of more relevance here is collective bargaining. Unions bargain with employers over wages and working conditions on behalf of all the workers at a firm or in a craft. Workers bargaining as a group have much more bargaining power than workers bargaining individually. The union wage premium (the effect of unionization on wages of otherwise similar workers) is in the range of 15–20 percent (Blanchflower and Bryson 2004).

The union wage premium impacts inequality. Unions can influence inequality in three ways: (1) by raising the wages of the workers they represent (largely blue-collar and lower white-collar workers) relative to higher paid white-collar managers; (2) by attaching wages to jobs and not workers, reducing favoritism (which can increase inequality) among workers at the workplace; (3) by raising wages of unionized workers relative to similar nonunionized workers. Two pioneers in the economic analysis of unions, Richard Freeman and James Medoff, found the net effect of these three factors was to reduce the inequality of wages approximately 3 percent (Freeman and Medoff 1984). More recent research finds unionization associated with a 12–16 percent decline in inequality for men and an 11–14 percent decline in inequality for women (VanHeuvelen 2018).

5. Government Rules and Regulations—A second important institution is the set of rules and regulations that apply to the labor market. One example is the minimum wage, a government-specified floor on what wage rate can be paid. There are few issues in labor markets more controversial than the minimum wage. Supporters of a higher minimum wage believe requiring employers to pay a wage high enough to keep working Americans out of poverty is simple justice, will reduce inequality, and will give working parents more time with their families. Opponents see the minimum wage as raising costs for businesses, many of which will respond by reducing employment, benefits, and training opportunities, which may increase inequality and poverty (Rycroft 2018).

Another example is the rules and extent of occupational licensing. An occupational license is a certificate that allows its holder to practice a particular trade. Generally obtaining a license requires passing a training program and the payment of fees. Most occupational licenses are provided by the state government, but there are a few federal and local government licenses.

Occupational licensing is justified as a consumer protection device. People can be irreparably harmed if electricians do a poor job of wiring your home or a polygraph examiner makes mistakes evaluating a lie detector test. Critics assert, though, that in some cases the necessity of licensing is hard to understand. Barbers are typically licensed, and there are cleanliness and safety arguments to be made in favor of that, but many people have received haircuts from unlicensed family members (especially during the Covid shutdown) or dormmates (during college) with no ill effects. Regardless, occupational licensing restricts the supply of labor in some occupations and reduces labor mobility, creating wage differentials in the labor market.

A third example is noncompete agreements, in which workers agree not to immediately begin competing against their old employer if they quit. In many situations a noncompete agreement is a perfectly legitimate business arrangement. Workers who quit a job take trade secrets with them, which could cause unfair competition in the marketplace. The contemporary concern is that noncompete agreements are being applied farther and farther down the job ladder to the detriment of low-wage workers who find themselves unable to switch jobs that might otherwise better their economic circumstances. For example, in 2016 under pressure from the State Attorney General, the Jimmy John’s sandwich chain in New York State agreed to stop including noncompete agreements in its hiring documents. These agreements had banned departing employees (sandwich makers mainly, who are not very well-paid) from taking jobs with competitors for two years and from working within two miles of a Jimmy John’s store (Whitten 2016).

6. Customs in the Labor Market—A third institution is customs that have arisen over time. Many of these customs are reasonable reflections of economic concerns impacting workers and their families, but critics say rigid adherence to them may have unintended negative consequences for workers and the economy. One example is worker resistance to wage cuts in economic downturns. In declining industries, employers may be forced to reduce costs. One way to reduce costs is by reducing wages across the board. Another way is by laying off a percentage of the overall work force. Critics contend that when workers fight “tooth and nail” against any wage cut in economic downturns, they are implicitly agreeing to layoffs. A second example that connects to the first is that layoffs will usually be by seniority (last hired, first fired) because more senior employees feel they have vested rights to their jobs (labor unions have formalized that belief in their contracts). Other customs have to do with the appropriate wage differentials between workers of different levels of experience and education. Critics of all of these customs, many of which were integrated into labor union policies in the latter half of the 20th century, charge that they can interfere with the market’s reallocation of labor and compensation levels.

7. Market Structure in the Product Market—The competitiveness of the product market in which firms operate has consequences for the markets in which they hire labor. Economists talk about market structures ranging from perfect competition to monopoly—from the most competitive to the most monopolistic. These market structures differ in terms of the number of firms, the ease of entry and exit, and similarity of the products being sold by the different firms. Everything else held constant, as markets get more monopolistic, the price charged rises, the quantity produced falls, and profitability increases.

How does product market structure impact the labor market? There are no hard and fast rules. Generally speaking, the fewer employers operating in a given market area, the more limited the employment opportunities are for workers with certain specialized skills. For example, if a hospital in a locality shuts down, that will reduce the number and variety of job openings available to nurses. Relatedly, the fewer the firms hiring in a labor market, the easier it is for firms to collude to keep wages down. For example, in 2007, the Arizona Hospital and Healthcare Association, an organization of separate hospital and healthcare entities, set up a uniform wage list for temporary nursing services. The Department of Justice charged that this was illegal collusion among the entities that prevented them from competing against each other for nursing services. Ultimately the Association agreed to pay $24 million in damages (Lindsay et al. 2016).

8. Discrimination—Even after controlling for the factors just discussed, there remain wage differences between groups of workers categorized by such characteristics as race, gender, ethnicity, age, sexual orientation, beauty, weight, and similar personal characteristics. Since these characteristics are not directly related to someone’s ability to do a job, it is natural to attribute these differentials to discrimination and consider them illegitimate.

Inequality of Unearned Income

The unearned income of any person or household can be thought of as r × W (r times W), where r is the rate of return and W is wealth. The rate of return measures unearned income relative to the wealth that generated it. If your wealth is $1,000 and you receive $100 in unearned income annually, your rate of return is approximately 10 percent ($100/$1,000). (The formula is more complicated than that, but the concept is not. This formula will do for what we need now.)

Unearned income is distributed unequally. Moving from left to right in the expression r × W, there are two fundamental reasons for that. One is that different people earn different rates of return for a variety of reasons. Some are more knowledgeable about investing than others, some are luckier than others, and some tolerate more risk than others (here the higher return is a compensating differential for the added risk shouldered). Many economists subscribe to the “random walk” theory of investing or something close to it. This says that asset prices are essentially unpredictable so that no one, no matter how smart or devoted to investing, can reliably “beat the market” in the long term. This does not mean no one will ever “beat the market.” It just means that if they do, it is because of luck—which does not prevent the big winners from thinking it is the result of their exceptional skill!

What is not completely understood yet is that there is some evidence that richer people earn higher returns on their wealth (Campanale 2007; Fagereng et al. 2016; Balloch and Richers 2021). Perhaps richer people have a financial cushion that allows them to invest in higher return and risk assets like hedge funds, can afford better investment advisors, or are privy to more insider information.

The second fundamental reason, and the more important reason, that unearned income is distributed unequally is because wealth is distributed unequally. In fact, it is distributed much more unequally than income. Regarding income, in 2020 the top 1 percent of the distribution earned 40 times more than the bottom 90 percent combined. Regarding wealth, the top 0.1 percent of income earners had as much wealth as the bottom 90 percent combined (McKay 2021).

To understand this, consider how wealth is created. All wealth ultimately derives from saving. Our income can be used for two purposes. We can consume it—using that money to buy housing, transportation, food, drink, clothing, entertainment systems, and so on. We get to enjoy the utility those things give us right away. The other use is savings. We can put the money aside in savings accounts, stocks, bonds, real estate, and businesses, and as these accounts build up, our wealth grows. We opt to build our wealth because we expect to have consumption needs our future income will not cover. For example, we may want to retire at some time with the resources to permit us to maintain our lifestyle, or we might want to have children and send them to college, or we may want to provide a bequest to our heirs upon our passing.

There are “natural” reasons for wealth inequality, reasons that are endemic to human beings and that we could probably not change even if we wanted to. Some people are thriftier than others, some are more gifted than others, some are more determined to get rich than others, and some are simply luckier than others.

But some of the reasons are “unnatural” in the sense that they reflect policy choices made by society. If different policy choices had been made the resulting distribution of wealth would be quite different. Tax policy is an example. We can tax wealth more or less, either during the lifetime of the creator or at death. A specific example is the mortgage interest deduction in our income tax code. Homeowners who take out mortgages can deduct the interest they pay from their adjusted gross income. Since higher income people are more likely to own homes than lower income people, this deduction amounts to an enormous benefit to the already well off.

Wealth inequality also reflects the legacy of discrimination in United States society. For example, African Americans were not able to accumulate wealth during the period of slavery. After emancipation, they started with nothing and faced high barriers to financial security because of discriminatory wages, limited savings options, limited borrowing options, and restrictions on the ability to buy homes, among other things. In some cities, people of color were prevented from buying homes or launching businesses in white communities because banks refused to make mortgage loans to African Americans and other minoritized people in those white neighborhoods. This racist practice was known as redlining. Violence was also used to reduce African American wealth. In one particularly infamous outbreak of violence in 1921, a white mob attacked African American residents and destroyed homes and businesses in the Greenwood District of Tulsa, Oklahoma. At the time, the Greenwood District—sometimes called “Black Wall Street”—was one of the wealthiest African American communities in the United States. “In the wake of the violence, 35 city blocks lay in charred ruins, more than 800 people were treated for injuries and contemporary reports of deaths began at 36. Historians now believe as many as 300 people may have died” (Tulsa Historical Society 2021).

While the process just described—the slow, patient process of accumulating wealth by saving—accounts for what happens for most of us, it does not account for the wealthy (multimillionaires) and ultrawealthy (billionaires). For these individuals we must invoke some additional considerations.

Many of the wealthy achieve their riches through creativity and hard work. They develop a new product or technology (e.g., a social media platform, an online retail site, a popular TV talk show with spin-off magazine and products) that transforms the marketplace, or they are superstars. As investors in the company’s stock try to get in on the ground floor, that sets off a stampede that pushes the stock’s price (and the original entrepreneur’s wealth) up to astronomical levels. What is amazing about this process is that it can take place so quickly. Facebook founder Mark Zuckerberg became a billionaire at age 23. Jeff Bezos of Amazon became a billionaire at age 35, while actress, talk show host, and businesswoman Oprah Winfrey became a billionaire at age 49 (Elkins and Rogers 2020).

But there are also pathways to becoming ultrawealthy that are less reputable. Rent-seeking, a process by which government officials are persuaded (or bribed) to provide favors for businesses in the form of protection from competition, can yield untold riches (rent is an economics term that means profits that exceed that needed to sustain the business). Examples of rent-seeking activities include obtaining protection from foreign competition in the form of tariffs—American tobacco firms have been sheltered from foreign competition by tariffs that can range as high as 350 percent since the Great Depression (Investopedia 2020)—or the legal monopolies granted to domestic firms in the form of licenses—to be a satellite radio broadcasting company requires a government-granted license. Currently only Sirius XM has one in the United States. Patents, copyrights, and trademarks also grant monopoly privileges. Although these grants are viewed as necessary to stimulate inventive and creative activity, some have questioned the length of these grants. For example, for works created after 1978, the copyright period is 70 years after the author’s death.

Some people are born with the proverbial “silver spoon in their mouth” and stand to inherit a fortune upon the passing of their parents. The legitimacy of inherited wealth has been passionately debated for centuries. Some people believe that the rich should be able to bestow their wealth on whomever they want, and if this means their offspring get a big hand up in life then so be it. Others question why the wealthy who “didn’t build that” on their own, but rather relied on the teamwork of society, get to decide single-handedly how to dispose of the wealth cooperatively created. They also question the justice of bestowing such great wealth on someone whose smartest move in life was to be born to wealthy parents.

The Equalizing Effects of Transfer Income and Taxes

The last two items in our income equation (plus transfer income less taxes) will be analyzed as a pair. The combined effect of transfers and taxes in the United States is to make the distribution of household income more equal, by increasing incomes at the bottom of the distribution and by taxing incomes more heavily at the top. In 2017 (the data required to do this exercise is only available with a long lag) according to the Congressional Budget Office the lowest quintile received 3.7 percent of all the income before taxes and transfers and 7.5 percent after. On the high end of the scale, the 81st to 99th percentiles received 38.5 percent before and 35.1 percent after. The top 1 percent received 16.7 percent before and 13.5 percent after (Congressional Budget Office 2020). Overall, transfers and taxes increased incomes at the lower end of the distribution and reduced incomes at the top.

Conceptually, the distinction between transfers and taxes is not a clear one. Aid can be extended to people both by sending them a check or cutting their taxes. Some transfer programs, such as the federal stimulus checks issued to keep the economy going during the COVID-19 pandemic, were administered through the tax system, and paid out in the same way as tax refunds. In practical terms, positive transfers are often indistinguishable from negative taxes.

That said, some government programs are explicitly designed to transfer resources to households in need, either temporarily or in the long term. Significant transfer programs, such as Social Security benefits, unemployment compensation, and workers compensation, provide a safety net for all households that helps them to weather job loss or injury, or simply the loss of income that comes with old age and retirement. While it is commonly believed that “transfer payments” go primarily to lower-income households, these programs actually provide most of their benefits to the middle class and richer.

Another set of transfer programs, referred to as “means tested,” provides benefits primarily to lower-income individuals and families. One of the oldest of these programs, the Supplemental Nutrition Assistance Program (SNAP), previously known as “food stamps,” provides debit cards that enable low-income individuals and families to purchase groceries. Temporary Aid for Needy Families (TANF), enacted in 1996, provides cash benefits to low-income families that meet its strict eligibility requirements. Medicaid, the largest safety net program, provides health insurance for low-income families and children. The Children’s Health Insurance Program (CHIP) provides health insurance for children in families that do not qualify for Medicaid, but are unable to afford private insurance. The Supplemental Security Income (SSI) program provides monetary assistance to the blind, disabled, and elderly poor.

Transfer payments are sometimes criticized for “giving people something for nothing,” and rewarding “laziness.” A more considered analysis recognizes that TANF, the EITC, and job training all require some work in exchange for benefits. SNAP, Medicaid, CHIP, and SSI do not, but these programs provide basic nutrition and health care or are for people who are blind, otherwise disabled, and/or elderly.

Turning to taxes, the federal tax system tends to equalize the distribution of household income slightly. The largest federal tax—the personal income tax—incorporates several provisions that have an income-equalizing effect. One is the Earned Income Tax Credit (EITC), a measure that has risen from insignificance to the largest cash safety net program at about $55 billion per year. Tax filers with low incomes who have earned money from work can receive a credit that reduces their tax liability or even gives them a refund. The Child Tax Credit provides a credit to low-income taxpayers with children. This credit was temporarily expanded by the American Rescue Plan Act of 2021, passed in response to the COVID-19 pandemic.

The federal income tax also makes the income distribution more equal through its progressive rate structure. The structure of tax rates can be either proportional, progressive, or regressive. With proportional tax rates, also known as a “flat tax,” every taxpayer pays the same percentage of income in taxes. For example, if everyone was paying 20 percent of their income in taxes, a person earning $40,000 would pay $8,000 while a person earning $100,000 would pay $20,000. Under a progressive tax rate structure, those with lower incomes pay a smaller percentage of their income in taxes, while those with higher incomes pay a larger share of their income. For example, a person earning $40,000 might pay 10 percent, or $4,000, while a person earning $1,000,000 pays 24 percent, or $240,000. Finally, with regressive tax structures, it is the lower income person who pays the larger share of income in taxes. An example of a regressive tax code would be one in which a person earning $40,000 is required to pay 25 percent of income ($10,000) while an individual earning $100,000 is only required to pay 10 percent of income in taxes (also $10,000). Sales taxes and property taxes are also regarded as regressive because lower-income people pay a higher share of their overall income to meet these expenses than their wealthier counterparts.

Federal income tax rates in the United States are progressive, ranging from 10 percent on the first dollar earned to as much as 37 percent on earnings over about $500,000 for individuals. This means that higher-income taxpayers tend to pay a greater share of their income in taxes, levelling the income distribution slightly. However, many tax code provisions, such as the mortgage interest rate deduction, disproportionately favor higher income taxpayers.

Why Has the Distribution of Income Become More Unequal Over Time?

Several factors have been driving the well-documented rise in income inequality in the United States.

1. Skill-Biased Technological Change—There are many technological marvels in our current era—computers, biotechnology, space travel, and so on. One thing these modern developments have in common is that they tend to favor the highly-educated (which is why we call them skill-biased—they are biased in favor of highly-educated people, which is almost synonymous with highly skilled). Highly educated people, of course, are needed to develop these technologies, but, more importantly, to operate these technologies. The demand for highly educated people has increased while the demand for the less educated has decreased. This has raised the wages of the highly educated, lowered the wages of the less educated, and increased the level of earnings inequality.

2. Technological Change and Superstar Markets—Technological changes have caused superstar markets to become more widespread and that has increased inequality (Frank and Cook 1995). The development of the World Wide Web (the internet) has had a quantum effect on market size for musicians, actors, athletes, and even doctors and lawyers.

3. Reduced Competition in Labor Markets—A widespread belief is that many labor markets have become less competitive. Mergers by business firms that used to compete in the product market has led to a decline in the number of buyers of labor. There has been a rise in the number of complaints of employer collusion (Council of Economic Advisers 2016).

4. Restrictions on Labor Market Mobility—There are restrictions on the freedom people have to enter the occupations they want to practice and start their own businesses. Noncompete agreements have become more common (Council of Economic Advisers 2016). The extent of occupational licensing has increased in the United States. In the 1950s about 5 percent of all occupations required a license. Today about one-quarter of all occupations require a license (The White House 2015, 3). A related problem is the lack of uniformity across the states in the extent of licensing. Twelve percent of occupations require a license in South Carolina, while Iowa licenses 33 percent. New York and Virginia are the only states to license wax technicians. Someone successfully practicing waxing in Ohio cannot seamlessly move to those two states and continue practicing the trade.

5. Weakening of the Labor Movement—There has been a long-run decline of private sector unions, and some recent weakening of public sector unions. In 1955, 33.2 percent of workers were members of labor unions (History Central n.d.). From that high point, union membership as a percentage of the number of workers began an historic falloff. By 1983 it was 16.8 percent, continuing downward to 6.3 percent by 2020 (United States Bureau of Labor Statistics 2021). Associated with this has been a decrease in collective bargaining strength and political clout. In 2022, private sector unionization efforts did have some surprising success at Starbucks and Amazon; it remains to be seen whether these efforts will gain enough traction to reverse the trend.

A brighter spot for unions has been in the public sector. Public sector unions were essentially nonexistent in the 1950s, but changes in laws and executive orders at both the state and federal level have altered the landscape. In 2020, 38.4 percent of public sector workers were unionized but even here there has been some weakening. Union membership is a bit down from its 41.8 percent in 2000 (United States Bureau of Labor Statistics 2021).

Unions in both sectors have been a force for greater equality (Hicks 2019), as explained above. Their weakening has played a role increasing overall inequality in the U.S. economy.

6. Increasing Globalization—Today Americans buy many more goods and services produced abroad, and export more of our production than we did in the past. American companies are not reluctant to shut down factories in the United States in favor of factories abroad, while foreign companies are much more likely to set up factories in the United States (e.g., Mercedes-Benz, a German automaker, has a factory in Alabama, and Toyota, a Japanese automaker, has a factory in Tennessee.). The impact of all this on inequality is two-fold. The more obvious impact is on the wages of less-skilled American workers. Globalization throws these workers into competition with foreign workers who typically work for lower wages. The less obvious impact is that highly skilled American workers are now able to sell their services in global markets. The impact on inequality is clear. Wages fall for less-skilled Americans but rise for highly skilled Americans, exacerbating already existing wage differentials. The increasing wage differential incentivizes workers to move from those industries that cannot stand up to foreign competition to those industries that can, but the process can be a slow one.

A piece of the globalization puzzle is immigration. Immigration into the United States has been part of the American experience since the founding of the nation. The United States has benefitted greatly from immigration (as have the immigrants themselves). Immigrants bring skills in short supply, gravitate to regions of the country with labor shortages, come with entrepreneurial vigor, have capital to invest, and infuse our culture with new ideas, but there is no such thing as a free lunch. While many immigrants are extraordinarily gifted inventors, entrepreneurs, scholars, or artists, most are relatively low-skilled workers (Migration Policy Institute 2015), and, to the extent they compete for jobs with low-skilled American workers, they can put downward pressure on wages in that part of the labor market. To the extent that their work boosts the productivity of high-skill American workers, they can help raise wages in that part of the labor market. For example, 25 percent of construction workers are immigrants, often in moderately skilled laborer jobs (Krogstad et al. 2020). They can crowd out American laborers, but by doing these tasks they keep highly skilled electricians, plumbers, and architects on the job. The combined effect of these factors appears to be a modest increase in inequality (Varas and Maydanchik 2018).

7. Labor Market Discrimination—The impact works in the opposite direction of the six preceding developments. Although the upheavals in 2020 surrounding policing discrimination might make it seem like discrimination in all areas of society has become increasingly oppressive, the fact is the extent of labor market discrimination is decreasing, albeit at a frustratingly slow rate. As of 2019, the average income of Black households was still only 59 percent of the average income of white households, while the average income of Hispanic households was 74 percent of white households’ (see Chapter 5, Figures 5.6 and 5.7). For women, progress has been faster. In 1980, women working full time earned only 60.2 percent, on average, of what men earned. By 2019, women’s earnings averaged 82.3 percent of men’s earnings, a gain of more than 20 percentage points (see Chapter 5, Figure 5.10).

8. Taxes and Transfers—Changes in the rules regarding taxes and transfers have had an impact on the distribution of income. Decisions regarding tax rates and tax rules, and the type, availability and generosity of transfers are fundamentally political in nature. Society can set these features to achieve its inequality goals (this does not imply that it is easy to do). We have already established that the net effect of taxes and transfers is to equalize (however modestly) the distribution of income, but that is not the question that is being asked here. Rather, how have changes in tax and transfer policy changed the distribution of income over our recent history?

This is not a simple question to answer. There are many tax and transfer programs, and some expand while others contract, and sometimes they are led by Democrats and other times they are led by Republicans, and all these changes take place against the backdrop of an economy that fluctuates. The general thrust of tax policy, especially since the inauguration of President Ronald Reagan, has been toward lower tax rates, particularly for the richest in society. With respect to transfers, politicians have been reluctant to expand the generosity and reach of transfer programs, but there are exceptions to this. Over the past 40 years, the Earned Income Tax Credit (EITC), the child credit and SNAP have been greatly expanded.

The Congressional Budget Office regularly estimates the impact of federal taxes and transfers on the distribution of income. What they have found is that between 1979 and 2016 (this exercise is reported with a lag due to unavailability of data), the net impact of tax and transfer policy has been toward greater equality, but changes since initiated by the Trump administration led to greater inequality (Congressional Budget Office 2019).

9. Rising Wealth Inequality—There have been a series of policy changes that have led to rising wealth inequality, and, consequently, rising inequality of unearned income. While there has probably been no significant change in people’s thriftiness, giftedness, and determination, there have been changes in the political environment that have allowed the already wealthy to extend their lead. Tax rates on the highest personal and corporate incomes have been on a 40-year net decline that indirectly affects wealth accumulation, taxes on estates have been rolled back so that fewer than 1 percent of estates will ever be subject to tax, and the United States has resisted the idea of an annual tax on wealth. Equally political is a reluctance to oppose increases in corporate power through mergers and acquisitions and to investigate “hardball” business practices.

A “perfect storm” indeed.

Why Is “Too Much” Inequality a Social Problem?

This increased inequality is problematic for several reasons:

1. The most obvious reason is that the household at the 90th percentile has much greater command over goods and services. The richer household can buy more and better food, obtain a better car, take a nicer vacation, purchase a better gaming system and more video games, and wear more impressive clothing, among many other things. In short, the richer household has more of the “creature comforts” that we frequently associate with the “good life.” Is any of this fair?

2. The second reason is related to the first but has longer term implications. It has to do with the self-perpetuating nature of income inequality and its impact on social mobility. The richer household has access to higher quality education. Their children can attend expensive private schools, hire tutors and college-admissions counselors, afford books and travel, and may not have to work at a part-time job during the school year. The richer household can purchase decent housing, which often is located near the best schools in the best neighborhoods with the best amenities that allow children to grow up in a nurturing environment. The richer household can live in a low-crime neighborhood that is not only safer but also provides inspiring role models. The richer household has better access to quality health care, which leads to a more enjoyable life, a more productive working career, and allows their children to learn to their potential. The richer household can live in a cleaner environment, free of environmental and noise pollution, which contributes to health and overall well-being. Richer households also seem to wield disproportionate political power. They contribute money to political campaigns and get their phone calls to politicians returned, and they are more knowledgeable about issues and more effective advocates for their interests. Many of these factors are interrelated. The cumulative effect is to give rich households and the children who grow up in rich households advantages that help create and maintain income inequality from generation to generation and reduce social mobility.

3. A third reason is the strong belief among many that a high level of inequality is not good for the happiness of society. This is not just an unmoored belief but reflects the logical outcome of a philosophy known as utilitarianism (at least in its simplest form). Utilitarians believe that a good society creates “the greatest good for the greatest number.” They also believe in the law of diminishing marginal utility—the more we have of something, the less valuable additional units are—and this applies not just to individual goods and services, but also to income. The enjoyment billionaire Elon Musk gets from the next $1,000 he receives is miniscule. The enjoyment a very low-income person would receive from an additional $1,000 could be quite large. If society were to take $1,000 from Elon Musk and give it to the very low-income person, overall societal happiness would improve—something that we all want.

4. Other philosophical approaches would reach the same conclusion about inequality. The philosopher John Rawls argued that if we all had an equal opportunity to shape the rules of society, we would opt for a highly equal society, if for no other reason than to avoid the possibility that we might end up at the bottom (Rawls 1971). Inequalities would only be tolerated to the extent that they worked to the benefit of the least well-off person.

5. Of course, when it comes to philosophy there are a variety of approaches, and many of these approaches do not side with a movement toward greater equality. Many would argue that we are all entitled to the “fruits of our own labor.” If we are creative, productive, and honorable and, as a result, manage to earn a high income, this thing called society has no right to take away anything from us and give it to other people. We might voluntarily choose to be charitable, but if society confiscates our riches, that constitutes nothing more than theft (Nozick 1974).

6. Another criticism of philosophical approaches justifying redistribution is the very practical problems associated with redistribution itself. Economist Arthur Okun used the colorful metaphor of the “leaky bucket” (Okun 2015) to illustrate the problem. Imagine society took $1,000 from Elon Musk and put it in a bucket to carry to the very low-income person, but along the way some of those dollars leaked out and were lost. At what point does this exercise in redistribution become self-defeating? If we take $1,000 from Elon Musk and $999 reaches the very low-income person, then that is one thing. If we take the $1,000, but only $100 reaches the intended target, that is something very different. Where do the leaks come from? They represent inefficiencies introduced into the economy by the process of redistribution. One of the inefficiencies is simply the cost of the institutions of redistribution—the cost of operating an Internal Revenue Service to collect tax money and the cost of running an agency to dole the money out. Another inefficiency is the disincentive effects on Elon Musk. If Mr. Musk knows his additional earnings will be confiscated, why should he bother to put forth the extra effort? The wealth that his entrepreneurial efforts would have created for society would simply vanish. A third inefficiency is the disincentive hoisted on the very low-income person. If this person knows they are going to get some of Elon Musk’s money, what is that person’s incentive to work and invest?

What Are Some Potential Solutions to Income Inequality?

If we believe the existing level of inequality is harmful to society, and opt to do something about it, there are many government actions that can be taken.

1. Education Policy—Everyone agrees that education is fundamental and that everyone ought to get the best education possible consistent with their talents and interests. Improving our public schools is a policy most people can get behind. To be precise, improving the public schools that other children attend is the goal. Most parents are fairly happy with the schools their children attend (Quinnell 2017).

There are many ideas out there to improve the schools. They range from giving the schools more money (to buy ever fancier educational resources and pay higher teacher salaries), to giving the schools less money (getting rid of fancy doodads like art, band, and sports). There are proposals to change the nature of the daily school routine, like greater emphasis on discipline, bringing back corporal punishment, and the wearing of school uniforms. There are proposals to change the menu of educational offerings. Charter schools and school vouchers are two examples.

A lingering issue is the financing of schools and how it perpetuates inequality. As a general rule, schools are financed by a combination of local, state, and federal funds. Federal funds are typically a small portion of the annual school budget. Local funds are primarily raised by the property tax, but that leads to an interesting conundrum. Rich areas have high property values and no problem raising funds for the schools. Poor areas with low property values have a greater struggle. While state funds try to offset some of this imbalance, the schools are frequently left with wide differentials in the funding of schools in different districts. For example, in Virginia in 2017–2018, Arlington county (an affluent county) spent $20,460 per student. Wise county (a rural county) spent $9,832 per student (Virginia Department of Education n.d.).

Some states have attempted to face this problem head on. In Hawaii and Kentucky, state funds provide the bulk of the funding, and this allows them to reduce spending differences between school districts dramatically.

A large body of research supports the idea that the early years of a child’s life (from womb to kindergarten) are particularly important in shaping their educational and economic future (Carneiro and Heckman 2003). This implies a high value of providing extensive support to families with young children. One of these types of support is pre-K schooling. Some have gone so far as to call for pre-K to be mandatory.

Attention has been directed to higher education through the Free College for All and Abolishing Student Loan Debt proposals. While they are separate policies, in the sense that you can advocate for one without advocating for the other, they can be discussed as a pair because they are both about reducing the high cost of college in an economy where having a college degree is increasingly important. A college degree represents the acquisition of human capital needed to keep a modern economy growing and developing. Since the rich already make college available to their children, while the poor have a greater struggle, increasing access to college degrees should reduce the level of income inequality.

Since the 1970s, the federal government has been subsidizing loans to pay for college expenses. While this has expanded access to college, it has also left students with a heavy burden of debt due to rising college costs and stagnant wages for entry-level jobs. As of 2021, nearly 45 million Americans together had $1.71 trillion in total student loan debt. The average monthly payment was $300, and 11.1 percent of all student loans were 90 days or more delinquent or in default. In 2019, the average debt at graduation was $28,800 (Student Loan Hero 2021). The 2021 American Rescue Plan included provisions relevant to the issue. It made loan forgiveness tax-free. What that means is that if loans were abolished, the debtors would not have to declare that financial benefit as income and pay taxes on it.

Not everyone is in favor of student loan forgiveness. The financial institutions mentioned earlier do not want to lose their financial stake in this market. Many former students who worked hard and sacrificed to pay off their student loans would be envious and resentful of this boon being given to this group of debtors. And there are those who as a matter of principle think people should pay off what they borrowed.

2. Job Training—Moving forward, an interesting philosophical issue must be addressed, namely, what types of job skills should be emphasized by government job training programs. American parents are obsessed with their children going to college as their ticket to the good life. (A college education is not just job training, but it is an important part of the package.) But there are problems with this scenario. College is not for everyone. There are some who would be happier and more productive working with their hands. Highly skilled blue-collar workers are in short supply. And the “failure to launch” problems of some college graduates have been well-documented. This had led some to call for a reorientation of our job training approach. Reduce the emphasis on college-going and increase the emphasis on apprenticeship programs. An apprenticeship is a way to learn industrial skills through a planned and supervised on-the-job training program that might or might not include some classroom instruction. To those who might say “let’s do more of both,” do not lose sight of the fact that resources are limited. The bottom line is that if we do job training right, the economy will not only grow faster but become more equal.

3. Government Regulation of the Labor Market—There is nothing fundamentally just about a market-determined wage. It can be shown to be economically efficient (helping us get the most out of our labor resources), but for it to be just it must also be equitable. When society judges that wages are inequitable, it sometimes uses government to try to fix things. The most obvious example here is the minimum wage. As of 2021, the minimum wage that covers most Americans is $7.25 per hour, but there has been a big push to increase it to $15 per hour. While a higher minimum wage would put more money in the pockets of low-income workers who retain their jobs, pushback is inevitable. More money in the pockets of workers means less money in the pockets of employers, and many of these employers are not rich people. Also, there are the potential unintended consequences of this policy. Will low-income workers lose jobs, fringe benefits, training opportunities, and workplace amenities?

A minimum wage law is not government setting the wage that will be paid in all cases. It is only a floor on wages. Employers may not pay less than that. On their own accord, there is nothing preventing employers from paying more than that. In 2022, as the economy recovered rapidly from the COVID-19 recession and as many workers appeared reluctant to return to work on prepandemic terms, companies were forced to increase their starting wage. In many cases they began offering $15 an hour (e.g., Amazon, Best Buy, and Target). In some cases, they offered starting wages in excess of $15 an hour. For example, Bank of America offered $21 an hour, Costco offered $17 an hour, and Hobby Lobby offered $18.50 per hour (Naquin 2022).

There are many other benefits that government could mandate employers provide. Should employers be required to provide health insurance, paid family leave, paid vacations, and completely safe workplaces? Each of these is an estimable goal, but we can never lose sight of the economists’ dicta of “no such thing as a free lunch” and the law of unintended consequences. These benefits must be funded from somewhere. If they are funded by an imposition on employers, that will raise costs of production and likely lead to fewer jobs, fringe benefits, training opportunities, and workplace amenities. If they are funded by taxation, then the rest of society pays, and even if any particular benefit does not cost very much, once we start adding benefits the costs can skyrocket.

Government regulation of the labor market also includes the structure of the labor market. Lack of competition in the labor market was mentioned as a problem earlier, and there may be ways to address that problem. We might ease up on occupational licensing requirements and regulate noncompete agreements. In July 2021, President Biden issued an executive order calling on the Federal Trade Commission to draft a regulation restricting the use of “unfair” noncompete agreements, although there is scant evidence of their widespread use in the low-wage labor market (Kessler 2021). Vigorous enforcement of the antitrust laws for the product markets could make the labor market more competitive.

Other government regulations of the labor market have to do with the immigration laws. Who we let into the country determines the skill mix in our labor market, and the skill mix influences inequality. If we let in primarily low-skilled workers, that will lower wages in that sector of the labor market and increase the degree of inequality. If, like some other countries (Canada, New Zealand, Australia), we have a bias toward highly skilled immigrants, that could actually reduce inequality. Determining the skill mix is also related to border enforcement. Strict border security will not only determine the number of immigrants, but also the types of immigrants. Those who swim the Rio Grande bring a different skill set than those who fly here and overstay their visa.

Relatedly, our laws regarding tariffs and quotas determine the extent of foreign competition in our economy, and which industries and workers prosper and fail.

4. Income Tax Policy—Income tax rates today are historically low. One way to make the distribution of income more equal would be to increase the progressivity of income tax rates, by increasing the tax rates on the highest earners. In addition, provisions of the federal income tax that favor higher-income tax payers, such as the mortgage interest deduction, could be removed. Capital gains, currently taxed at a lower rate than labor earnings, could be taxed at the same rate as ordinary income.

5. Wealth Taxes—The United States does not prioritize taxing wealth. That said, there are some taxes on wealth. Homeowners and business firms pay property taxes, very large estates are subject to estate taxes upon the passing of their owner (affecting approximately 1% of the estates each year), and in some states, heirs pay taxes on what they inherit, but that is about the extent of it. There are practical reasons for not focusing on wealth. For one thing, it is difficult to measure wealth. The value of stock and bond portfolios can be measured fairly easily. The value of an unsold house or car or painting by a grand master involves a bit of guesswork. Some wealth is easy to hide in secret bank accounts in Switzerland and the Cayman Islands. Several European countries have tried to tax wealth but have been forced to back down due to the reasons cited. Nevertheless, some politicians and economists have asked that we reconsider our priorities. The call for a wealth tax has been picked up by some American politicians, most notably by Senator Elizabeth Warren (D-MA).

6. Transfer Payment Policy—There is no shortage of suggestions for tinkering with the existing system of transfer payments. Among the ideas that have been floated in recent years are the following:

Temporary Assistance for Needy Families (TANF)—TANF benefits have fallen behind the cost of living and differ widely across states. Indexing benefits (increasing benefits automatically when the cost of living rises) and creating more uniformity across the country are perennials. The flexibility of the work requirement is an issue. During periods of recession requiring TANF recipients to have a job might be unreasonable. Allowing them to substitute training and job search activities has been suggested. The emphasis on getting married does not sit right with some people.

Supplemental Nutrition Assistance Program (SNAP)—Some conservatives have chafed at SNAP’s lack of a work requirement while others have questioned whether SNAP benefits should be able to be used to buy expensive food (e,g,, good cuts of meat). Others have sometimes questioned why SNAP can be used to buy “junk” food like potato chips and sugary soda.

7. Medicare-for-All—Sixty-six countries around the world provide for universal health coverage (Wikipedia 2021). In some, like the United Kingdom, the government manages the health care system. Others use a mixture of publicly provided and privately provided health insurance. Still others have a government regulated system of private health insurance. The United States is not part of this group of countries.

The system in the United States is a mixture of public and private insurance. Roughly speaking, retired people have Medicare, a government-run health insurance system largely funded by taxes; poor people have Medicaid; and working people have private insurance through their employer or the state organized Health Care Exchanges established through the Affordable Care Act (aka Obamacare). Yet approximately 9 percent of the population still does not have health insurance.

The main reason why people do not have insurance even with Obamacare in place is because they believe that insurance is unaffordable, and they have not inspected the Health Care Exchanges. Others do not think they needed insurance, do not think they would be eligible, or are unaware of the exchanges. Some reside in states that have not expanded Medicaid, and some are undocumented immigrants who were legally excluded from the program (Gunja and Collins 2019).

To many, having a society without universal health coverage is both inequitable and inefficient. It is inequitable because families without insurance are just one illness away from financial disaster. It is inefficient because private insurance raises costs of production for firms, multiple competing private health insurance companies add to the cost of health care through advertising and administrative expenses, and illnesses can spread from the untreated uninsured to the entire population.

Establishing a single-payer system (one where only one entity provides for health care costs, like the government) has been the goal for a long time. The current incarnation of this is the Medicare-for-All proposal of Senator Bernie Sanders (I-VT), supported by Senator Elizabeth Warren (D-MA). The plan would eliminate all private insurance and extend Medicare to cover all Americans, not just the retired. The details have not been filled in, largely because there is no constituency that would give this plan any chance of passing in our current political environment.

There are some, like former President Trump, who think that abolishing Obamacare and replacing it with something better is the way to go. While the Trump faction was successful in handicapping Obamacare, as mentioned earlier, they utterly failed to provide an alternative. At least 15 times during his presidency, Trump promised a new and better plan “within two weeks.” Surprisingly, or not surprisingly, he failed to come through each time.

8. Universal Basic Income (UBI)—An old idea that has become new again is that of Universal Basic Income. The current incarnation of UBI is failed Democratic presidential candidate Andrew Yang’s Freedom Dividend.

UBI is a guaranteed annual income for all Americans. Under the Yang plan, every American over the age of 18 would be entitled to receive a monthly check for $1,000 with no strings attached. The purpose of the plan is to remove some of the stress of daily life. Families would have a certain source of income to pay medical bills and other debts, and the money could be used to help start a business or pay educational expenses.

The program would pull many families out of poverty and reduce income inequality (while everyone would receive these payments, the rich would find their payment taxed away). It would also protect Americans whose jobs would be threatened by the increasing use of computer technology and artificial intelligence.

UBI would either be a bargain or not come cheap. Estimates of its costs vary widely. UBI advocate Karl Widerquist calculates a net cost of $539 billion (Widerquist 2017). Bridgewater Associates calculates $3.8 trillion (Jaeger 2018). And there are many estimates in between. The differences in the estimates depends on the particular assumptions made regarding the exact size of the payment, whether children’s allowances are included, and how much of the money is taken back by tax policy, among other things.

9. Housing—The issue of housing is often overlooked in discussions of income inequality. The quality of housing a family enjoys, particularly the condition of the home, the impact of the cost of housing on the family’s budget, and the location of the home, with special reference to access to good schools, public amenities, safety and cleanliness, helps determine the competitiveness of the family members in the labor market.

Housing problems in the United States are largely the result of trade-offs we have made. Regulations regarding lot size, how much space per occupant, and the size of houses, among many other things, reflect the desire that homes provide an adequate standard of living to their occupants, but come at the cost of fewer homes built, high prices and rents, and shortages.

The government employs policies to encourage the construction of homes and to make homes affordable to low-income families. There are tax credits for builders of housing, tax credits for landlords to provide affordable housing, and rent subsidies and vouchers for low-income families. The government still spends money on public housing, but that is a receding part of the budget. The amount spent each year and the number of people helped is relatively small. The government spends about $50 billion per year (about 1 percent of the budget) to help 4.4 million households (Peter G. Peterson Foundation 2020). Compare that to the approximately $200 billion in tax expenditures on the mortgage interest deduction in the tax codes that largely benefits middle- and upper-class families.

10. Transportation—Another overlooked aspect of the inequality problem is the availability of good transportation. Low-income persons are less likely to have the use of reliable cars than the middle class, and good quality public mass transportation (buses, subways, etc.) is not widely-available in all metropolitan areas. This prevents low-income persons from sampling many good job opportunities and limits their access to education, healthy food, medical care, and many other vital services. Improving public mass transportation needs to be part of the agenda to reduce inequality.

Proposals to expand public mass transportation are frequently couched in the language of reducing air pollution, global warming, and traffic accidents. But the reduction of economic inequality is also part of the package, even if not made explicit. Specific proposals include ideas such as reducing fares, creating more convenient schedules (e.g. running more frequently during rush hour, running later at night, servicing more parts of the metropolitan region), improving safety on the system (e.g. vehicles less likely to “jump the tracks,” patrolling the system to protect passengers from violence), and offering vehicles that are more comfortable. There are proposals that are not directly related to public mass transportation, but that support its goals. Making cities less hospitable to cars by reducing the number of lanes cars can use, reducing the number of parking spaces, raising the fees for parking, and making bike lanes more available will shove people out of their cars. Cities can also expand ride and bike share availability (e.g., Uber, Lyft, Zip Cars, and the many less well-known companies that run bike share programs like B-Cycle in Denver, Citi Bike in New York, Capital Bikeshare in Washington, DC, and Veo in Seattle).

The problem, of course, is money. The financial investment needed to get these proposals off the ground is enormous. There is also the potential for push-back from car owners who cannot stand the thought of giving up their cars. If more workers are able to work from home in the future, that should ease some of these problems, but is unlikely to cure them.

Conclusion

Creating a just society is no easy task and is one humans have been fighting about for millennia. The discussion of problems, controversies, and solutions in this chapter should go a long way toward allowing the reader to understand the contemporary debate.
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The inequality problem in the United States is not just a conflict between the very poor and the very rich. The middle class has felt threatened, feeling that the road to the top is blocked and fearing slipping to the bottom. The photo shows a peaceful demonstration in Michigan, a state that has been hard hit by the winds of economic change.
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3    Perspectives

The wide-ranging essays in this chapter were written by authors from a variety of perspectives and professional backgrounds. Alison Baulos argues the efficacy of investing in early childhood education (pre-K) and strengthening the family for educational attainment and economic success. Leah Hamilton offers a critique of our existing welfare system and touts Universal Basic Income as a replacement. Richard Lachmann explains how economic inequality has been and continues to be a danger to democracy. Meenakshi Rishi and Ryan Cowles write about the impact of globalization on regional economic inequality in the United States. Steven Suranovic makes the case that increasing monopolization in product markets is a major factor leading to rising inequality in incomes. Erin Vernon and M. Courtney Hughes critique the income-based disparities in the United States’s healthcare system, and advocate for a single system of health insurance for all Americans. A comprehensive paid family leave policy would strengthen families and reduce inequality in the United States, according to Marilyn Watkins. Professional college counselors Art C. Baird and Jill F. Yoshikawa of Creative Marbles Consultancy talk about the stresses and strains that middle-class parents and their children go through trying to get into the “right” college.

In addition, this chapter features nine essays contributed by coauthor Robert S. Rycroft. These wide-ranging articles provide insights into a wide assortment of economic factors and issues pertaining to income inequality in America, including proposed solutions to reduce the widening gap between rich and poor.

Promoting Early Childhood Education to Address Inequality and Opportunity

Alison Baulos

Income in America is distributed unequally. Inequality is also found in other domains such as health, housing, and educational attainment. An abundance of research documents that these issues have direct and indirect correlations to income. This could suggest that a more even distribution of income would resolve many inequalities in America. But if we look deeper, income is a proxy for skills. Inequality in education, income, and health can be reduced or prevented—and economic mobility promoted—by the predistribution of skills through investments in early childhood development.

In the United States, public investments in education have focused on standardized test scores as the primary measure of the effectiveness of building skills and development of the nation’s human capital. However, there is an abundance of evidence that test scores are strongly correlated with a child’s family’s income. Gaps in test scores exist as early as age three and persist throughout a student’s schooling. Education should remedy, rather than reinforce, inequality.

Economic policies and programs target investments that generate the highest return. For investments that promote human development, an increasing volume of research points to the highest returns from investments in the first five years of a child’s life. These benefits are broadly distributed to the child, their family, and society (García et al. 2020).

Nobel laureate economist James Heckman demonstrates that educational investments in early childhood have higher returns than investments later in life. Drawing from empirical studies of child development, Flavio Cunha and James Heckman (2007) present a model of skill formation that illustrates the returns to investments at different stages of the lifecycle. A key feature of this model is dynamic complementarity, whereby skills developed at one stage increase the productivity of skills obtained at a later stage. For example, executive function skills (the ability to plan, focus, and multitask) developed as a child foster engagement in school, which boosts cognitive skills. It is costly to compensate for the effects of adverse environments at later ages. Young children living in poverty are less likely to complete school than children who experience poverty only when they are older (Duncan and Brooks-Gunn 1997). Expanding education in a child’s early years promotes overall human potential.

In 1965, policymakers working on poverty reduction founded Head Start, a federal program to promote the school readiness of young children from low-income households. Today, the program’s funding is limited, and it reaches only a fraction of low-income households: 36 percent of eligible children ages three to five and only 11 percent under the age of three (National Head Start Association n.d.). Critics of Head Start and similar programs argue that the educational progress made through these programs is fleeting, observing that gains on standardized test scores often fade out by early elementary school. Advocates counter that a number of well-designed studies have found that Head Start and similar programs achieve lasting gains on meaningful measures of student success, such as the likelihood of high school graduation.

For example, the Perry Preschool study was conducted in the 1960s. It was designed by psychologist David Weikart and career educator Charles Eugene Beatty; both believed preschool could steer children from needing remedial education. The rigorous body of research on the impacts of this program, spanning over five decades, has shown striking differences between those who attended the two-year, partial-day preschool program (which was supplemented with weekly home visits) and a control group that did not attend preschool. These meaningful differences include greater educational attainment, higher wages, and lower criminal activity. Gains in cognitive (IQ) test scores did fade by second grade. However, achievement test scores remained higher throughout schooling, and gains in executive function were sustained even to age 50 (García, Heckman, and Ronda 2021).

What does this tell us? Cognitive test scores are a farce. Better ways need to be developed to identify educational inequality, along with better ways to reduce it. One solution is to follow the operational model of the Perry Preschool Program, which focused on building socioemotional skills, such as self-discipline, empathy, and time management. Persistent gains in such skills lead to higher achievement on test scores as well as higher general achievement, including higher rates of high school graduation and college attendance, employment stability and earnings, and healthier behaviors like increased exercise and reduced smoking.

Another iconic early childhood education study, the Abecedarian Project, also followed its participants for decades. The program was a birth-to-five-years, full-day childcare center designed to promote language acquisition for underresourced children. Over their lives, participants demonstrated higher cognition and language scores, as well as gains in socioemotional skills and executive function. Child development scholars were also surprised to uncover impacts on health in adulthood. At age 35, male participants had significantly higher levels of “good” HDL cholesterol and none manifested metabolic syndrome—hypertension, central obesity, and dyslipidemia—versus 25 percent of the control group. The study also found lower levels of abdominal obesity for female participants (Campbell et al. 2014). Reducing health disparities is an important lever to promote social mobility and bring a high return on public funds invested in high-quality early childhood programs.

Inequality is multigenerational; early childhood intervention programs break this cycle, both in the immediate and long term. During the years of the Perry and Abecedarian programs, most parents of the child participants gained job experience or furthered their education while their children participated in these no-cost programs. This boosted the immediate and near-term resources of the entire family. A 2021 study also found impacts on the children of the original participants, even decades later. They were 17 percent less likely to have been suspended from K–12 school compared to children of control subjects. They were also 11 percent more likely to be in good health, 26 percent more likely to be employed, and children of males in the preschool group were 18 percent less likely to have been arrested through young adulthood (Garcia, Heckman, and Ronda 2021). The lives of the Perry Preschool participants were boosted in many ways, and these long-term impacts were achieved because their own children were raised in more stable and resourced environments.

Public policy on human capital formation also needs to acknowledge the role of the family. Many children are at home during their early years. If public dollars are only directed into childcare and preschool, then a segment of the population will be disenfranchised. Home-visiting programs that engage and coach parents of children who are not in childcare or preschool settings are an effective evidence-based investment in early childhood development. Home-visiting programs have been shown to increase educational attainment, employment stability, and wages into adulthood (Gertler et al. 2021; Walker et al. 2021).

Lastly, it would be a disservice not to acknowledge the inequalities facing early care providers directly. Poverty rates are 7.7 times higher among early childcare workers than K–8 teachers, and Black workers make on average $0.78 less per hour than their white peers (McLean 2021). Early childhood programs need to maintain quality, which requires an engaged, stable, and trained workforce. The COVID-19 pandemic has brought to light how essential early care providers and educators are to our economy. They are also critical to any social investment that seeks to address inequality.

Let’s work toward a society that invests in early care and education, investing our money where it can make the biggest difference. Building skills in underresourced children under age five may not ensure that they perform better on cognitive tests in 3rd and 8th grade, but the strong socioemotional skills built will enable them to better engage in school and be higher-functioning adults, contributing to a healthier, more stable economy. There’s no better way to reduce disparities than to prevent them from emerging. Policies that develop skills early promote opportunity, reduce inequality, and enable children from every economic background to thrive.
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Michael Tubbs and Universal Basic Income

Robert S. Rycroft

Michael Tubbs could have been forgiven if he wanted to put his hometown of Stockton, California in his rearview mirror and move on to bigger and better things elsewhere. Born in 1990 to a teen mother and a father serving a life sentence for kidnapping, drug possession, and robbery, Tubbs grew up in poverty and crime—his cousin was gunned down in Stockton—and his future prospects were bleak. But he did well in school and won a need-based scholarship to prestigious Stanford University. After graduating, Tubbs returned to Stockton and immediately got involved in local politics, winning a seat on the city council. In 2016, he was elected mayor of Stockton, the youngest mayor in the country and the first African American mayor in the city’s history.

As mayor, Tubb attracted national attention when he introduced the Stockton Economic Empowerment Demonstration (SEED), an experiment in one of the more pioneering ideas to fight inequality and poverty—Universal Basic Income (UBI). UBI is a guaranteed annual income. The government provides a monthly stipend of some amount of money with “no strings attached.” There are no restrictions on how the money is spent. The most expansive UBI program proposals (not yet implemented anywhere) are truly universal, providing stipends for everyone in the population. For example, Andrew Yang, an entrepreneur and candidate for the Democratic presidential nomination in 2020, made as his signature campaign plank a UBI payment that he dubbed the Freedom Dividend. Under Yang’s UBI plan, all Americans 18 years of age and older would be entitled to receive a monthly check of $1,000.

UBI is not a new idea. It can be traced back to 1516 and St. Thomas More, an English author, lawyer, and statesman who was beheaded by Henry VIII and later canonized. It was also an idea of Thomas Paine of American Revolution fame. Martin Luther King Jr. supported the idea. In the 1960s the famous conservative economist Milton Friedman and the famous liberal economist James Tobin both supported a version of UBI known as the Negative Income Tax. Republican President Richard Nixon proposed a form of UBI in his administration’s Family Assistance Plan in 1969. It did not pass in Congress, however, because conservatives thought it too generous and liberals thought it too stingy.

Any UBI program has several complementary goals. It will fight inequality and poverty. If targeted to the poor, it will close the income gap. If the program is truly universal and the rich receive stipends, that money can be taxed away from them so the net effect of the program will still be to close the income gap. UBI will protect families from the consequences of technological unemployment. As artificial intelligence overtakes more jobs, the humans who once held those jobs will have a safety net allowing them to retool. UBI will also reduce some of the stress of daily life. Families would have a secure source of income to pay for education, start a business, manage unexpected medical bills, or pay off debts.

The most prominent and common criticism associated with any UBI proposal is that the cost would be prohibitive. Cost estimates vary widely from $539 billion to $3.8 trillion annually (Jaeger 2018; Widerquist 2017). The different estimates reflect different assumptions about the size of the stipend, who is eligible, what programs it would replace, and how both recipients and taxpayers will react to the policy, among many other things. Two, recipients would slack off rather than striving for more education, job training, and work. An end-of-program analysis of SEED found that recipients actually increased their level of employment and had better mental and emotional health (Rosenberg et al. 2021). Three, working taxpayers would become resentful and disincentivized to work. U.S. taxpayers have never experienced a comprehensive UBI program but appear skeptical of it. In a Pew Research Center poll in 2020, a narrow majority of Americans (54 percent) opposed UBI programs (Gilberstadt 2020). Andrew Yang’s UBI pitch also was not persuasive enough for him to win the Democratic presidential nomination.

Nonetheless, interest in the Stockton UBI experiment was high among both political observers and partisans on both sides of the aisle. Tubbs’ SEED plan was a small-scale demonstration. It provided $500 a month for two years to 125 randomly selected poor adults from Stockton. It should be noted the program did not cost the citizens of Stockton a dime. All expenses were paid for by the Economic Security Project, an organization of curious Silicon Valley groups and private donors headed by Chris Hughes, one of the cofounders of Facebook. If the program met its initial goals, it could then be used as evidence in efforts to scale up to citywide, statewide, or even nationwide UBI programs.

As it turned out, though, SEED did not do much for Michael Tubbs’ career in Stockton. While his national profile was raised (helped by support from President Obama and Oprah Winfrey), he ended up losing his reelection bid in 2020 to a nearly unknown Republican in a city where Democrats outnumber Republicans by two to one. It has been speculated that his loss was the result of a combination of non-UBI related local issues, an especially poisonous social media smear campaign, and peculiarities of Stockton’s political culture (Siders 2020).

Nevertheless, it is not the end of the road for Michael Tubbs and UBI. Tubbs is currently Special Advisor for Economic Mobility and Opportunity for Governor Gavin Newsom of California, tasked with developing antipoverty policies. Who knows, maybe a statewide UBI program will emerge?
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The Answer to America’s Ineffective Welfare System? A Universal Basic Income

Leah Hamilton

The American “social safety net,” so called because the purported intent is to catch those in danger of “falling” due to macroeconomic fluctuations and personal life circumstances, has met its goals to varying degrees of success in its nearly century-long history. This ebb and flow is closely linked to the tide of American politics. A growing body of evidence suggests that a contraction of social spending in recent decades has only exacerbated inequality and trapped vulnerable families in poverty. Meanwhile, data from 60 years of Universal Basic Income (UBI) pilots present a compelling alternative.

Acknowledging Our Past

Social programs expanded rapidly during the eras following the Great Depression and World War II, including Aid to Families with Dependent Children (AFDC), Social Security, unemployment insurance, and an early version of disability insurance. Welfare rights organizers of the 1960s successfully defeated many of the racist and sexist policies that plagued these programs in their first years of existence. They also significantly influenced the Great Society initiatives of President Lyndon B. Johnson. These efforts expanded welfare benefits to families of color and established numerous other vital programs including Head Start, Food Stamps, Medicare, and Medicaid.

However, growing unease about the Civil Rights and Great Society movements among white voters created fertile ground for politicians of the 1970s and 1980s seeking to divert social spending to the military (amidst the backdrop of the Cold War) and corporate welfare. The growth of international trade during this time put more pressure on corporate America to remain competitive and profitable, and they intensified their calls for the federal government to give them tax breaks and subsidies and reduce government regulations pertaining to their business operations. Politicians like President Ronald Reagan were sympathetic to corporate America’s complaints and sought to reduce the amount of money America was spending on social welfare programs. Reagan, for example, spoke of unemployed “welfare queens” living in material comfort in urban areas to plant the seed in American minds that unmarried mothers, especially Black mothers, were exploiting an overly generous safety net.

The proposed solution was to set stricter limits on eligibility for assistance from these social welfare programs. For example, the Omnibus Reconciliation Act of 1981 states that AFDC recipients can have no more than $1,000 in financial assets; this limit exists to this day in many states. The argument that welfare eligibility criteria must be ever tighter in order to prevent “dependence” on social programs grew among conservatives (supporters of limited government) and neoliberals (conservative on economic issues while liberal on social issues) throughout the 1980s and 1990s. It reached its zenith in 1996 when the Republican-controlled Congress and Democratic President Bill Clinton replaced AFDC with Temporary Assistance for Needy Families (TANF).

TANF introduced five-year lifetime limits on enrollment (reduced to one or two years in some states), new work requirements, converted funding to limited “block grant” programs for states, required states to deny applicants who had ever been convicted of felony drug possession, and barred legal immigrants for their first five years in the country (undocumented immigrants are never eligible).

Confronting Our Present

The TANF program gives states a great deal of flexibility to set eligibility requirements and use funds. As a result, the variation in welfare policies from state to state across the country has become similar to the variation one can see between many European countries (Bruch et al. 2018). While these differences create a wholly irregular American safety net, it has allowed researchers to examine the incentives and effects of various program rules. For example, asset limits for TANF eligibility range from $1,000 to $10,000 and have even been eliminated altogether in a handful of states (Prosperity Now, 2020). When states eliminate or significantly increase their TANF asset limits, the number of enrolled families does not increase, but low-income families have been found to increase their savings in some studies (Hamilton et al., 2019). Allowing families to build savings is critical given that a 2015 Pew Charitable Trusts study found that 40 percent of Americans could not cover a $2,000 financial emergency such as a layoff, medical bill, or car repair (Pew Trusts, 2015). The ability to recover from financial setbacks is often the difference between intergenerational mobility and continued poverty because as one study explained, “escaping poverty requires almost 20 years with nearly nothing going wrong” (White 2017).

Similarly, imposing restrictive income limits for eligibility in assistance programs has been found to create a “cliff effect,” in which families who manage to secure even small increases in income can lose eligibility not only for TANF, but other assistance related to food, housing, childcare, and medical care. This dynamic creates situations in which families are actually worse off financially when they increase their household income. As a result, families on TANF and some other assistance programs have a strong incentive to turn down extra work hours or promotion opportunities so that they can continue receiving benefits that help them feed and shelter their families or afford quality childcare (Roll and East, 2014). One study concluded that “a rational individual would never work more than part-time” (Richardson and Blizard, 2021).

It is important to note that these restrictions only apply to programs aimed at low-income individuals. Programs aimed at middle- and upper-income households, such as the mortgage interest deduction and tax-sheltered retirement accounts (which constitute a much larger share of the federal budget) are designed to incentivize asset building with the tacit assumption that self-advancement among wealthy individuals benefits society as a whole. The double standard created by these two tiers of public benefits has created a class of workers who are perpetually stuck in poverty, then forced by both desperation and program rules to accept any wages offered—a dynamic that ultimately benefits wealthy business owners.

Reimagining Our Future

If you remove the eligibility limits that trap people in poverty, you are essentially left with what advocates call a “universal basic income” (UBI). This idea, currently growing in popularity, is older than America itself. Philosophers have argued for centuries that ensuring everyone is able to meet their basic needs is not only more humane but benefits the entire society. UBI enjoyed a resurgence of interest in the 1960s with proponents ranging from Martin Luther King Jr. to President Richard M. Nixon. Pilot programs were launched with thousands of participants across the country. However, the conservative swing in American politics described earlier slowed its momentum until a recent reemergence due to widening economic inequality, recessions, and most recently, the COVID-19 pandemic.

In the past decade, innumerable UBI pilots have launched around the world with strikingly similar results to those observed in the 1960s. Basic income decreases poverty, improves physical and mental health, and strengthens family relationships. Children of recipients have better school attendance and educational outcomes. Recipients continue to work or even work more when they have the capital to launch small businesses. They also spend more, which benefits the wider economy (Hasdell, 2020; Marinescu, 2017).

Proponents further argue that a UBI would give workers greater bargaining power to refuse meager wages; advance racial and gender equality; compensate women for the billions of hours of unpaid care work that they contribute to the economy; give people greater flexibility to find meaningful employment rather than stay in a dead-end job; and even create space for innovation and entrepreneurship by giving artists, inventors, and small businesses a modest financial cushion to explore creative and career opportunities.

The COVID-19 pandemic has laid bare what poverty scholars have known for decades. Without a robust social safety net, individuals, communities, and the entire economy suffer. Reweaving the safety net to remove the gaping holes for families in need and the eligibility requirements that trap recipients in poverty by instating a basic income is the only way to ensure that America can respond to the current crisis and those that will inevitably follow.

References

Abramovitz, M. 1996. Regulating the Lives of Women: Social Welfare Policy from Colonial Times to the Present. Boston: South End Press.

Bruch, S. K., M. K. Meyers, and J. C. Gornick. 2018. “The Consequences of Decentralization: Inequality in Safety Net Provision in the Post–Welfare Reform Era.” Social Service Review 92 (1): 3–35. https://doi.org/10.1086/696132.

Hamilton, Leah, David Rothwell, Jin Huang, Yunju Nam, and Taylor Dollar. 2019. “Guarding Public Coffers or Trapping the Poor? The Role of Public Assistance Asset Limits in Program Efficacy and Family Economic Well-Being.” Poverty & Public Policy, 11 (1–2): 12–30. https://doi.org/10.1002/pop4.244.

Hasdell, R. 2020. What We Know About Universal Basic Income: A Cross-Synthesis of Review (p. 27). Basic Income Lab. https://basicincome.stanford.edu/uploads/Umbrella%20Review%20BI_final.pdf.

Marinescu, I. 2017. No Strings Attached: The Behavioral Effects of U.S. Unconditional Cash Transfer Programs. Roosevelt Institute. http://rooseveltinstitute.org/wp-content/uploads/2017/05/No-Strings-Attached-050417-1.pdf.

Pew Trusts. 2015. Pew Finds American Families Ill-Equipped for Financial Emergencies. Pew Charitable Trusts. http://pew.org/1MSR6O3.

Prosperity Now. 2020. Asset Limits in Public Benefit Programs. https://scorecard.prosperitynow.org/data-by-issue.

Richardson, Craig, and Zachary Blizard. 2021. “Benefit Cliffs, Disincentive Deserts, and Economic Mobility.” Journal of Poverty, 26 (1): 1–22, https://doi.org/10.1080/10875549.2020.1869665.

Roll, S., and J. East. 2014. “Financially Vulnerable Families and the Child Care Cliff Effect.” Journal of Poverty, 18 (2): 169–187. https://doi.org/10.1080/10875549.2014.896307.

White, G. 2017. “Peter Temin: Economic Mobility Requires The Nearly Impossible.” The Atlantic, April 27. https://www.theatlantic.com/business/archive/2017/04/economic-inequality/524610/.

Leah Hamilton, MSW, PhD, is an Associate Professor of Social Work at Appalachian State University, Senior Fellow at the Jain Family Institute, and Faculty Affiliate at the Social Policy Institute of Washington University in St. Louis. She teaches social welfare policy and conducts research related to economic justice and basic income. Her book, Welfare Doesn’t Work: The Promises of Basic Income for a Failed American Safety Net was released by Palgrave MacMillan in 2020. Her work has been featured in multiple national publications including the Washington Post, CNBC, The Atlantic, Vice News, National Public Radio, Fast Company, and Bloomberg View.

An Immigrant’s Story

Robert S. Rycroft

Roxana Chicas entered the United States at age four riding on her mother’s shoulders as they illegally crossed the southern border into Texas (I Stand With Immigrants Initiative 2020). Born in El Salvador, her mother made the painful decision to leave family and community behind and flee the poverty and limited educational opportunities of her native land for the United States, the fabled “land of opportunity.” Mother and daughter settled in Gwinnett County, Georgia, an area that was very white, very Christian, and not very welcoming. Finding a good job was no mean feat for an undocumented immigrant, but Roxana was able to use her bilingual abilities—scarce in Gwinnett County—to land a job in a pediatrician’s office. Working with low-income people, she became inspired to become a nurse. By 2020, she had become an essential worker responding to two concurrent crises facing the United States: food supply chain issues related to shortages of healthy agricultural workers and cooks (many of whom are immigrants), and caring for patients with COVID-19.

No two immigrants have the exact same story, but the similarities are striking. Nearly all of their stories include the wrenching decision to leave communities and cultures they have known since birth and enter a strange, new culture where hostility to immigrants—documented or undocumented—appears to be on the increase (Edwards 2019). For the immigrants themselves, the decision to come to the United States often proves to be a good one in important respects. They find jobs that pay more than in their home country, and they often have better educational, housing, and health care options in the United States. In some cases, they are able to escape toxic environments back home involving political chaos, gang violence, and sexual assault. Many family members who remain back home also benefit from savings received from the family member in America.

As noted, though, anti-immigrant attitudes and sentiments are on the rise, especially in more politically conservative parts of the country. To hear the critics tell it, immigration has been a disaster for Americans. They claim immigrants steal jobs, lower wages, increase crime, and act as a net drain on government social welfare programs, schools, and health care facilities.

The facts tell a different story. Rather than taking jobs from Americans, immigrants have been found to be net job creators (Azoulay et al. 2020). Immigrants are not just employees, they are also entrepreneurs, and the businesses they build have a net positive impact on the total number of jobs. In fact, Americans should welcome immigrant workers. Our anemic long-run economic growth rate can be improved by expanding the labor force through immigration. Americans are not reproducing themselves at a high enough rate.

Immigrants do not substantially lower overall wages. That should be clear from even an elementary understanding of supply and demand. Yes, immigrants increase the supply of labor, but they also have to buy food, clothing, entertainment, housing, and transportation in the United States, and the increased demand for goods and services (and the increased demand for labor to provide those goods and services) offsets the increased supply of labor. The empirical evidence, although ambiguous in places, would appear to support that conclusion (de Brauw 2017). What is likely, though, is that immigration can change the wage structure in the United States. If immigrants are primarily low-skill workers, then immigration can contribute to higher inequality. In fact, the empirical evidence would appear to support that conclusion, but only a little bit. “No doubt immigration affects inequality, but it is likely not the primary driver” (Nowrasteh 2015).

With respect to crime, virtually every serious scholar and organization that has looked into the issue has concluded that immigrants are less likely to commit crimes than native-born Americans (Rizzo 2018). Regarding public services, immigrants tend to be young and ineligible for many public benefit programs, but they still have to pay taxes (personal income, social security, sales taxes, among others), so on net they pay more in taxes than they receive in taxpayer-funded programs and benefits (Cerza 2018).

Finally—but perhaps most importantly—immigrants have contributed fresh ideas and energy and passion to American culture, whether the individual in question is Czechloslovakian immigrant and former Secretary of State Madeline Albright; South African immigrant, inventor, and entrepreneur Elon Musk; Australian immigrant and actress Nicole Kidman; Cuban immigrant and recording artist Gloria Estefan; Afghan immigrant and best-selling novelist Khaled Hosseini; or Russian immigrant and professional hockey player Alex Ovechkin. Roxana Chicas is an unsung hero compared to those household names, but her contributions to her adopted country have been a win–win for both her and America.
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Kim Thomas and the Fight for $15

Robert S. Rycroft

Home health aide Kim Thomas, 56, was drawn to her occupation after caring for her ailing mother. “I truly feel like this is where God wants me to be,” she said. When she started working as a home health care worker in North Carolina in 2003 she was paid $7 per hour. Thomas was frequently forced to work through the night to earn enough to pay her bills. By 2020, she was earning $13 an hour as a hospice aide in South Carolina, providing essential services to dying patients, including helping them get up in the morning, shower, get dressed, and eat. But even $13 an hour is not much to live on. Despite working on a full-time basis, Thomas said she lives a “promise-to-pay to promise-to-pay” life juggling her partial payments to various bill collectors (Selyukn 2020).

Kim joined the Fight for $15 movement in 2012, soon after the initiative was founded. The movement began as a strike by fast-food workers for better wages and working conditions, and quickly spread to low-wage workers in many other service occupations. The goal of the movement, which has received strong support from labor unions and various civil rights organizations, is to raise the minimum wage to $15 an hour, either by convincing employers of the business and moral benefits of doing so or by getting Congress to enact legislation raising the federal minimum wage.

Raising the minimum wage is a policy idea that often surfaces around discussions of inequality and poverty. The minimum wage is a government-mandated wage floor. An employer may not offer a wage lower than the floor, although there is nothing to prevent them from offering more.

When first introduced in the Fair Labor Standards Act in 1938, the federal minimum wage was set at $0.25 per hour. As of mid-2022 it stands at $7.25 per hour. Most workers are covered by the law, with a few exemptions, and individual states have the authority to enact their own minimum wage laws. As of early 2022, 31 states and the District of Columbia have minimum wages higher than the federal level (so the state minimum prevails). Thirteen states have minimum wages equal to the federal level. Two states have minimum wages less than the federal level (so the federal minimum prevails). Five states do not have minimum wage laws (so the federal level prevails for covered workers). Some cities, like Los Angeles and Seattle, have their own minimum wages that exceed the state level.

The main arguments in favor of minimum wage laws are both moral and practical. The moral argument is that employers have an ethical obligation to offer even low-skill workers a “living wage.” Consider an employer who offers a wage of $7.00 an hour, as Kim earned in North Carolina. If the worker works full-time for 52 weeks in the year (2,080 hours), that would work out to $14,560 per year, below the 2020 poverty threshold of $17,331 for a two-person household and only a bit above the $13,465 threshold for a single person (United States Census Bureau 2021). And the poverty threshold should in no way be thought of as a “comfortable” standard of living.

The practical angle is that higher wages are beneficial to employers as well as low-income workers. Higher wages give low-income workers more spending power, which ultimately benefits the employer. Advocates also say employees receiving a higher wage may be more motivated or in better health to work hard, and that higher wages reduce employee turnover, which ultimately saves employers money that would otherwise go to the recruitment and training of replacement workers. Many prominent companies have already raised their minimum wage to $15 an hour or more and been pleased with the results (Olya 2021). As Amazon says on its website, “We’ve seen the positive impact this has had on our employees, their families, and their communities” (Amazon n.d.). The bottom line is everyone wins.

If you accept those premises, then the question becomes what should the minimum wage be? At the current $7.25 per hour, annual income for a full-time, year-round worker would be $15,080, not great, but better than Kim’s $7.00 per hour. At $15 per hour, annual income would be $31,200. This too is a modest standard of living, but it does offer the promise of better food, housing, and transportation options for workers. Calls to raise the minimum wage to $15 an hour, however, have many opponents. One thing you learn when you study economics is that things are not always as simple as they might at first seem. There is a law of unintended consequences, and, with respect to the minimum wage, critics of raising it say the unintended consequences can be quite severe.

Skeptics argue that a significantly higher minimum wage would make payroll a higher business expense, which might in turn lead employers to hire fewer workers. Perhaps the employer might substitute automated machines in place of the limited skill workers. In parking garages today you take a ticket from a machine to enter, pay at a machine with your credit card, and use the cancelled ticket in a machine to leave. The only people you see are the other drivers. That was not always the case. Once upon a time, employees personally facilitated these interactions, dispensing tickets, collecting fees, and opening and closing gates as cars arrived and departed. Of course, the technology available to us today was not available once upon a time, but technology is not used just because it is available. It has to make economic sense, and the higher cost of limited skill labor could have been the catalyst.

In addition, a minimum wage law only applies to the money wage an employer pays. It does not apply to other aspects of compensation, like fringe benefits, training opportunities, and working conditions. Opponents of the minimum wage argue if the employer has to pay a higher wage, the employer may compensate by cutting health insurance, paid vacations, workplace amenities, and training opportunities, among many others. Even if the employee keeps their job, the employee might be worse off than before. What little empirical evidence exists on these predictions finds the effects to be small. Some aspects of compensation, like amenities and training opportunities, are difficult to measure accurately so no evidence exists at all (Clemens 2021).

What these conflicting arguments establish is that the desirability of a minimum wage increase cannot be determined by theory alone. Empirical evidence is needed.

Hundreds of research studies about the minimum wage have been undertaken since the 1930s. Frustratingly, the findings have been all over the map. Many studies find the minimum wage does have a negative impact on employment, fringes, training, and working conditions. Others find positive effects on employment and only trivial effects on everything else. Specifically regarding employment, Neumark and Shirley (2021) surveyed 57 studies since 1992 of the impact of the minimum wage on employment. The preponderance of them found harmful effects. It is certain the impact of the minimum wage is one topic that will keep economists occupied for many years to come.

What is also certain is that the fight for $15 is far from over. Some states and cities have already raised their minimum to $15 (with increases spread out over several years), and in April 2021, President Joe Biden issued an executive order mandating a $15 an hour minimum wage for all federal employees and contractors. But while most Democrats favor the increase, they face unified opposition from the Republicans, which likely will be enough to keep it bottled up for some time. Certain too is that Kim Thomas will keep fighting for $15. “When I started hearing how many states are actually winning the $15 an hour, it gives me hope” (Selyukn 2020).
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Income Inequality and the Future of Democracy

Richard Lachmann

The distribution of income, and even more so that of wealth, has become increasingly unequal in the United States since the 1970s. Inequality undermines democracy in both the political realm and in everyday life.

Money and Politics

Political campaigns cost money. Candidates and parties have always turned to rich people for campaign contributions. Laws in most European countries that limit campaign contributions or advertising serve to constrain the capacity of rich people, labor organizations, and corporations to influence candidates and elections. In the United States, the Fairness Doctrine (a rule established in 1949 by the Federal Communications Commission) had a similar effect by requiring television stations to give equal time to opposing viewpoints. This ensured underfunded candidates would get free time slots to match those secured by candidates with bigger campaign chests. The 2010 Supreme Court’s Citizens United vs. Federal Election Commission decision totally eliminated limits on corporate and private campaign spending, however. Since then, political contributions and independent spending on political issues or candidates by the very rich have increased enormously.

Contributors expect access to politicians and support for their particular interests in return for their money. In fact, researchers have found that while ordinary voters’ policy preferences, as measured by opinion polls, have no effect on what laws are enacted, the desires of economic elites, especially when they are in broad agreement among themselves, do influence what bills Congress passes (Gilens and Page 2014).

The rich have two other ways of exerting outsize influence over American politics. We get most of our information about what our government is doing through media that are owned by the rich. In some cases a single person controls an outlet—most notably Fox News by Rupert Murdoch and Facebook by Mark Zuckerberg—that millions of Americans utilize as a news source, for better or worse. Most media don’t have a single controlling owner and instead belong to corporations with numerous shareholders. Large shareholders are generally wealthy and often want news media (websites, television networks, radio stations, newspapers, magazines, etc.) to report in ways that don’t challenge a system of economic inequality that rewards the rich with ever greater wealth. In addition, advertisers, who provide most of the revenue for media corporations, will boycott news sources that are critical of the flaws of capitalism. The result is that the public is presented with a distorted view of the economic choices the nation faces, because big media outlets either ignore or offer unfairly critical coverage of politicians and social movements that challenge capitalism (Herman and Chomsky 1988; Pickard 2020).

The rich also shape government through lobbying. Most voters don’t have the time to follow the long and detailed processes by which legislation is written or the hearings at which regulations are written. Nor do voters have the technical expertise to know if laws or regulations meet the general public’s interests or those of narrow elites. The rich don’t have to attend hearings or develop expertise. They have the money to hire lobbyists who can be in Congress or at executive agencies every day to pay attention, evaluate details, and offer proposals that will serve their privileged clients’ interests.

Together, candidates’ needs for campaign contributions, the growth in influence of politically biased media, and the work of lobbyists all contribute to laws and public policies that conform to the desires of the rich rather than what the majority of voters want. In that way, democracy is limited. The choices most politicians offer are skewed toward the preferences of their financial backers, while proposals that could result in a redistribution of income and wealth rarely get serious attention in the media, in political campaigns, or in governmental deliberations. When many choices and the voices of a majority of Americans are sidelined, it is hard to see the United States as a nation that is living up to its avowed democratic principles.

Inequality in Everyday Life

Inequality in wealth also affects everyday life beyond politics. The wealthy own and control the businesses where most of us work. Their ownership status gives them the power to set many of the conditions under which employees work (as long as they follow relevant laws and regulations). In the United States, employees have very limited protections from being fired for any cause or no cause at all. Owners and the managers they hire decide on which new products will be developed, what will be produced, and where businesses will be located. All these decisions are made without democratic participation by the workers, consumers, and others who are affected by the choices of the rich.

These decisions are classified by law, and by widely held conceptions of private property, to be the prerogative of business owners. The world of work, in which we spend more time than any other activity, is nondemocratic. Those with the money to own businesses get to make decisions for everyone else. Big corporations, which dominate the economic life of the United States, are not run democratically. Even the shareholders who vote in elections for corporate board positions (which are almost always uncontested) come from the richest strata of the U.S. population.

Can Democracy Be Restored?

The trend toward greater inequality is continuing as we enter the third decade of the 21st century. But although inequality is already greater in the United States than any other wealthy country, the trend in the United States and in almost all of Europe and east Asia is toward increasing inequality. Thus, we can expect the United States to become even less democratic, and for ordinary people in other countries to have an ever-weaker voice in shaping the future of their societies and their individual views.

Workers are becoming ever more vulnerable as more and more people work at gig jobs and union and civil service protections are further undermined. Even when the rich don’t get their way in shaping government policies, they are able to still use their power to gridlock decisions, preventing the rest of the population from realizing their preferences. Control over what we see and hear is becoming ever more highly concentrated in a few monopolistic corporations that manipulate viewers’ experience and participation in wider society with highly sophisticated algorithms.

Oligopolistic control over the economy and media is not unique to 21st century America. It has happened in this country before and elsewhere in the world. Democracy becomes stronger in times and places when ordinary people come together in mass social movements to make demands on governments and on their employers. Sudden upsurges in protests, strikes, and electoral participation have heightened real democracy and forced significant changes. Voting rights, equal rights for women and people of different races and genders, the eight-hour workday, retirement and health benefits, and more all were won when people came together to demand those rights. Democracy is not just a matter of voting. Democracy exists when and where people realize that they are a majority with the capacity to challenge the political advantages the rich enjoy as a result of their grossly unequal shares of income and wealth.
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Medicare-for-All

Robert S. Rycroft

In the United States, exploratory chest surgery, regularly used by doctors to gain access to the heart, lungs, esophagus, and spine to diagnose and treat ailments, costs on average $137,533 (Learish 2020). A private room in a nursing home for a dementia patient can cost over $100,000 for a year (Alzheimer’s Association 2021). In 2021, the Food and Drug Administration (a government agency that certifies the safety of the medicines Americans use) approved a dementia drug that would cost $56,000 a year for patients, despite no evidence that it works (Hiltzik 2021). Surgery to repair a broken leg costs between $17,000 and $35,000 (Bryan 2021).

What these examples serve to show is that getting sick is no picnic in the United States. There is the illness itself to contend with, but also the possibility that the family could be bankrupted paying for medical care. To reduce the cost of healthcare and guarantee every American access to it, Senator Bernie Sanders (I-VT) introduced legislation in 2013 that he called Medicare-for-All, a proposal to create a single-payer system of health insurance in the United States.

To protect themselves against the financial disaster of catastrophic illness, most Americans have health insurance. Health insurance in the United States, however, is a patchwork of different private and public programs. A peculiarity of the United States compared to other affluent countries is that most insured people (56.4 percent in 2019 [Keisler-Starkey and Bunch 2020]) receive their insurance as part of the compensation package from their employer (this includes government employees). It is common that the employer and employee share the premium costs. The self-employed and those who work for small employers who do not offer coverage can buy their own insurance, often through marketplace exchanges established through the Affordable Care Act. People with low incomes have their health insurance purchases subsidized by the government. Military personnel receive insurance through Tricare, and veterans through the Veterans Administration and Civilian Health and Medical Program of the Department of Veterans Affairs (CHAMPVA). Poor people who are eligible for welfare are insured by Medicaid, where the premiums are paid out of general tax revenues. Some states have expanded Medicaid coverage to the working poor. Women who are poor and pregnant or have young children are insured by the Children’s Health Insurance Program (CHIP). People who are 65 or over are covered by Medicare. Despite all these programs, eight percent of the population was still uninsured as of 2019 (Keisler-Starkey and Bunch 2020).

Why do people remain uninsured? In some cases, people are ignorant of the opportunities available to them to purchase health insurance. In other cases, even with subsidies to make health coverage more affordable for poor people, some people do not have the financial resources to buy insurance. And some people, the young especially, consider themselves to be invincible. President Obama’s Affordable Care Act put a big dent in the problem by reducing the uninsured from 15 to 8 percent of the population, but there is still a way to go (Keisler-Starkey and Bunch 2020).

The American system of health insurance is fraught with problems. One issue is simply the high cost of health care. Many economists believe these high costs are a function of the American system of insurance. Since insured people do not pay the full cost of their health care, they have limited incentive to economize. In addition, doctors and hospitals have highly sophisticated and expensive technology at their disposal to provide the best care possible and avoid being sued, which gives them no incentive to economize. The many insurance companies out there add to costs by competitive advertising and using nonuniform administrative procedures. A second major issue is that some people still fall through the cracks and are uninsured. They face the grim choice between the financial calamity of treating their sicknesses and the health consequences of not receiving care.

Medicare is a government health insurance program for people age 65 and over. The Medicare-for-All proposal would extend this program to all Americans. The need for private health insurance companies would be greatly diminished. Rather, everyone would be insured by the government. If you get sick, you simply go to a doctor or a hospital, and they send the bill to the government. Advocates say such a program would rein in costs by having big government bargain with health care providers over the price of medical procedures and medicines. It would expand coverage by making health care a right that all Americans share.

There is no single way to institute universal health care coverage for a nation’s people, but there are plenty of models to choose from. As of 2022, there are 71 countries that have managed to achieve universal coverage. Prominent examples include Canada, the United Kingdom, and France. No state in the United States has achieved it. Vermont came closest with a universal coverage bill passed in 2011, but the program was later abandoned due to its high cost.

Sanders did not originate the Medicare-for-All idea. Health care has long been a prominent and controversial political issue in the United States. President Theodore Roosevelt included universal health care as a campaign plank during his unsuccessful run for a third presidential term in 1912. President Harry Truman proposed it twice during his time in office in the late 1940s. He was met with strong opposition from the American Medical Association, which called it “socialized medicine,” an epithet that would remain. While stopping short of universal health care, both Presidents Clinton and Obama attempted major reform of the system. Clinton failed, but Obama was at least partially successful.

The critics of “socialized medicine” repeatedly reference certain talking points. They say the budgetary cost of the program will undoubtedly run in the trillions, all paid for by additional taxes. They claim that a government system would not have the profit motive necessary to provide incentives for technological progress. They also point to long waiting times for health care and treatments in other countries with universal care. While emergency care is generally available right away, elective surgeries sometimes require waits of a couple months or more.

When Senator Sanders first introduced his bill in 2013, it had zero cosponsors. When it was reintroduced in 2019 the number of cosponsors had risen to 100. With solid opposition from Republicans, major reform is unlikely to happen any time soon. That has not deterred Senator Sanders. In 2022 he reintroduced his Medicare-for-All bill.
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Globalization and Regional Economic Inequality in the United States

Meenakshi Rishi and Ryan Cowles

Globalization refers to a sustained increase in the cross-border flow of goods, money, ideas, and people. Globalization has long been celebrated for creating economic prosperity for all participants, described as a “rising tide that lifts all boats.” Recently, however, globalization has come under attack as an economic force that has led to rising income inequality among as well as within countries.

During the height of globalization from 1988 to 2008, huge increases in income were unevenly distributed across the world (Lakner and Milanovic 2013). The middle classes in mostly Asian developing economies saw an increase in incomes, while the lower-middle classes in advanced economies saw earnings stagnate. A 2017 analysis by the International Monetary Fund noted that although globalization has been associated with a decline in global inequality since the 1990s, the time period has also seen a concomitant rise in within-country inequalities, especially in advanced economies. Almost 90 percent of advanced economies have seen an increase in income inequality.

A range of factors have been proposed to account for advanced country income inequality trends. Globalization and technological progress are often cited in this regard. When poor countries or regions with low wages begin to trade with richer countries, wages for similarly skilled workers converge (Stolper and Samuelson 1941). Thus, workers in poor economies will see their wages rise, while low-skilled workers in wealthier countries will see their wages fall. In other words, globalization could hurt low-skilled workers in a high-wage country as well as contribute to income inequality within rich countries. More recently, other studies have focused attention on these factors in the rise of a so-called “skill premium” that has resulted in a hollowing out of middle-class jobs in Western Europe and the United States (Card and DiNardo 2002; Goos and Manning 2007).

Economic Inequality in the United States

A 2021 report by the Organization for Economic Co-operation and Development (OECD), an intergovernmental economic organization composed of 38 member nations, noted that among its (mostly rich) members, the average productivity gap between the most productive 10 percent of regions and the bottom 75 percent widened by nearly 60 percent over the past 20 years. The report also found that the top 1 percent of wealthiest Americans in the United States hold 42.5 percent of its national wealth, a far greater share than in other OECD countries (OECD 2021). Another study utilized census microdata to document a significant rise in regional income inequality over 1980–2013. The study found that approximately a third of the U.S. population lives in metropolitan areas that are significantly richer or poorer than the nation (almost three times the proportion that did in 1980) (Manduca 2019).

Scholars agree that regional income divergence is a major economic and social challenge for the United States. It makes formulating macroeconomic policy difficult (Schleicher 2017). It can also result in reduced national social mobility and have an intergenerational impact on the population as children raised in poorer communities face greater challenges in life (Chetty et al. 2014). Regional income inequality also contributes to social and political dysfunction (Beramendi 2012).

However, are globalization and technological progress the only reasons for regional income inequality? This question is hotly debated. Many have suggested that domestic politics and institutions are more significant than globalization alone for explaining changes in inequality (Abdullah et al. 2015; Huber et al. 2019; Mahler et al. 1999; Pontusson et al. 2002).

Cluster theory may also help explain the differential impacts of globalization within rich countries. This theory holds that concentrating industries in specific regions creates several advantages. Greater economic activity occurs when many firms cluster in one area. An example is the coming together of computer entrepreneurs, programmers, engineers, and firms in Silicon Valley in California. The size of clusters depends on the size of the economy. Globalization opens markets and changes the scale of operations. Productive clusters enable firms to enjoy even more advantages and increasing returns. This means that firms in less productive clusters are forced to relocate operations or deal with the loss of their competitive edge. As high-skill workers have moved to pursue the advantages associated with economic clusters, many low-skill workers have been left behind in less prosperous regions of the country. This process is often described as the winner-takes-all aspect of globalization.

Why don’t people living in poorly performing regions just move across states? Economists suggest that wages would be much more equal overall if people living in poorly performing regions would simply move to more prosperous regions and take higher-paying jobs. However, data shows that mobility across state lines has been declining compared to earlier decades (The Economist 2017). Though the wages available in prosperous U.S. cities are higher than in poorer ones, even in lower-paying occupations, higher housing costs in these metropolitan areas more than offset the lure of higher wages. The push to leave less prosperous regions has also weakened, in tandem. Interstate migration may be constrained by the potential loss of state benefits. In addition, an aging population results in a loss of mobility for many working-age adults who either need to assume caretaking responsibilities for their parents or rely on their parents for childcare. This is where social policy can help reduce inequality via the provision of tax credits (earned income tax credit, child credit), subsidies to working families, and affordable quality childcare as well as eldercare.

Policy Solutions

Policy proposals aimed at reducing regional income inequalities include making it easier for low-income people to move to booming metropolitan areas, subsidizing employment in struggling regions, and expanding or creating universities in declining areas. The presence of higher education is often highly correlated with the development of nearby high-tech industries and job growth (Woodward et al. 2006). Government funding for research and development, in its current state, is heavily skewed in favor of more metropolitan regions (Smythe 2021). The expansion of colleges and research institutions (private and public) to areas that have traditionally lacked access to higher education would serve to increase the proportion of low-skilled labor that is willing and able to pursue higher education and thereafter, high-skill/high-wage jobs. Advocates argue this process leads to upward wage pressure for low-skill jobs, and a decrease in the “skill premium” for high-skill jobs.

Providing access to capital and digital infrastructure can also help. Roughly 40 percent of rural counties do not have a branch bank (Covington and Courtney 2014). The expansion of Community Development Financial Institutions (CDFI) throughout rural areas would significantly increase rural financial inclusion. Additionally, rural areas, when compared to their urban counterparts, are 37 percent more likely to lack access to broadband service (Farquhar and DuBois 2020). A rural expansion of broadband and telecommunications infrastructure paired with investments in transportation infrastructure would significantly alleviate economic disparities stemming from geography.

Not everyone agrees with the policy solutions sketched above. Some researchers believe that reducing disparities between regions will have only a small impact on overall income inequality between people (Manduca 2019). Addressing regional income inequality therefore requires a holistic approach to policy making that recognizes and confronts structural inequality.

Ultimately policymakers must ask themselves whether they are prepared to deal with the fallout of regional segregation. The principal threat to democracy does not come from globalization and technological progress but from a failure to ensure an equitable distribution of gains from prosperity and economic growth.
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The Gig Economy

Robert S. Rycroft

“Drive when you want, make what you need” shouts the advertisement for Uber, the ride-sharing service that became one of the best-known companies of the so-called gig economy. With Uber, customers can access an app on their phone and summon a car to their location. The driver will then take the customer where they want to go in return for an online payment (and optional cash tip). At first blush the service seems like the perfect marriage of convenience and computer technology.

What do Uber drivers get out of it? They are paid based on the service they provide (number of rides they give). While their pay can fluctuate greatly from day to day, there are substantial benefits to working this way. One benefit is that the job is flexible—you can “drive when you want.” The other benefit is the money they make from their fares—often a welcome source of supplemental income to the compensation many Uber drivers earn through their jobs in the regular economy.

At least that is the way Brett Kramer sees it. A psychology teacher at Shawnee Mission East High School in Shawnee Mission, Kansas, Brett supplements his income by driving for Uber in his spare time (Mina 2021). Early in the pandemic, he took a hiatus from driving because of concerns about being cooped up in a small space with strangers. But when his next job delivering food fell short of his income needs, he looked back into Uber and discovered he could make a lot more than before. The overall shortage of drivers had jacked up the fare that Uber could charge and the pay the drivers could receive. Kramer was able to make more driving for Uber in six months in 2021 than he made in a full year previously.

The gig economy idea has become prominent in recent years with the rise of the internet and smartphones. The word gig simply refers to a temporary job. It is not a new word—the Rolling Stones have been playing gigs for nearly 60 years. But the term now applies to many more businesses. Airbnb, for example, is a gig business. It provides temporary housing for vacationers and businesspersons in people’s homes. Care.com connects families with professionals providing elder care, special needs care, and childcare. Etsy allows artisans to sell their wares directly to customers. TaskRabbit and ThumbTack connect skilled workers with customers to take care of projects involving furniture assembly, TV mounting, cleaning, hedge trimming, and painting, among other things.

What impact do gig businesses have on the workers who provide the services they sell? Taking Uber as a prime example, the people who drive for Uber are not employees of the firm. Rather, their status is that of an independent contractor. This is a crucial distinction. In the United States, employees have certain protections guaranteed by law. They are assured the minimum wage, overtime premium pay, and are shielded from discrimination on the basis of race, gender, ethnicity, and other personal characteristics in hiring, firing, and terms and conditions of employment. Employers are legally obligated to maintain safe and healthy workplaces; contribute toward the payroll taxes that make employees eligible for unemployment insurance, Social Security, disability insurance, and Medicare; and in the case of larger businesses, offer health insurance benefits. Independent contractors are businesses that work with multiple clients on specific tasks, each of which is only temporary. The legal logic is that independent contractors possess some bargaining power because they are providing a service that is in demand, and therefore do not need all those protections. By this logic, independent contractors voluntarily trade off some of these employment protections for the flexibility of gig work,

Whether Uber drivers have any significant “bargaining power” is unclear. In 2019, California enacted AB-5, a law that gave gig workers employee status. In response, Uber, Lyft, Instacart, and DoorDash funded a campaign for passage of Proposition 22, which would exempt them from the law. In November 2020, Californians passed Proposition 22 so their workers could again be classified as contractors. The proposition was challenged in court by labor organizations, and the Alameda Superior Court ruled in 2021 that the proposition was unconstitutional. That decision has been appealed to the California Supreme Court. A decision has yet to be reached. In the meantime, rideshare drivers from Uber, Lyft, and other organizations have formed We Drive Progress and asked the National Labor Relations Board (NLRB) to declare them to be employees (Alcorn 2021). As of 2022, the NLRB has yet to make a decision. So the issue in both California and nationally remains unresolved as of mid-2022.

Meanwhile, Uber’s claims about the average income garnered by its drivers has come under scrutiny. In May 2014, Uber claimed the median driver in New York City made $90,766 (Griswold 2017). Unfortunately, none of these rich drivers could be located. What was found was that the median pay was probably $62,000, a slipup that cost Uber a $20 million fine to the Federal Trade Commission. Looking nationwide it would appear full-time Uber drivers make about $36,525 per year (Reed 2020). Uber (and other rideshare drivers) suffer other indignities like obnoxious and demanding passengers, and sometimes physical assault.

An interesting issue is whether Uber’s business model reduces discrimination. In 2020, Uber was sued for racial discrimination (Eidelson 2020) because it would terminate drivers based on the ratings received from passengers, which the suit claimed were inherently biased. The case has yet to be resolved. Another empirical study involving over a million rideshare drivers concluded that a roughly 7 percent gender earnings gap could not be attributed to discrimination (Cook et al. 2020).
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Monopoly and Inequality in the United States

Steven M. Suranovic

As the United States enters the third decade of the 21st century, policymakers are confronting two important and interrelated problems; rising income inequality and rising monopolization of business. In 2020, a Pew Research Study indicated that over 60 percent of Americans believe income inequality in the United States is a problem for the country (Pew 2020). At the same time, economic research suggests that the level of monopolization in the United States has grown significantly in the past two decades (Philippon 2019). These two phenomena are connected, but determining the extent and nature of that connection will be necessary to help identify and implement appropriate policies.

In the standard neoclassical model in economics, income inequality is an unfortunate byproduct that arises because different individuals have different productive impacts on economic output. In this view, people have higher incomes because they produce more than lower income individuals. However, this theoretical outcome is only assured if markets are highly competitive. The Economic Policy Institute contends that productivity-based arguments do not explain how CEO salaries at top U.S. corporations have grown by almost 1000 percent in the past 40 years, while average worker wages have grown by only 11 percent in that same period (Mishel and Wolfe 2019). This suggests that higher productivity is not a complete explanation for rising inequality.

Perhaps the best alternative explanation for rising inequality in America is the growth of monopoly power in U.S. businesses. Firms have monopoly power when there is high market concentration (namely few firms in an industry), and high barriers to entry into the industry. When firms have a monopoly they are able to restrict the supply and increase prices to a level above what the product or service actually costs to produce. Firms are able to earn profits, sometimes called monopoly rents, and the profits come at the expense of the consumers of the product. Although consumers who have a strong desire for the product will not be deterred by the price and continue to purchase it, the higher price will leave them less money to purchase other things. Other consumers are driven out of the market because the monopolized price is too high. Analytically, if we add up the gains in profits to the firms and subtract the overall losses to consumers, the net effect is negative—meaning that monopolization reduces economic efficiency and makes the economy poorer in the aggregate.

Why Does Monopolization Increase Income Inequality?

Distributionally, it is these effects, when repeated across numerous markets, that can cause income inequality. Because starting a business requires adequate resources, either owned or borrowed, business owners are typically at the higher end of the income distribution. When businesses can earn monopoly rents, the income of their owners, shareholders, and employees rise even higher. At the same time, the real incomes of consumers of these products, who are more likely to have lower incomes to begin with, fall because their income does not purchase as much as it would in a competitive market. Furthermore, it is the poorest consumers who lose the most because they are driven from the market due to higher prices. This process of monopolization produces the classic dynamic in which the rich become richer and the poor poorer.

Methods of Monopolization

Monopolization is especially difficult to control because there are numerous methods that are used to reduce competition and secure monopoly rents. These include control of primary inputs into production, obtaining intellectual property rights, mergers and acquisitions with competitor firms, price-fixing arrangements, import barriers, and a variety of methods specifically designed to deter entry of new competitors. Although there are laws in place to prevent and punish some of this behavior, these laws can be difficult to monitor and costly to enforce. In addition, sometimes government policies are designed to foster monopolization rather than prevent it. Consider just a few of these arrangements.

The DeBeers diamond company offers a good example of a company controlling the inputs to production. From the late 1800s to the 1990s, DeBeers controlled over 80 percent of the diamond mines worldwide, which enabled them to restrict supply and keep the prices of diamonds very high. Winemakers fortunate enough to be located in France’s Champagne region have a monopoly on the land and climate needed to produce the grapes that can be turned into champagne. No firm anywhere else in the world can bottle a drink called champagne.

A second technique to gain monopoly power is to secure intellectual property rights, such as a patent for a new product or production technology. Intellectual property rights (IPR) are a government-sanctioned process that grants monopoly rights to new inventions or creative works. While the desire to incentivize innovation is a legitimate reason for legalizing these monopoly privileges, this is also a privilege that can go too far in terms of creating monopoly conditions. As Boldrin and Levine state in their critique of the patent system, “The historical and international evidence suggests that while weak patent systems may mildly increase innovation with limited side-effects, strong patent systems retard innovation with many negative side-effects” (Boldrin and Levine 2013). This suggests that recent pressure by U.S. businesses to solidify the IPR system internationally might do little more than strengthen already sturdy IPR protections, thereby increasing monopolized markets and exacerbating income inequality.

Another common method to acquire monopoly power is through mergers or acquisitions with other competitor firms, thereby directly increasing concentration in the industry. While the U.S. Federal Trade Commission (FTC) is empowered to prevent the mergers of large firms when such mergers may have an anticompetitive impact in a market, the degree of enforcement often depends on the size of the FTC’s budget and the varying levels of zeal shown by individual administrations to prosecute this behavior. Scholar Thomas Philippon (2019) suggests that enforcement in the United States has lagged behind the European Union in the past few decades resulting in much higher concentration of large dominant firms in many U.S. industries.

However, Philippon also illustrates the problem that not all industries that become highly concentrated take full advantage of their monopoly position. One example given is Walmart. This retail chain, which has three family members among the top 10 wealthiest people in the world according to Forbes magazine, has attained over 60 percent of the U.S. retail market (defined as Walmart’s share in the category of General Merchandise Stores) (Philippon 2019). A firm with that share of its market could easily move prices by its actions (an indicator of monopoly power). However, Walmart’s profits and the prices of its products have not risen substantially above the average in the retail industry. This suggests that Walmart is not wielding its monopoly power. Perhaps its large size enables it to reduce costs, known as economies of scale, and the mere potential of greater competition from other retailers induces it to keep prices low. In contrast, the U.S. airline industry has also become more concentrated in the past two decades.

One of the more recent concerns about monopolization has been with the increasingly dominant digital tech giants. In late 2020, the U.S. Justice Department and 38 U.S. states filed an antitrust lawsuit against Google charging that some of their practices prevent rival firms from competing fairly with them in the digital market (Romm 2020). These actions are perhaps the opening salvo in a U.S. regulatory shift to rein in the large and immensely powerful technology companies that are sometimes referred to by the acronym FAANG—for Facebook, Apple, Amazon, Netflix and Google.

That the internet giants’ dominance is linked to inequality is easily shown by the wealth accumulation of FAANG company leaders, all of whom are worth billions of dollars with Amazon’s Jeff Bezos (who recently stepped down as CEO) leading the pack at over $100 billion (Forbes 2020). However, the case against these giant companies is complicated by the fact that internet users do not generally pay high prices to use their services. Instead the companies are taking advantage of large network externalities. In other words, their monopoly rents arise due to a winner-take-all phenomenon in which a dominant firm can reduce costs and provide better services when everyone shares the same internet platform. Consumer harms in these cases will be harder to measure and quantify if they consist of privacy violations related to the use of personal data rather than traditional price increases.

The Bottom Line

It seems clear that monopolization of businesses in the United States is an important source of both rising income (for some) and wealth inequality. As Joseph Stiglitz, the 2001 Nobel prize winner said, “We used to think that high profits were a sign of the successful working of the American economy, a better product, a better service. But now we know that higher profits can arise from a better way of exploiting consumers, a better way of price discrimination, extracting consumer surplus, the main effect of which is to redistribute income from consumers to our new super-wealthy” (Stiglitz 2017).

Finding a simple policy solution for the problem of monopolization is complicated by the fact that not all monopolies are the same. Only some firms in concentrated industries use their monopoly position to exploit consumers. Nevertheless, the outsized dominance of some of these firms gives them the potential to exploit consumers in the future and thus is worthy of careful monitoring and continued policy discussions (Meyer 2018). A movement in this direction is seen in the Biden administration’s choice of Lina Khan to serve as the next commissioner of the FTC. Khan has written extensively on the need to adjust antitrust procedures in order to rein in the dominance of the internet tech giants in the fast-evolving economy.
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Health in the United States: Two Different Ballgames

Erin Vernon and M. Courtney Hughes

Dramatic health disparities between different socioeconomic groups in the United States begin at birth. The U.S. infant mortality rate is higher than most comparable countries, with only 54 nations having lower infant mortality rates (Central Intelligence Agency 2020). Beneath the surface of what Washington Post education reporter Christopher Ingraham (2014) described as a “national embarrassment” are wide disparities across demographic groups, with significant differences across income, race, and education levels. Low income levels not only increase the risk of infant mortality, but also correlate with low birth weights and other neonatal medical issues that can lead to future serious health problems.

Maternal mortality, which measures the number of maternal deaths per live births, follows a similar pattern to infant mortality, with the United States having the highest overall maternal mortality rate of all high-income countries. Here, too, disparities exist across income, race, and education, with lower-income women not receiving recommended prenatal care as often as their counterparts, translating into worse health outcomes for themselves and their infants.

Different Playing Fields Throughout Life

Given the significant health outcome variance during birth for both mothers and infants, it will likely come as no surprise that demographic and socioeconomic factors continue to account for vastly different health outcomes in the United States throughout one’s lifetime. Those experiences early in life—including harmful exposures in utero—play an important role in shaping one’s biological and behavioral response patterns, which can remain with a person throughout their entire life. The impact of physical, social, and environmental exposures has a cumulative effect on a person’s health. While this contributes to developing disparities across the lifespan, one can see how this naturally progresses into a cycle passed across generations. Examining health disparities from the perspective of multiple exposures over the years is what researchers call a “life course” approach.

Children born into lower-income communities are more susceptible to developmental delays, injuries, and mental health problems. They are also more likely to live in environmentally damaged areas that contribute to a greater risk for conditions such as childhood asthma and cardiovascular disease later in life. Furthermore, people living in lower-income communities often do not have access to healthy foods or safe recreation areas, contributing to higher levels of both childhood and adult obesity. A domino effect often occurs with obesity, which increases vulnerability to major chronic diseases during adulthood, such as diabetes and cancer. These disease rates are significantly higher for racial and ethnic minority populations. Not surprisingly, lower-income populations and racial and ethnic minorities also suffer from higher rates of infectious diseases like coronavirus and sexually transmitted infections (Parolin and Lee 2022; Center for Disease Control and Prevention 2022). The issues above contribute to the variance we see in overall life expectancy across income and race in the United States.

How to Level the Playing Field

One approach to addressing these longstanding health disparities is directly through the U.S. healthcare system. There is a major difference between the United States and all other high-income nations: the United States is the only one where a portion of the population does not have health insurance. Having health insurance has been shown to improve health outcomes, especially during pregnancy and birth. While adopting a single-payer, government-run system such as the ones maintained by the United Kingdom or Canada would provide insurance coverage for the entire population, less drastic approaches also exist. For example, Switzerland, Germany, and Japan have multiple, privately operated health insurance options more similar to the current U.S. system, with the only difference being that all members of the population have health insurance. These countries provide a relatively larger safety net in which health insurance coverage is provided for free or at a discounted rate so everyone can (and is required to) participate.

Regardless of how it is achieved, ensuring that all members of the population have health insurance (whether private or through a public program) is an essential step in alleviating health disparities. That said, this achievement alone will not eliminate the health disparities experienced across the United States. For one, even those with health insurance may not have the transportation necessary to access fundamental medical services.

Additionally, there is a scarcity of primary care physicians in underserved areas across the United States. Increasing the number of doctors working in these areas will further improve healthcare for the most vulnerable. Government programs that provide free or discounted tuition for medical school students who commit to serving as physicians in underserved communities for a specified amount of time can help. Another approach would be to reduce immigration regulations and other barriers facing qualified foreign physicians interested in working in the United States, if they agree to practice in underserved communities.

Beyond these changes to the healthcare system, taking a holistic approach and addressing other social issues outside of medical care can have a profound impact on health in low-income communities. For example, policies targeting pollution and improved environmental standards, offering low or no-cost transportation options, developing more green space and parks, and enhancing education have an indirect yet significant positive impact on public health outcomes. In conclusion, investments in underserved communities in addition to providing health insurance and medical services can substantially help reduce health disparities in the United States.
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“Ban the Box”

Robert S. Rycroft

Discrimination (on the basis of race, gender, ethnicity, religion, age, disability, etc.) is a cause of income inequality. Sometimes well-meaning policies that aim to reduce discrimination actually create new forms of discrimination. That is the charge that economists Jennifer Doleac and Benjamin Hansen have leveled at “Ban the Box,” a policy whose ostensible goal is to increase job opportunities for released convicts, whose efforts to establish themselves as productive members of society are often weighed down by the “Scarlet Letter” of their past mistakes.

Labor market discrimination occurs when the institutions of society offer different opportunities to equally capable individuals depending on variations in race, gender, ethnicity, religion, age, disability or other personal characteristics unrelated to their ability to do the job. Those opportunities might include being hired, trained, promoted, protected against layoff, or paid fairly. Sometimes the discrimination is explicit. For example, assume members of group A and group B are equally capable of performing a job, but the employer offers superior opportunities to members of group A while offering inferior opportunities to members of group B. The employer has discriminated against group B. The mid-19th-century practice of “No Irish Need Apply” is an example. This still occurs in contemporary times, but the perpetrators are a little less upfront about it. In 1988, several white managers employed by the Shoney’s restaurant chain brought a class action lawsuit against the company, the largest racial job discrimination lawsuit at the time (Watkins 1997). They claimed the company required them to blacken the “o” in Shoney’s for every Black job applicant so their applications could be discarded. The lawsuit was settled out of court for $132.5 million, with no admission of guilt by Shoney’s.

Perhaps more common today is when discrimination is implicit. In this case, an employment practice that seems neutral on its face actually works to the advantage of A but disadvantage of B. For example, suppose a high school diploma is advertised as a job requirement to do an unskilled factory job, even though there is no evidence that securing such a diploma helps workers with the job’s requirements. This employment stipulation appears on its face to be a neutral policy because it applies to everyone and seems “reasonable.” But what if applicants from demographic group B are less likely to have graduated from high school than applicants from demographic group A? In that case, the practice has a disproportionate negative effect on group B, which makes it a discriminatory practice.

The Ban the Box movement wants laws to forbid employers from asking questions that look like this:

Have you ever been convicted of a crime?  Yes  No.

Applicants with criminal records who answer honestly have to check the “Yes” box—but doing so could seal their fate because many people are suspicious of the formerly incarcerated, seeing them as less trustworthy and stable. There are two main reasons for a “ban the box” law. One is to reduce recidivism. Supporters say banning the box will increase the chances that the formerly incarcerated can find employment, meaning they will be less likely to return to a life of crime as a way to support themselves. The second is to reduce discrimination against racial and ethnic minorities. Members of some racial and ethnic groups are more likely to have been convicted than whites, which disproportionately affects their chances of finding a job.

Thirty-six states and the District of Columbia have adopted Ban the Box laws, also known as “fair chance” laws, for government employment as of 2020. Fourteen other states have extended these laws to private employment (Avery and Lu 2020). Banning the box removes that question from the initial application. Some laws require that an interview take place or a conditional offer of employment be made before the issue of possible past incarceration can even be broached. California requires that someone denied a job because of a criminal record be allowed to offer mitigating evidence that they have mended their ways. A few laws even bar asking about arrests (Barriero n.d.).

Are Ban the Box laws a good idea? It might seem like a good idea to not hold people’s past mistakes against them. Being incarcerated is sometimes called “paying your debt to society.” After you have paid your debt, shouldn’t your slate be wiped clean? Unfortunately, sometimes even the most well-intentioned actions or policies can have negative or unintended consequences.

Two economics professors, Jennifer Doleac and Benjamin Hansen (2016), published a sophisticated statistical study exploring this issue. The scholars looked at employment rates for young (age 25–34) white, Black and Hispanic men who were low-skilled (no college degree). Their statistical procedure essentially involved comparing employment rates in states, counties, and cities that differed by whether they had adopted Ban the Box laws after holding other relevant factors constant. What they found was that the employment rate for young white men was unaffected by the implementation of Ban the Box laws, but the rate for young Black men was depressed 3.4 percentage points, and the rate for young Hispanic men was 2.3 percentage points lower (although this later result may simply be due to chance).

The explanation they give for these results is that even with the most detailed application, employers do not have enough information to be completely certain they are making the right hiring decisions. By banning the box, employers have even less information to work with. In that instance they are more likely to fall back on preexisting racial or ethnic prejudices they harbor. The unintended consequence of Ban the Box efforts then—at least according to that study—is that a law intended to help racial and ethnic minorities ends up hurting them. These results are consistent with those of other studies (Agan and Starr 2018; Shoag and Veuger 2016). While the verdict is not final, there appear to be legitimate questions about whether Ban the Box laws achieve their purpose. More research is needed.
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Comprehensive Paid Family Leave Will Combat Inequality

Marilyn Watkins

The United States is an outlier among wealthy countries when it comes to time off work for health or family reasons. Most other countries have public policies that guarantee everyone access to paid sick leave and parental leave, but the United States has allowed individual employers to set their own paid leave benefits. As a result, access to paid leave has generally followed the fault lines of income, race, and gender inequality for American workers. The United States will not be able to achieve equitable outcomes in health and economic opportunity until it establishes strong paid leave protections for all workers.


Figure 3.1 Private Sector Workers with Select Benefits, 2020
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Source: U.S. Bureau of Labor Statistics, Employee Benefits in the United States, March 2020.



The same people who have been able to command top salaries—often highly educated, white, and male—also tend to get generous benefit packages. Over the past few years, a number of high profile technology companies that compete fiercely for skilled workers have announced new paid parental leave policies in order to attract and retain top talent. These same companies have been notorious for having few women, Black, or Latinx employees, especially in more senior positions. Workers whose skills are less valued and those who have historically faced discrimination, especially Black, Indigenous, and immigrant workers, have been forced to go to work sick and when their families need care.

In 2020 among private sector workers in the bottom 10 percent of earnings, 31 percent had access to paid sick leave and only 5 percent to paid family leave, compared to 94 percent and 38 percent respectively for those with top earnings. Similarly, just 8 percent of the lowest-wage workers had flexible work schedules compared to 32 percent of top earners.

This laissez-faire approach to paid leave exacerbates inequality and often has long-lasting consequences for children of parents who do not have paid leave benefits. Babies get a life-long boost to better health and opportunity from lots of parental time and attention during their first months of life. New mothers also suffer fewer health complications and fewer career setbacks when they get paid maternity leave. When new fathers take parental leave, it strengthens their involvement in their child’s life for the long term. People recover more quickly from serious health conditions when they have ample time to recover and when family members participate in their care.

Fortunately, some cities and states across the United States have begun to step in where the federal government has failed to act. By the end of 2020, 15 states and several cities had enacted laws requiring most employers to provide all employees at least one or two weeks of paid sick leave a year. In most cases, workers are entitled to use that leave not only if they are sick or need to access preventive care, but also if a family member needs care.

As of late 2020, 9 U.S. states (California, New Jersey, Rhode Island, New York, Washington, Massachusetts, Connecticut, Oregon, and Colorado) and the District of Columbia have also enacted comprehensive paid family and medical leave programs (PFML). In contrast to sick leave, which is usually provided directly by the employer and is available for routine short-term health needs, PFML programs are designed to cover leaves of several weeks or months that someone might need only a few times throughout their careers. These programs cover welcoming a new child into the family, recovering from a serious health condition such as cancer or surgery, or caring for a seriously ill family member. These programs operate like insurance, in most cases run by the state. Workers and/or employers pay small payroll premiums that go into a trust fund. When workers need the leave, they apply to the state and are paid from the trust fund, not by their employers.

This system makes paid parental leaves and longer medical leaves available to workers in smaller companies that could not afford to provide the benefit on their own. It also removes the potential for racial, gender, and class discrimination and inequity inherent in policies that allow each company to decide for themselves which employees to reward with good benefits.

The parental leave provided through these state PFML programs is less generous than what European countries and Canada provide, but the U.S. programs may be more gender neutral. Most other countries provide an allotment of leave per child. Women end up taking almost all the leave, partly to recover from childbirth and allow time for breastfeeding but also in many cases because men typically receive higher pay in most parts of the world. (A few countries, such as Iceland, Norway, and Sweden, do reserve a portion of the leave exclusively for the father.) But PFML programs in the United States provide equal amounts of bonding leave to both parents, with birth mothers sometimes getting a few extra weeks of medical leave to recover from childbirth and cope with any health complications.

These laws are popular with voters. Colorado voters approved a paid family leave program on the November 2020 ballot 58 percent to 42 percent. Businesses also benefit from healthier employees, higher morale and productivity, and less turnover when employees have access to paid leave. Yet paid sick leave and family leave laws have faced staunch opposition in state legislatures and Congress from corporate lobbying associations such as the American Restaurant Association and the U.S. Chamber of Commerce, even though many individual businesses have supported passage. That opposition helps explain why the majority of states and the federal government have failed to act. Gender and racial stereotypes that undervalue taking care of children and sick people because these are considered women’s natural roles, especially for Black and Brown women, also help explain why the United States is such an outlier among wealthy nations.

One strength of the American political system is that cities and states can experiment with new policies and programs that for all practical purposes serve as pilot programs. When new programs are successful in one state they often spread to others. Coalitions of labor and community groups that have campaigned for passage of paid family and medical leave laws have learned from outcomes in pioneering states, especially California, and have built in improvements to be more equitable. For example, Rhode Island was the first state to guarantee job protection for paid family leave, and 7 of the 10 programs included that in 2021. Washington was the first to adopt a progressive benefit structure so that lower-wage workers receive a higher percentage of wage replacement than high-salary employees; that innovation has since been replicated by multiple programs.

We know that laws guaranteeing access to paid sick leave and paid family and medical leave work well in the U.S. context. We have learned a lot about how to design these programs to improve health and economic security in communities heavily impacted by racial and economic inequality. Congress should act quickly to enact strong national standards so that all workers and families in every state have access to these life-saving benefits.

References

Houser, Linda, and Thomas P. Vartanian. 2012. “Policy Matters: Public Policy, Paid Leave for New Parents, and Economic Security for U.S. Workers.” Rutgers: Center for Women and Work.

Milkman, Ruth, and Eileen Appelbaum. 2013. Unfinished Business: Paid Family Leave in California and the Future of U.S. Work-Family Policy. Ithaca, NY: Cornell University Press.

Rossin-Slater, Maya, Christopher J. Ruhm, and Jane Waldfogel. 2011. “The Effects of California’s Paid Family Leave Program on Mothers’ Leave-Taking and Subsequent Labor Market Outcomes.” National Bureau of Economic Research Working Paper No. 17715.

Stanczyk, Alexandra Boyle. 2019. “Does Paid Family Leave Improve Household Economic Security Following a Birth? Evidence from California.” Social Service Review 93 (2).

U.S. Bureau of Labor Statistics. 2020. “Employee Benefits in the United States—March 2020.” September 24. https://www.bls.gov/news.release/ebs2.nr0.htm.

Waldfogel, Jane, Elizabeth Doran, and Jessica Pac. 2019. “Paid Family and Medical Leave Improves the Well-Being of Children and Families.” In Society for Research in Child Development, ed. Rebekah Levine Coley. https://www.srcd.org/research/paid-family-and-medical-leave-improves-well-being-children-and-families.

Watkins, Marilyn. 2017. “The Road to Winning Paid Family and Medical Leave in Washington.” Seattle: Economic Opportunity Institute.

Marilyn Watkins is Policy Director of the Economic Opportunity Institute, a nonprofit public policy research and advocacy center in Washington state with a mission to build an economy that works for everyone. Her work was instrumental in the passage of state legislation establishing paid family and medical leave, paid sick and safe leave, equal pay and opportunity, and other workplace standards supporting health and economic security. She lives in Seattle.

Brian Weber v. “Reverse Discrimination”

Robert S. Rycroft

Discrimination has been a scourge on American society since the colonial era and remains an important cause of income inequality. Reverse discrimination is a situation in which a member (or members) of a majority group that has historically enjoyed significant socioeconomic advantages (e.g., white men) is discriminated against, sometimes as a result of efforts to compensate historically disadvantaged groups (e.g., women or people of color). The precedent-setting 1979 Supreme Court ruling in United Steelworkers of America v. Weber, one of several momentous civil rights cases from that era, forced America to face the inevitable trade-offs associated with righting historical wrongs.

Brian F. Weber worked for Kaiser Aluminum & Chemical Corp and was a member of the United Steelworkers of America labor union. Kaiser operated several plants around the country. Simplifying greatly, at its plants there were two types of blue-collar jobs—craft and production jobs. The craft jobs were higher skilled and paid higher wages. In every plant, Black people were underrepresented among the craft workers, presumably because of longstanding nationwide discrimination in access to craft training and jobs. At the plant in Gramercy, Louisiana, where Weber worked, Black people accounted for only 1.83 percent of the plant’s craft workers despite being 39 percent of the Gramercy area population.

To remedy this imbalance (and rumor had it, to ward off the threat of a lawsuit), Kaiser and United Steelworkers hammered out a collective bargaining agreement in 1974 establishing training programs at its plants that would allow production workers to acquire the skills needed to become craft workers. Access to the training programs would be by seniority, but with Black workers overrepresented among trainees until racial parity in craft occupations was achieved. Specifically, at the Gramercy plant the training program would accept one Black trainee for every white trainee until Black representation among craft workers was equal to their percentage in the local labor force. One estimate is that it would have taken 30 years for that to happen.

Brian Weber was white, 32 years old, and had worked in a production job for the company for 10 years. He wanted a shot at a craft job, so he could double his pay, increase his job security, and escape the drudgery of night work. He applied to the first training class in 1974 and was turned down. He later discovered that several Black applicants with less seniority at the plant than he were accepted for the class. Weber sued, challenging the legality of the training program, which he said was engaging in reverse discrimination.

The relevant law was Title VII, Section 703 of the Civil Rights Act of 1964, which read in part as follows:


(d) Training programs

It shall be an unlawful employment practice for any employer, labor organization, or joint labor-management committee controlling apprenticeship or other training or retraining, including on-the-job training programs to discriminate against any individual because of his race, color, religion, sex, or national origin in admission to, or employment in, any program established to provide apprenticeship or other training.

…

(j) Preferential treatment not to be granted on account of existing number or percentage imbalance

Nothing contained in this subchapter shall be interpreted to require any employer, …, labor organization, … to grant preferential treatment to any individual or to any group because of the race, color, religion, sex, or national origin of such individual or group on account of an imbalance which may exist with respect to the total number or percentage of persons of any race, color, religion, sex, or national origin employed by any employer, …,

(U.S. Equal Employment Opportunity Commission n.d)



Weber and his attorneys asserted that according to the “letter of the law,” it was an unlawful employment practice to discriminate against “any individual because of his race.” Weber won at the lower court levels, but the decision was appealed to the Supreme Court, which chose to hear the case. By a 5–2 vote (two justices did not take part) the Court sided with the firm and union and against Weber. The majority decision, written by Justice William Brennan, made the following argument. While the program was not consistent with a strict reading of the “letter of the law,” it was consistent with what the majority found to be the “spirit of the law.” Brennan argued that new laws are meant to change things, not maintain the status quo. It would be unusual, indeed, if a law written to help minority groups could be used to protect Weber. For Weber to have prevailed, wrote Brennan, section 703(j) should have read “require and permit,” not just “require.”

The most important consequence of this ruling is that voluntary affirmative action programs in employment were protected by the law, as they are to this very day. To pass muster, these programs must be temporary—defined as programs that will exist only as long as the problem exists—and set flexible goals that the parties make a “good faith effort” to achieve. Supporters argue they are essential to eliminate centuries of systemic racism. What has changed today is the branding. Instead of “proportional representation,” our goal is achieving “diversity.”

The principle of law established remains controversial and is a frequent target of right-wing critics today. Weber has faded from view, but the central question of his case, whether preferential treatment is permissible to counterbalance historical discrimination, remains crucial in the fight for equality.
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Higher Education and the Shrinking American Middle Class

Art C. Baird and Jill C.Yoshikawa

Income inequality began rising in the 1970s, and has continued to rise since then due to a variety of factors. One in particular has been the ascendancy of a service- and knowledge-based economy that demands the skills of the college educated. Thus, the college wage premium (the wage differential between the college educated and those with less educational attainment) has increased to historic highs. Consequently, middle-class families endeavor for the best (often translated as “most elite”) college placements, shouldering more education-related expenses, often starting as early as preschool, to afford their children higher education opportunities. In many cases, parents or students assume large college debts to secure degrees seen as essential to financial security and membership in the middle class. Paradoxically, the financial burden shouldered in paying for college often jeopardizes the middle-class status of the family. Moreover, many college graduates have found that an excellent education does not automatically lead to excellent starting jobs; many people beginning their professional lives are saddled with high levels of educational debt that can dramatically delay their entry into the middle class. For 18 years, we at Creative Marbles Consultancy have advised families in navigating the educational choices available to teenagers transitioning into adulthood.

Getting into College: Enduring Belief in the Academic Meritocracy

We routinely meet students who believe college is not a question of “if” but an expectation (or seeming obligation) of “when.” The well-publicized struggles of Generation Xers (born 1966–1976) and Millennials (born 1977–1994) to get a toehold in the evolving economy have not deterred the current generation (Gen Z) from attending college (Liu 2019). On the contrary, families often seek our advising with a “College or Bust” mentality.

Like Millennials before them, members of Gen Z have been nurtured in a competitive academic meritocracy, where more middle-class families seek to craft college-going resumes starting from the earliest elementary school years, chasing the most exclusive college admissions, believing elitism guarantees prosperity. Other observers of American society believe much of this competition is driven not so much by a parental drive to place children at the elite top but by fears that they will be left behind. The goal of these parents isn’t necessarily to make children rich but to make sure they don’t grow up to be poor. Over the years, students have shared that their parents devised elaborate test preparation strategies for elementary school state standardized tests as preliminary practice for taking the SAT or ACT still years away.

More middle-class families have taken on the burden of financing expensive extracurricular activities to enhance their children’s resumes. We have counseled parents who have spent an estimated $15,000 annually for their children to play year-round competitive sports, between trainers, travel costs, and tournament fees, seeking an elusive collegiate sports recruitment, hoping for the financial rewards of a college scholarship.

Recent national studies have found middle-class families spending nearly $47,000 for tutoring, extracurricular activities, test preparation, college admissions consulting, and summer programs to curate a competitive resume for college admissions (Berman and Horan 2019). Such additional expenses diminish family wealth. Many high school families seeking our advising sheepishly admit they have not saved much for their children’s college expenses, and are panicked about tens of thousands of dollars in tuition bills forthcoming in less than four years.

Paying for College: The Inextricable Link between Debt and College Education

College tuition has increased four-fold since the 1980s, much faster than the cost of living (U.S. Bureau of Labor Statistics 2021). The increasing demand for a college education has, of course, been a contributing factor, but another factor has been declining state support for public universities, institutions often mandated to serve traditionally underserved populations. Additionally, the divergence between the published and actual price of a college education (including the numerous campus amenities that today’s students expect) as a result of financial aid also contributes to rising college costs.

Paying the increases in tuition further erodes middle-class wealth, a deficit which intensifies the pressure for students and parents to take on education-related debt. Currently, approximately 70 percent of all U.S. college students graduate with debt. As of today, aggregate student loan debt is $1.7 trillion and has been growing at a rapid rate (Kantrowicz 2020). About 6 percent of that (approximately $98 billion) is in the form of Parent PLUS loans (loans taken out by the parents of students). These loans often saddle older Americans with debt, increasing pressure on them to extend their working years because they cannot afford to retire. These delayed retirements in turn hinder the entry of new college grads into the professional ranks (Kolodner 2020).

In our work, we have witnessed this multigenerational problem. In the last five years alone, multiple families, one where both parents were lawyers and another in which the mother is an ophthalmologist and the father is an executive with an MBA, have confided their concerns about paying for their children’s private university tuitions as they were still paying their own six-figure student loans from decades prior.

Finding Work After College: Elusive Financial Independence

While getting a start on the ladder of professional success has never been simple, in recent decades new college graduates have been increasingly frustrated in securing professional jobs seen as stepping stones into the ranks of the middle class. An increasingly visible dynamic can be seen in which students who eagerly sought college degrees to gain promised economic prosperity may have even less access to financial success after graduating. Further compounding the challenges of entering the middle class, multiple generations have graduated during economic downturns, like the Gen Xers in the early 2000s, Millennials in the Great Financial Crisis of 2007–2009, and now Gen Zers in the wake of the COVID-induced economic upheaval.

Several of our former clients who are soon-to-be university graduates are concerned about job prospects, like the UCLA student seeking a career in software engineering who worries their job prospects have diminished because their internship was canceled while it was in progress due to the 2020 COVID lockdowns. Another recent Cal Berkeley grad chose graduate school, deterred from joining the early 2020s job market at all.

A significant share of recent college graduates, 40.3 percent according to the Federal Reserve, end up in jobs that do not typically require college degrees (U.S. Federal Reserve Bank 2021). One recent college graduate shared with us that she is now living with her parents, collecting unemployment, having been recently laid-off from her hostessing job in a wine tasting room—a job not requiring her college degree—while waiting to start graduate school. Many college grads are underearning, but still stuck with repaying their college loans, which reduces the discretionary funds often associated with a middle-class lifestyle (Kantrowicz 2020).

Moreover, as evidenced in economic studies, young workers who start at lower salaries take longer to reach peak earnings, affecting their lifetime wealth accumulation, only exacerbating generational gaps in wealth (Weaver 2020). Furthermore, fear of losing even a modestly paying job, given an economic recession, may deter young college graduates from seeking employment concomitant to their educational attainment and qualifications, a risk often necessary for professional advancement.

Some Millennials, nearly 39 percent in recent reports, have been forced to return home to live with their families, unable to finance the expense of living on their own (Leonhardt 2020). Consequently, buying homes, getting married, and starting their own families are all postponed. Furthermore, Baby Boomer parents are spending more of their wealth, possibly even funds earmarked for retirement (consequently extending their working years) to continue supporting their adult children (Smith 2019). Thus, both parents and their children are losing ground as middle-class citizens.
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School Vouchers

Robert S. Rycroft

Rich people have their opportunity to send their children to top-notch schools where the kids acquire the skills and connections to follow in the affluent steps of their parents. Poor people’s children, by contrast, are often educated in underfunded and underperforming schools that face significant challenges in preparing their students for the future. Part of the solution to income inequality will require equalizing educational opportunities. While there are many ideas as to how to do that, one of the most popular and controversial is to introduce school vouchers (also known as school choice). This approach relies on the power of the competitive free market to raise the quality of schools, reduce costs, and be more responsive to parents.

The “market” for educational services might seem to be one area where a free-market approach is irrelevant. We are used to the existence of a public school system that nearly 90 percent of all students attend. That the government ought to be responsible for the essential job of educating the great mass of children seems “natural” to many. To the advocates of school vouchers there is nothing at all “natural” about the public school “monopoly.”

While the successes of the American system of public schooling are considerable—it helped transform a rural, agriculturally based economy into an urban, manufacturing-based economy and then into a high-technology, service-based economy—it has also been blamed for a whole host of contemporary problems besetting our economy, including slow productivity growth and inequality. The public schools have been accused of letting educational standards slip, leading to woefully underprepared young adults at a time when fierce global economic competition demands the best-prepared young adults of all time. While low standards have harmed all students, the standards for students from upper-and middle-class neighborhoods have not fallen as much as those for students from poor neighborhoods, contributing to increased inequality.

Many of the proposals to “fix” our schools have been variants of better funding for the public schools—higher teacher salaries, better facilities, and more administrators. School voucher advocates begin their analysis from a different position, asserting that many school problems can be traced back to the monopoly position the schools occupy. The consumers of education (parents and their children) do not have options, short of moving to another school district or paying private school tuition. They have to take what the schools give them. The classic economic solution to monopoly is to inject competition into the system.

Advocates assert the best way to introduce competition is with a system of school vouchers. A school voucher can be thought of as a certificate that has a monetary value associated with it and is funded by the government through taxes. Voucher systems work in the following fashion: Families are given vouchers for each of their school-age children. The family can use the voucher to pay the tuition at any school to which they choose to send their child. (As of 2022, the average private school tuition in the United States is $11,963 per year [Private School Review n.d.] but the cost at some schools can be four or five times as much.) For example, if the voucher is worth $8,000 and the chosen school has the average tuition, then all the family needs to do is provide the voucher and chip in $3,173 of their own money, and their child can attend a private school. The school will then submit the voucher to the government and receive payment. While the exact value of the voucher will ultimately be determined by the political process, supporters emphasize that vouchers put private school education in closer reach for all families.

Supporters of school vouchers say that it levels the economic playing field for middle-class and poorer parents. In addition, the element of choice gives all schools the incentive to specialize by offering different menus of services. Some schools might offer an arts-heavy curriculum. Others might lean toward science. Some might emphasize discipline and the wearing of school uniforms. Others might encourage freedom of expression for their students. In theory, parents and children can get anything they want. Another benefit, say voucher supporters, is that underperforming public schools will be under pressure to shape up.

Criticisms of voucher plans, however, include concerns that: vouchers will drain resources from the public schools; some parents cannot make appropriate decisions about their own children’s schooling; vouchers will cause increased segregation on the basis of race, gender, ethnicity and religion; voucher funding of church-affiliated schools will violate the Constitutionally mandated separation of church and state; and some voucher-funded schools will offer divisive and controversial faith-based curricula.

The potential of vouchers has been seductive enough that program experiments have been run around the globe. Columbia, Chile, Ireland, Sweden, Hong Kong, and Pakistan are examples of countries that have experimented with the program. As of 2022, within the United States, 16 states, Puerto Rico, and Washington DC have voucher programs, although they are not universal (EdChoice 2022). Parents compete to become part of the program.

Do vouchers work? There have been many studies of voucher programs. Frustratingly, the results have been ambiguous. Some studies have found positive social and educational impacts. Others have found vouchers to be ineffective in improving academic performance.
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Arguing Over the One Percent

Robert S. Rycroft

In September 2011, a group of protesters occupied Zuccotti Park in New York City’s Wall Street financial district. They were protesting income and wealth inequality, corruption, and greed, and they called the protest Occupy Wall Street. The spark they lit soon spread across the United States and several foreign countries and became known as the Occupy Movement. Their slogan was “we are the 99 percent,” in opposition to the wealthiest 1 percent of Americans, who had seen their share of the national income pie grow dramatically over the preceding decades. The occupation of Zuccotti Park only lasted two months in the fall of 2011, but the ethical debate it sparked over the nature and extent of inequality and oligarchy in American society remains prominent and divisive.

The top 1 percent of Americans have made out really well over the last four decades. Their real annual wages have increased by 157.8 percent over that time compared to the 23.9 percent wage growth of the bottom 90 percent of wage earners. The share of total wages for the top 1 percent has gone from 7.3 percent of all wages in 1979 to 13.3 percent in 2018. By contrast, the share of total wages paid out to the bottom 90 percent dropped during that same period from 69.8 percent to 61 percent. In other words, the wealth and buying power of the richest Americans soared during this period, even as the wealth and buying power of most other Americans underwent a notable decline.

The Occupy Movement questions whether the wealth of these rich people accurately captures their contributions to society. Protestors charge that rich people in some professions like hedge fund managers are just shuffling financial assets around for other rich clients, not seeking cures for cancer. Others have gotten ahead by fraud and deceit. A contemporary example might be pharmaceutical executive Martin Shkreli, who was convicted in 2017 of defrauding investors in two hedge funds (and who achieved nationwide notoriety when he boosted the price of a life-saving drug by 4000 percent overnight [Clifford 2020]). The Occupy Movement asserts that the American tax code needs to be fundamentally reworked so that the rich are taxed more fairly, especially since much of their wealth was built on a foundation of publicly funded infrastructure, such as highway systems for transportation of goods and school systems for an educated work force. A 2021 ProPublica report found that the 25 richest Americans paid little or no taxes over the previous 15 years (Lorenzo 2021).

N. Gregory Mankiw is one of the most prominent defenders of the 1 percent and their contributions to the American economy. He is a professor of economics at Harvard University, and served a two-year term as chair of President George W. Bush’s Council of Economic Advisers. In a widely discussed 2013 article in Journal of Economic Perspectives, Mankiw argued that “most of the very wealthy get that way by making substantial economic contributions” (Mankiw 2013, 30).

Mankiw argued that despite heavily publicized instances of the rich “avoiding” taxes, the rich as a group actually pay a higher percentage of their income in taxes than the poor do. In 2018 (the most recent year for which data is available), households in the lowest 20 percent of income paid between 0 and .1 percent of their income in federal tax, while the top 1 percent paid 30.3 percent (Congressional Budget Office 2021). Given this disparity in taxes paid, Mankiw argues that the rich have paid more than their fair share of infrastructure costs.

Economist Robert H. Frank takes a more jaundiced view of the very rich. He is a professor emeritus of economics from Cornell University. Partly because of two instances in which his life was saved due to fortunate random events, he has spent some of his career studying the effects of luck on success (Frank 2016). To be clear, Frank does not believe that successful people become rich “just due to luck.” Rather, Frank argues that rich people become rich because of their exceptional talent and hard work—coupled with a little bit of luck. In any endeavor where riches and fame are at stake, there will be many contestants attempting to win it all. Those without exceptional talent and work ethic will inevitably fall by the wayside, but that does not mean that only one person remains standing. Typically, there will be several people still standing, and the person who emerges as winner must have had some good luck.

This is a difficult hypothesis to test, so anecdotes sometimes must suffice. Both Julia Roberts and Gwyneth Paltrow are highly talented actors and were under consideration for the role of Viola in the 1999 movie Shakespeare in Love, a movie that was a huge box office success and won seven Oscars. Roberts, already a big star, turned the role down, allowing Paltrow, less well known than Roberts at the time, to take the role and shine, which elevated her to big star status. Paltrow was not the only one to get lucky in such a fashion. Kate Winslet became a big star after playing the iconic role of Rose in the mega-blockbuster and Academy Award winning movie Titanic, a role Gwyneth Paltrow turned down (Chilton and Miller 2020).

Other research supports the conclusion that luck plays a role in life outcomes. The simple accident of birth location plays a huge role. About half of the differences in income across people worldwide is explained by their country of residence and the income distribution within that country. Other bits of luck include that the chance of becoming a CEO is influenced by your name and month of birth, those with last names earlier in the alphabet are more likely to receive tenure at top academic departments, and women with masculine-sounding names are more successful in legal careers, among many similar findings (Kaufman 2018).

The policy implication of the Frank view is clear. Part of the opposition to higher taxes on the rich is based on the argument that they are entitled to the “fruits of their own labor,” and the nonrich sometimes feel that way too. If the element of luck is recognized as a factor in their success, however, then taxing a higher percentage of their income becomes easier to justify. The additional tax revenue could then be used to attack more pressing social needs like infrastructure investment, climate change, and access to health care. But instead, according to critics who subscribe to Occupy Wall Street tenets, most of this excess wealth gets poured into fabulous and exotic homes, yachts, and vacations that primarily benefit only the 1 percent.
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The photo shows elementary school children raising their hands to answer the teacher’s question. The solution to inequality problems will always involve at least a dose of education. Social scientists have found that the U.S. system of public education does not necessarily function as “The Great Equalizer” and have recommended policies to improve the family life and schools of the very young.
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4    Profiles

The story of income inequality in our time has been shaped by the actions of people and institutions. This chapter highlights stories of ordinary people whose struggles to support their families have defined the landscape of inequality, extraordinary people whose actions have helped clarify the nature of inequality, politicians championing ground-breaking legislation, and scholars who have contributed greatly to our understanding of inequality. In addition, this chapter features profiles of several institutions and movements across the United States that are shaping attitudes and policies about income inequality today.

Individuals

Claudia Goldin (1946–)

Claudia Goldin is among the economists most deeply engaged in the study of inequality in American society, especially as it relates to gender. Her work is distinguished by its historical nature and by its use of data from multiple sources to illuminate the forces behind the evolution and persistence of gender inequality over decades and even centuries. In an autobiographical essay, she described herself as an “economic detective” who uncovers clues to the evolution of the economy by ferreting out information from the U.S. National Archives, business files, hand-written surveys, government documents, and other untapped sources (Goldin 1998). “History doesn’t just happen,” she stated in a 1996 interview, “it’s discovered” (Wessel 1996, A6).

Born in New York City on May 14, 1946, Goldin graduated from the Bronx High School of Science at age 16 and went on to Cornell University, where she developed an interest in economics. After earning a bachelor’s degree from Cornell in economics she became one of only four women enrolled in the top-ranked PhD program in economics at the University of Chicago, where her teachers included eminent economists Gary Becker and Robert Fogel. She began her academic career at the University of Wisconsin and went on to become the first woman to receive tenure in economics at Harvard University. For 28 years, ending in 2017, she directed one of the leading research efforts in economic history: the Development of the American Economy program at the National Bureau of Economic Research (NBER).

Today, she serves as the Henry Lee Professor of Economics at Harvard University and codirects the Gender in the Economy Study Group of the NBER.

Goldin is particularly noteworthy for her ground-breaking research on gender inequality. Much of that research focuses on changes in the gender gap-the ratio of women’s earnings to men’s earnings. The gender gap is an imperfect but concise indicator of women’s relative economic and social status. Using historical records from multiple sources, Goldin has tracked the evolution of the gender gap in the United States from the early 1800s to the present day.

Goldin’s research delineates four distinct phases in the evolution of women’s economic role in the United States. Transitions from one phase to the next were driven both by economic forces, such as economic growth and technological advancement, and by noneconomic forces such as changes in attitudes, laws, policies, and social norms. The first phase of women’s movement into the labor force began into the late 1800s and lasted through the 1920s. In this first phase, working women were generally young and unmarried, with the vast majority leaving the labor force upon marriage. In phase two, from the 1930s to about 1950, married women began to work at higher rates, often in clerical or office work. From the 1950s to the 1970s, in phase three, married women’s participation in paid work continued to expand, but married women continued to be perceived (and to perceive themselves) as secondary earners in the family (Goldin 2006).

It was not until the 1970s that a revolutionary change came in how women began to see themselves in the labor force. In this fourth phase of full participation, the pursuit of a career became an integral part of the lives of most women. Women began to plan for careers from an early age, choosing their fields of study in high school and college with careers in mind. Beginning in the 1970s, the share of women entering professions such as law, medicine, and business management shot upward, as did the age at which women married.

This final phase of the evolution of women’s participation in the economy is still playing out today, as women (and men) attempt to balance their commitments to career with those to family. Goldin’s most recent work calls attention to the fact that gender equality has not yet been achieved and points out the labor force inflexibility that still hinders women’s (and men’s) full participation in economic life (Goldin 2014). Goldin calls on men to join women in demanding greater flexibility in work arrangements. According to Goldin, “If it’s only the women who are putting pressure on firms to provide more flexible jobs in a less expensive manner, not that much is going to happen,” (Walker 2018, 42).

Goldin’s work also includes efforts to narrow the persistent gender gap within the economics profession. Recent statistics show women making up less than one-third of those earning undergraduate degrees in economics. Among tenured and tenure-track faculty, women’s representation is still less than 25 percent (Bayer and Rouse 2016, 222). To address these discrepancies, Goldin helped to create the Undergraduate Women in Economics Challenge in 2014, a national initiative to draw more undergraduate women into the field of economics. Goldin contends that if more women understood the power of economics to provide insight into important social and policy issues, more women would be drawn to the field (Walker 2018).

Goldin’s work does a great service to the study of inequality by digging deep into the data to find historical patterns and by explaining them with great precision and clarity. She has received some of economics’ highest honors, including the Jacob Mincer Prize for lifetime contributions to Labor Economics in 2009 and the IZA Prize in Labor Economics in 2016. Her research on the history of the nation’s economy demonstrates clearly that the challenges we face today because of rising inequality are not new.
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N. Gregory Mankiw (1958–)

Economist Nicholas Gregory Mankiw, known as Greg, was born on February 3, 1958, in Trenton, New Jersey. After graduating from the prestigious Pingry School in 1976, he went on to attend Princeton University, earning a bachelor’s degree in economics in 1980. Over the next few years, Mankiw alternated between studying law at Harvard University and studying economics at the Massachusetts Institute of Technology (MIT). A one-year stint as a staff economist with the Council of Economic Advisers (CEA) during the Ronald Reagan administration convinced him to pursue a career in economics. Mankiw received his PhD from MIT in 1984 and accepted a position as an associate professor of economics at Harvard the following year. In 1987, at the age of 29, he was promoted to full professor.

In his academic career, Mankiw gained a reputation as a New Keynesian economist. This school of thought holds that governments can use fiscal and monetary policy to adjust for market failures and achieve greater economic stability and efficiency than would be possible using a hands-off approach. Mankiw has explained his theories on consumer behavior, price adjustment, financial markets, and economic growth in many influential scholarly articles. “A Contribution to the Empirics of Economic Growth,” which appeared in the Quarterly Journal of Economics in 1992, became one of the most-cited economics papers of all time. Mankiw also authored the popular introductory textbook Principles of Economics, which garnered widespread praise for explaining complex ideas in an interesting, accessible, and even-handed way. First published in 1997, it went on to sell over 2 million copies and to be translated into 20 languages.

In 2003, Mankiw accepted a position as chairman of the CEA in the Republican administration of President George W. Bush. “My real political views started forming when I studied economics in college during the 1970s and read the works of Milton Friedman, the defender of free markets and limited government,” Mankiw explained in a 2019 New York Times article. “Friedman associated himself with the Republican Party, making me comfortable there as well.” In this position, Mankiw warned that unregulated mortgage loans issued by the government-sponsored entities Fannie Mae and Freddie Mac posed a risk to the entire U.S. financial system. Several years later, the problems he identified contributed to the financial crisis and Great Recession of 2007–2009.

After leaving the CEA in 2005, Mankiw returned to Harvard and began teaching introductory economics, one of the most popular courses offered at the university. During this time, he launched Greg Mankiw’s Blog: Random Observations for Students of Economics, an online resource that features writings, interviews, book recommendations, policy discussions, and other information of interest to his students. The blog’s popularity and influence led to an opportunity for Mankiw to produce monthly articles for the Sunday business section of the New York Times. In 2011, inspired by the Occupy Wall Street protests against income inequality, a group of students walked out of Mankiw’s introductory economics class. They handed him a note explaining that they felt his conservative economic theories had created a system that only benefitted the wealthy and left ordinary Americans behind.

In 2016, Mankiw joined a group of 24 scholars and activists in forming the Partnership on Mobility from Poverty, an effort to develop innovative approaches to lift people out of poverty. Mankiw was a persistent critic of typical government-funded antipoverty programs, such as welfare, food stamps, and Medicaid. “Providing a social safety net is like using a leaky bucket to redistribute water among people with different amounts,” he wrote in a 2021 piece for the New York Times. “While bringing water to the thirstiest may be noble, it is also costly as some water is lost in transit. In the real world, this leakage occurs because higher taxes distort incentives and impede economic growth.”

In 2019, Mankiw announced that he had left the Republican Party and registered as an independent voter due to philosophical disagreements with President Donald Trump. “His performance as president has confirmed my worst fears: trade wars, denial of climate change, huge budget deficits, attacks on the Federal Reserve, a chaotic White House, and betrayal of our allies abroad,” Mankiw explained in the New York Times. “Worse yet, Congressional Republicans have done little to check President Trump’s egregious behavior.” As of 2022, Mankiw was the Robert M. Beren Professor of Economics at Harvard University. He lives in Wellesley, Massachusetts, with his wife and three children.

References

Mankiw, N. Gregory. 2022. “Biography: N. Gregory Mankiw, Robert M. Beren Professor of Economics.” Harvard University. Accessed July 28, 2022. https://scholar.harvard.edu/mankiw/biocv.

Mankiw, N. Gregory. 2021. “Can We Afford a Welfare State?” New York Times, September 19. https://scholar.harvard.edu/mankiw/content/columns-and-talks.

Mankiw, N. Gregory. 2019. “‘Republican Economist’ Sheds a Party Label.” New York Times, November 17. https://scholar.harvard.edu/mankiw/content/columns-and-talks.

Mollie Orshansky (1915–2016)

Molly Orshansky was an economist and statistician with the Social Security Administration who developed a methodology for measuring poverty and counting the poor that is still widely used today (with minor modifications).

Orshansky’s parents emigrated to the United States in the early part of the 20th century from the region now known as Ukraine. Orshansky was born and raised in New York City, where she said her family could “barely … make ends meet” despite the long hours her father worked (Fisher 2008, 79). She knew what it was like to stand in relief lines to receive surplus food. Orshansky later said “if I write about the poor, I don’t need a good imagination—I have a good memory” (Eaton 1970, 24).

Orshansky majored in mathematics and statistics at Hunter College and eventually received a master’s degree in the same two fields from American University. As part of her studies, she became familiar with the Department of Agriculture’s food plans. The food plans were hypothetical budgets that showed the amount and types of food that families could consume if they wanted a varied diet at different levels of cost.

In 1958, she joined the Social Security Administration as a social science research analyst. She had several assignments where she was asked to prepare budgets for different types of families in different types of circumstances. One notable study was for the children of the poor (Orshansky 1963). An offshoot of this research was a methodology that allowed her to count the number of people living in poverty. She calculated the cost of a food plan that was barely enough to get by, and then applied a “multiplier” to it to get the family income required to not be considered poor. For example, if the typical family spent one-third of its income on food, she would multiply the cost of the food plan by three to get the poverty threshold.

With the advent of President Lyndon Johnson’s so-called War on Poverty in January 1964, she was asked to extend her methodology to the population as a whole. Although there were competing poverty methodologies at the time, Orshansky’s methodology was soon adopted by the Office of Economic Opportunity (one of the lead government agencies engaged in carrying out and supporting the policies and programs of the War on Poverty). By 1969, the Orshansky methodology became the official federal government statistical definition of poverty.

The Orshansky thresholds constitute an absolute standard of poverty. They represent a standard of living that does not change through time. The $3,715 threshold for a four-person family with two children in 1969 represented the same purchasing power as the $25,926 threshold in 2020. As the economy grows and “a rising tide lifts all boats,” the expectation is that more people will be brought above the poverty threshold and poverty will eventually disappear. Orshansky would undoubtedly be dismayed to learn that the poverty rate, after falling from 22.4 percent in 1959 to 11.1 percent in 1973, was stubbornly stuck in the range of 11 percent to 15 percent for nearly the next half century until falling to 10.5 percent in 2019.

The Orshansky thresholds are not without criticism. Some critics point out Orshansky used the economy food plan, which was not designed for families to live on for more than a few months. Another example is the multiplier. Orshansky used a multiplier of three because the typical family at the time spent one-third of its income on food. Today, the typical poor family spends only one-sixth of its income on food. This is a natural result of rising affluence. Attending to food needs is priority one for any family. If family income rises significantly, though, it is unlikely to spend proportionately more on groceries (there is only so much more you can eat!).

Another criticism is more conceptual. Does being poor mean not being able to afford adequate goods and services, or not keeping up with everyone else? In 1965 a computer and high-speed internet connection were not part of the American lifestyle. Today you are hopelessly behind—left out of society—without them.

Several economists have suggested instead using a relative standard that would adapt to changing social perceptions of income adequacy. For example, Fuchs (1969) suggested that the poverty threshold should be one-half the national median income. As the median grows, so would the threshold. A relative standard would mean poverty could not be eliminated solely by economic growth. Significant equalization of the distribution of income would have to take place. This suggestion is not just an abstract idea with no practical applicability. The European Union and many other countries measure their poverty using a relative standard.

The Orshansky standard remains the official U.S. measure of poverty and the many citations of her work makes her the “ubiquitous footnote” (Fisher 2008, 81). According to economist Robert Lampman, “the particular poverty income line selected was less important than the fact that there was one so that experiment might proceed and predictive control develop” (Orshansky 1988, 24).
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Thomas Piketty (1971–)

Economist Thomas Piketty was born May 7, 1971, in Clichy, Hauts-de-Seine, France. His parents were leftists who participated in the May 1968 Paris protests. Piketty was educated at the prestigious École Normale Supérieure, earning a master’s degree in mathematics in 1990. He went on to receive a PhD in economics from the École des Hautes Études en Sciences Sociales (School for Advanced Studies in the Social Sciences or EHESS) in 1993. Piketty’s dissertation on the subject of wealth redistribution won an award from the French Economics Association.

Over the next decade, Piketty burnished his academic credentials by teaching and serving as a research fellow at the Massachusetts Institute of Technology, the Centre National de la Recherche Scientifique (French National Centre for Scientific Research or CNRS), and the EHSS. In 2002, he won a prize awarded annually to the best young economist in France. Piketty helped establish the Paris School of Economics and became its first director in 2006. He also brought his theories into the realm of politics around this time by serving as an economic adviser to French Socialist Party candidates. In 2011, Piketty and a team of researchers released the World Inequality Database, a website offering free and open access to information on the historical evolution of income and wealth distribution around the world.

Piketty emerged as an international celebrity in 2014 when his book Capital in the Twenty-First Century became an unexpected best-seller. After examining statistical evidence from 30 countries spanning 300 years, Piketty concluded that rising levels of income inequality posed a threat to the capitalist system. He noted that the average rate of return on capital had consistently increased faster than the overall rate of economic growth in developed countries, meaning that wealthy investors kept getting richer while ordinary working people struggled to get ahead. Piketty expressed support for aggressive measures—such as a global 3 percent tax on large accumulations of wealth and an 80 percent income tax on the highest salaries—to redistribute wealth. He warned that without such action, the world could return to the patrimonial system seen in the 19th-century works of Jane Austen and Honoré de Balzac, where inheriting or marrying into money became the only means of joining the upper class.

Acclaimed for presenting complex economic theories in an understandable way, Piketty’s book sold 2.5 million copies worldwide. It tapped into widespread anger and disillusionment about the consolidation of wealth among the top 1 percent in the wake of the 2008 financial crisis and the Great Recession. It also ignited a lively debate about taxation and other policies intended to redistribute wealth and reduce economic inequality. Piketty’s work influenced many progressive thinkers and political leaders and also came under intense criticism from conservatives. “My object is to make people think,” he told the Guardian. “I am a defender of the free market and private property, but there are limits to what markets can do” (Elliott 2014).

The success of Capital in the Twenty-First Century brought Piketty many opportunities in 2015. He joined the faculty of the London School of Economics as the Distinguished Centennial Professor, and he was appointed to the Economic Advisory Committee for the British Labour Party. Piketty also received a nomination to the Order of the Legion of Honor, but he refused to accept France’s top award on the basis of his belief that the government should not decide who was honorable.

In 2019, Piketty published Capital and Ideology, in which he examined the history of income inequality in various societies and concluded that it resulted from political choices and the ideologies created to justify them, such as “trickle-down wealth” or “the undeserving poor.” Piketty’s main suggestion for reducing economic inequality involved imposing a 90 percent tax on wealth over $1 billion. Under Piketty’s tax plan, the U.S. government would collect 50 percent of national income, or about $10 trillion per year, and use the funds to provide universal health care, free higher education, a universal basic income, and a one-time cash payment of nearly a quarter-million dollars to every citizen on their 25th birthday. While acknowledging that his ideas might appear radical, Piketty expressed optimism that similar measures might someday be enacted. “When views change, this can change the world very quickly,” he told Wired (Kuper 2020).
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Pope Francis (1936–)

Pope Francis, spiritual leader of the world’s 1.2 billion Catholics, was born Jorge Mario Bergoglio on December 17, 1936, in Buenos Aires, Argentina. Bergoglio entered the novitiate of the Society of Jesus in 1958 and became a Jesuit two years later. On December 13, 1969, he was ordained a priest by Archbishop Ramón José Castellano. While serving as a parish priest in San Miguel, Argentina, he strove to be closer to his congregants by adopting a simple, even austere lifestyle. Bergoglio lived in a small apartment, cooked his own meals, and traveled by bus or subway. According to his Vatican biography, he often explained his approach by saying, “My people are poor and I am one of them” (“Biography of the Holy Father, Francis” n.d.).

In 1992, Bergoglio received his episcopal ordination, becoming a bishop. Six years later, he rose to the position of Archbishop of Buenos Aires. As head of a diocese with a population of more than 3 million, Bergoglio launched a missionary project aimed at evangelization that encouraged collaboration between priests and informed laity. He also started a program to establish 200 charitable agencies to provide assistance to the poor and sick. In 2001, Bergoglio was created Cardinal by Pope John Paul II. Since Argentina was experiencing a severe economic downturn that plunged half its citizens below the official poverty line, Bergoglio asked his followers not to travel to Rome for the celebration and instead to donate the amount of the trip’s cost to the poor. He also made statements calling on Catholics to remember the Ten Commandments, promote social justice, and respect the dignity of all people.

Bergoglio’s support for those who were struggling made the Cardinal extremely popular in Latin America and brought him increased visibility and influence within the Roman Catholic Church. In 2005, he took part in the Conclave to elect Pope Benedict XVI. In 2013, following his predecessor’s retirement, Bergoglio was elected Supreme Pontiff. He selected the papal name Francis in honor of St. Francis of Assisi, the patron saint of animals who was also known for his compassion for the poor. Pope Francis quickly gained a reputation for being more genial, approachable, and down-to-earth than previous holders of the papacy. He rejected many trappings of the office in favor of a more frugal aesthetic, often driving himself around Vatican City in a compact car rather than riding in a limousine or the “popemobile.” Some media outlets referred to him as “The People’s Pope” or “The Pope of the 99 Percent.”

From the beginning of his papacy, Pope Francis promoted the healing mission of the Catholic Church and encouraged the faithful to offer comfort and hope to those less fortunate. One of his first major writings as pope, a 2013 apostolic exhortation entitled Evangelii Gaudium, featured a stinging criticism of modern capitalism, conspicuous consumption, and income inequality. “Some people continue to defend trickle-down theories which assume that economic growth, encouraged by a free market, will inevitably succeed in bringing about greater justice and inclusiveness in the world,” he wrote. “This opinion, which has never been confirmed by the facts, expresses a crude and naïve trust in the goodness of those wielding economic power and in the sacralized workings of the prevailing economic system. Meanwhile, the excluded are still waiting” (Francis 2013, 46).

During his papacy, Pope Francis worked to improve the Church’s image in the wake of a sexual-abuse crisis involving priests. He also shifted Church doctrine by expressing acceptance of LGBTQ individuals and support for efforts to combat global climate change. Yet his primary focus remained on reducing poverty and income inequality. “When the obsession with possessing and dominating excludes millions of people from primary goods; when economic and technological inequality is such as to tear the social fabric; and when addiction to unlimited material progress threatens the common home, then we cannot stand by,” he stated in a 2020 General Address. “We must all act together in the hope of generating something different and better. Christian hope, rooted in God, is our anchor. It moves the will to share, strengthening our mission as disciples of Christ, who shared everything with us.” (Jacobson 2020).
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Paul Ryan (1970–)

Paul Davis Ryan, former Speaker of the U.S. House of Representatives (2015–2019), was born on January 29, 1970, in Janesville, Wisconsin. He earned a bachelor’s degree in economics and political science from Miami University in Oxford, Ohio, in 1992. During his college years, he joined the College Republicans and volunteered for Republican candidates, including eventual Speaker of the House John Boehner. After earning his degree, Ryan continued honing his political skills by serving as a legislative aide and speechwriter for several high-ranking Republicans on Capitol Hill, including 1996 vice presidential nominee Jack Kemp.

Ryan returned home to Wisconsin in 1997, and the following year he was elected to represent his state’s First Congressional District in the U.S. Congress. At age 28, he became the second-youngest member of the House of Representatives. Ryan went on to win reelection eight times, never receiving less than 55 percent of the vote, and to hold his seat for 20 years. During his tenure, he served as chair of the House Budget Committee and the House Ways and Means Committee, and as leader of the House Republican Conference. In 2012, Ryan accepted the Republican Party’s nomination for vice president on a ticket headed by Senator Mitt Romney. Although they lost the presidential election, Ryan retained his seat in Congress. In 2015, he was elected Speaker of the House, despite not having sought the post. “I’ve never wanted to be Speaker,” Ryan told Politico writer Tim Alberta a year earlier. “I like spending my time on policymaking” (Alberta 2018).

Throughout his congressional service, Ryan gained a reputation as a fiscal policy wonk and old-school conservative whose legislative priorities included reducing government spending, balancing the federal budget, overhauling the tax code, and reforming entitlement programs. He began to attract national attention following the 2008 election of Democrat Barack Obama to the presidency. The handsome, affable Wisconsin native frequently appeared on conservative news programs to express opposition to Obama’s policy agenda, particularly programs that expanded the federal government’s role and budget.

Ryan frequently argued that federal assistance programs designed to lift citizens out of poverty were ineffective and far too expensive. He claimed that the expansion of the social safety net in the second half of the 20th century made too many Americans dependent on government handouts. He proposed budget amendments and legislation that would scale back, eliminate, or privatize such benefit programs as Social Security, Medicare, Medicaid, welfare, food stamps, child care, and Pell Grants. Ryan’s antipoverty policies sought to expand work requirements for people who received federal benefits and to enact tougher qualification standards to prevent fraud and abuse. He also proposed privatizing Social Security, turning the Medicare health care program for senior citizens into a voucher program, and transferring responsibility for the Medicaid health care program for low-income citizens to the states through block grants. Finally, Ryan played a leading role in the unsuccessful Republican-led effort to repeal and replace Obama’s health care initiative, the Affordable Care Act.

Ryan became the 54th Speaker of the House in October 2015, about a year before Republican Donald Trump was elected president. The two men clashed from the outset, partly because Ryan criticized Trump during his election campaign. Ryan also grew frustrated when the president failed to take advantage of Republicans’ legislative majority to make cuts to entitlement programs. Although Ryan achieved a key Republican policy goal by passing the Tax Cuts and Jobs Act of 2017, which revamped the federal tax code and lowered taxes for wealthy Americans and corporations, he also stood by as Trump violated conservative principles by increasing federal government spending and accumulating historic budget deficits. “The gentleman from Wisconsin has spent the bulk of his speakership babysitting a president whose intemperate instincts and deficit of fundamental policy knowledge threaten to derail the party—and potentially the government and the country—at any moment,” Alberta wrote. “Ryan has grown weary of keeping watch” (Alberta 2018).

Halfway through Trump’s term, Ryan announced that he would not seek reelection to Congress in 2018, citing a desire to spend more time with his wife, Janna, and their three children. The Democratic Party took control of the House during the midterm elections, so Democratic Representative Nancy Pelosi succeeded Ryan as Speaker. In 2019, Ryan launched the American Idea Foundation, a nonpartisan, nonprofit organization that seeks to expand economic opportunity and reduce poverty by connecting entrepreneurs, academics, community leaders, and policymakers to forge data-driven solutions. He also served on the board of directors for several large corporations and taught public policy at the University of Notre Dame. Ryan also emerged as one of the few conservative voices willing to speak out against Trump, condemning the former president’s efforts to overturn the results of the 2020 election as “anti-democratic.”

References

“About Paul Ryan.” n.d. SpeakerRyan.com. https://www.speakerryan.com/about-paul-ryan.

Alberta, Tim. 2018. “The Tragedy of Paul Ryan.” Politico, April 12. https://www.politico.com/magazine/story/2018/04/12/how-donald-trump-upended-paul-ryans-plans-217989/.

Mascaro, Lisa. 2014. “Rep. Paul Ryan Calls for Cuts in Anti-Poverty Programs.” Los Angeles Times, March 3, 2014. https://www.latimes.com/nation/la-na-ryan-poverty-20140304-story.html.

Bernie Sanders (1941–)

U.S. Senator Bernard (“Bernie”) Sanders was born to a Jewish family in Brooklyn, New York, on September 8, 1941. After graduating from James Madison High School, he attended Brooklyn College for a year before transferring to the University of Chicago. During his college years, Sanders became politically active in the antiwar and civil rights movements of the 1960s, participating in sit-in protests and attending the 1963 March on Washington. He earned a bachelor’s degree in political science in 1964.

Following a brief return to New York City, Sanders eventually settled in rural Vermont, where he worked as a carpenter, documentary filmmaker, and magazine writer. After several unsuccessful attempts, he launched a career in politics in 1981 by winning an election to become the mayor of Burlington by 10 votes. Nine years later, Vermont voters sent Sanders to the U.S. Congress, where he served eight terms as his state’s sole at-large member of the House of Representatives. Sanders was elected to the U.S. Senate in 2006, and he won reelection in 2012 and 2018.

Although Sanders was considered an Independent, he caucused with the Democratic Party. He became a founding member of the Congressional Progressive Caucus, which represented the far left wing of the Democratic Party, and often described himself as a democratic socialist. “What democratic socialism means to me is having, in a civilized society, the understanding that we can make sure that all of our people live in security and in dignity,” Sanders explained in Business Insider. “To me, when I talk about democratic socialism, what I talk about are human rights and economic rights” (Haltiwanger 2019). During his tenure in Congress, Sanders gained a reputation for opposing tax cuts that favored wealthy individuals and corporations and supporting the expansion of social-welfare programs that benefitted poor and working-class people. His stated goals included shrinking the income and wealth gaps and rebuilding the American middle class.

Sanders made these ideas the centerpiece of his 2016 presidential campaign. Upon launching his bid for the Democratic nomination, he declared in the Washington Post, “I don’t believe that the men and women who defended American democracy fought to create a situation where billionaires own the political process” (Kane and Rucker 2015). Sanders quickly overcame low expectations to mount a serious challenge to frontrunner Hillary Clinton. His campaign generated enthusiastic grassroots support from liberal voters—especially young people—through skillful use of social media. Sanders rejected funding through political action committees, corporations, and wealthy donors and instead focused on small-dollar contributions from ordinary citizens. His campaign rallies drew huge crowds across the country, and he claimed 46 percent of the available delegates before dropping out of the race.

Although unsuccessful, Sanders’ 2016 campaign made him an influential voice in progressive politics. He also emerged as a vocal critic of Republican President Donald Trump and a leader of the Democratic resistance to Trump’s policies. Sanders opposed the Tax Cuts and Jobs Act of 2017, for instance, describing it as a boon for billionaires. Meanwhile, Sanders continued to propose legislation that supported working people, such as a 2017 bill to raise the minimum wage for federal contractors to $15 per hour and a 2018 bill to expand labor rights and ban common antiunion tactics used by employers. Sanders also introduced a 2018 bill to require large corporations that failed to pay their employees a living wage to cover the cost of food stamps, Medicaid, and other federal benefits those employees received.

Sanders sought the Democratic presidential nomination once again in 2020. His campaign platform featured a host of policy proposals intended to address economic inequality and boost the fortunes of working families, such as raising the minimum wage, canceling all federal student loan debt, providing tuition-free education at public colleges and universities, and offering universal health care. Despite a strong showing in the early stages of the race, Sanders eventually conceded the nomination to Joe Biden and supported his successful effort to defeat Trump in the general election.

Sanders maintained his seat in the Senate, where he served as a member of the Budget Committee, the Committee on Veterans’ Affairs, the Environment and Public Works Committee, the Energy and Natural Resources Committee, and the Health, Education, Labor, and Pensions Committee. Sanders resides in Burlington, Vermont, with his wife Jane O’Meara Sanders, whom he married in 1988. Their family includes four children and seven grandchildren.
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Elizabeth Warren (1949–)

U.S. Senator Elizabeth Ann Warren was born on June 22, 1949, in Oklahoma City, Oklahoma. Growing up in nearby Norman, she experienced the precarious financial situation that faces many middle-class American families. After her father suffered a debilitating heart attack when Warren was 12 years old, her family struggled to pay medical bills and cover the mortgage on their home. Along with her three older brothers, Warren began working at a young age to help her family make ends meet.

Warren received a debate scholarship to attend George Washington University, but she dropped out of college in 1968 to marry her high school sweetheart, James Warren. She continued her education at the University of Houston, receiving a bachelor’s degree in speech pathology in 1970. She spent a year teaching special education at a public school, but she was let go when she became pregnant with her daughter, Amelia. Warren went on to attend Rutgers Law School in New Jersey, earning her law degree in 1976, shortly before giving birth to her son, Alexander. Warren’s first marriage ended in divorce in 1978, and two years later she married law professor Bruce Mann.

Warren spent the next 30 years as a law professor at the University of Houston, Rutgers University, the University of Texas, the University of Pennsylvania, and Harvard University. She specialized in bankruptcy law and conducted scholarly research about what caused middle-class consumers and working-class families to go broke. Warren found that large banks and financial institutions disproportionately targeted people of lower economic status, especially people of color, and convinced them to sign up for credit cards, mortgages, student loans, and other risky debt instruments.

Beginning in 1995, Warren advocated for improved bankruptcy laws as part of the National Bankruptcy Review Commission. During the recession that began in 2007, Warren felt that the federal government protected the financial interests of Wall Street banks rather than helping the American citizens who were hurt by their business practices. In 2010, Warren played a leading role in forming the Consumer Financial Protection Bureau (CFPB), an organization that fights to protect ordinary people from fraudulent practices by credit card companies and other large financial institutions.

When Republican opposition prevented Warren from being named director of the CFPB, she decided to run for political office as a Democrat. Following a successful campaign, she took office in 2013 as the first female U.S. Senator from Massachusetts. Warren quickly emerged as a leading voice in the progressive wing of her party, and in 2018 she was elected to a second term in the Senate. The following year, Warren announced her candidacy for the 2020 Democratic presidential nomination. She released a detailed platform of progressive policies to address the most pressing issues facing the country, from health care and immigration to income inequality and climate change. “Our fight is for big, structural change,” Warren told CNN. “This is the fight of our lives. The fight to build an America where dreams are possible, an America that works for everyone” (Lee and Krieg 2019).

A key component of Warren’s platform involved redistributing wealth in order to reduce economic inequality. Whereas the benefits of increased productivity and economic growth were once shared by all Americans, Warren noted that reductions in the income tax rate on top wage earners from 70 percent to 28 percent in the 1980s had shifted most of the economic gains since then to the wealthiest Americans. By 2021, the richest 1 percent controlled 27 percent of the nation’s wealth—about the same amount of total wealth held by the middle 60 percent of Americans.

To address this disparity, Warren proposed instituting an Ultra-Millionaire Tax on wealth. Her plan involved imposing a 2 percent tax on households worth more than $50 million, and a 3 percent tax on estates worth more than $1 billion. “If you’ve got a fortune above $50 million, you pay on it. And if your fortune is below $50 million, you don’t,” Warren explained to CNBC. “Good for you, either way. I think most people would rather be rich and pay 2 cents [on the dollar]” (Stankiewicz 2021). She estimated that her wealth tax would affect around 100,000 families and raise $3.75 trillion dollars within 10 years. Warren proposed to use the revenue to fund federal programs aimed at helping low- and middle-income families get ahead, such as universal child care and prekindergarten, tuition-free public college, student loan forgiveness, and Medicare for All.

After performing well in early polls, Warren dropped out of the presidential race during the Democratic primaries. She maintained her seat in the Senate and continued to be one of the most influential progressive voices on the national stage. “I’m here to fight for something that I believe is worth absolutely everything,” she wrote in her book A Fighting Chance, “to give each one of our kids a fighting chance to build a future full of promise and discovery” (Warren 2014, 11).
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Andrew Yang (1975–)

Andrew Yang, an entrepreneur and 2020 Democratic presidential candidate, was born January 13, 1975, in Schenectady, New York. Both of his parents immigrated to the United States from Taiwan in the 1960s to attend graduate school. Yang grew up in Westchester County, an affluent area north of New York City. He graduated from the elite Phillips Exeter Academy in 1992 and went on to earn a degree in political science and economics from Brown University in 1996. Three years later, Yang received a law degree from Columbia University. He only practiced corporate law for five months, however, before quitting to embark on an entrepreneurial business career.

Yang’s first venture, an internet startup called Stargiving.com, was intended to connect celebrities and other high-profile donors with worthy philanthropic causes. The company “failed spectacularly,” Yang acknowledged in his book Smart People Should Build Things, “but I recovered.” Next, Yang worked for a small healthcare startup that processed confidential patient medical information (Yang 2014, 10). In 2006, he became CEO of Manhattan Prep, an education company that offered test-preparation software and services to aspiring college and graduate students. Three years later, Yang and his partners sold the company to Kaplan and became millionaires. Yang used some of the proceeds to found Venture for America, a nonprofit organization that connects recent college graduates with startup business opportunities in order to create jobs in economically struggling cities. In recognition of his work, the Obama administration honored him as a “champion of change” in 2012 and a Presidential Ambassador for Global Entrepreneurship in 2015.

In 2017, Yang stepped down from Venture for America and announced his candidacy for the Democratic Party’s nomination for president of the United States. As a political unknown who had never held public office, Yang was considered a longshot to even factor into the national discussion of who should face off against Republican incumbent Donald Trump in the 2020 election. He built a strong digital presence, however, and introduced a slate of bold, progressive policy ideas intended to address poverty and economic inequality. The centerpiece of Yang’s campaign was the Freedom Dividend—a plan to pay every American adult a guaranteed universal basic income (UBI) of $1,000 per month. He argued that these payments were necessary to help ordinary workers deal with the effects of technology, automation, and artificial intelligence, which had eliminated millions of good-paying, middle-class jobs in manufacturing, retail, transportation, and other sectors of the U.S. economy. Yang predicted UBI would promote economic growth through a “trickle up” effect by increasing consumer spending, innovation, and investment in local communities. To pay for his Freedom Dividend, Yang proposed placing a value-added tax on large technology firms, such as Amazon and Google.

Although conservative critics derided Yang’s UBI plan as unrealistic, too expensive, and a disincentive to work, it proved very popular among progressive voters. His campaign attracted an enthusiastic base of loyal supporters who called themselves the Yang Gang and met the polling requirements to qualify him to participate in seven of the eight Democratic debates. Yang used his platform to promote “human-centered capitalism,” a broad plan to reshape the U.S. economy to prioritize people over profits. “We need to put in place a new vision for our society, one that values people intrinsically rather than tying value to their economic output,” he explained in a Newsweek cover story. “In this way, we place greater emphasis on work like caregiving, volunteering, teaching, making art, and other activities that are not valued at their true worth by the market” (“Andrew Yang: Math, Jobs…” 2019).

Yang withdrew from the presidential race in February 2020. In January 2021, he announced his candidacy for mayor of New York City. Although he initially appeared to be a frontrunner for the Democratic nomination, Yang failed to build a coalition of New York City voters and ended up finishing fourth in the first ranked-choice primary. In October 2021, Yang changed his voter registration from Democrat to Independent and announced his intention to launch a new political party. Arguing that the entrenched two-party system was too divisive and dysfunctional to address the problems facing the American people, he formed the Forward Party to offer voters a third-party alternative. In addition to UBI and human-centered capitalism, the new party’s key policy priorities included ranked-choice voting and open primaries.
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Organizations

Black Lives Matter

Black Lives Matter (BLM) is a social justice and civil rights movement that combats police violence, systemic racism, and economic inequality affecting Black people and Black communities worldwide. According to cofounder Alicia Garza, “Black Lives Matter is an ideological and political intervention in a world where Black lives are systematically and intentionally targeted for demise. It is an affirmation of Black folks’ contributions to this society, our humanity, and our resilience in the face of deadly oppression” (Hillstrom 2018, 22).

BLM originated in 2013 as a hashtag on social media. After learning that Florida community watch volunteer George Zimmerman had been acquitted in the shooting death of unarmed Black teenager Trayvon Martin, Garza shared her feelings of outrage and anguish in a Facebook post that concluded, “Black people. I love you. I love us. Our lives matter” (Hillstrom 2018, 22). Fellow social justice advocate Patrisse Cullors turned the sentiments into a hashtag, #BlackLivesMatter, and shared the post. The phrase resonated with activist Opal Tometi, who created a social media platform and invited others to share their views about why Black lives mattered.

Black Lives Matter remained primarily a hashtag until 2014, when Michael Brown, an unarmed 18-year-old Black man, was shot to death by a white police officer in Ferguson, Missouri. The incident sparked massive demonstrations and brought BLM to national attention, as activists used the hashtag to organize “freedom rides” that carried busloads of people from across the country to join the Ferguson protests. Afterward, BLM continued expanding to become a decentralized, member-led network that worked to raise awareness of racial violence and to confront it with direct action protests organized through social media. By 2015, BLM activists had organized 950 demonstrations to protest the police-involved deaths of Black people, including Eric Garner in New York City, Tamir Rice in Cleveland, and Freddie Gray in Baltimore.

As BLM grew into a movement and became increasingly visible, it also encountered criticism. Detractors claimed that BLM supporters incited violence, espoused antiwhite and antipolice views, and blamed systemic racism for all of the problems facing Black communities. Much of the criticism focused on the slogan “Black Lives Matter,” which opponents interpreted to mean that other lives did not matter. They argued that society should be colorblind and promoted the alternative phrase “All Lives Matter.” BLM activists rejected the idea that explicitly recognizing the value of Black lives somehow reduced the value of other lives. They pointed to statistics showing that a Black person was three times more likely to be killed by police than a white person as evidence that the criminal justice system treated Black people as expendable. “For me to say ‘Black lives matter’ does not mean that I’m saying any other life is less valuable, or less worthy,” said Cullors. “What I’m saying is Black lives also deserve justice, they deserve protection, they deserve to be loved, to be embraced, and they deserve to quite literally live” (Hillstrom 2018, 63).

BLM came to the forefront again in 2020 following the murder of George Floyd, a Black man who suffocated when a white Minneapolis police officer knelt on his neck for over nine minutes. The massive protests over Floyd’s murder generated an influx of publicity and support for BLM, which saw its Instagram presence increase to 4.3 million followers and its email action list expand to 2 million recipients. Movement organizers responded by restructuring BLM to form three separate entities. BLM Grassroots consists of 20 chapters that organize local, frontline, direct action protests. The BLM Global Network Foundation serves as a think tank that generates policy ideas, develops action plans, raises funds, and makes grants to support research. The BLM Political Action Committee (PAC) works to register Black voters, support Black electoral candidates, and promote legislation to improve Black lives. For example, the BLM PAC introduced the BREATHE Act, which would provide states with incentives to shrink their criminal-legal systems and instead build public safety through community investment.

Following the George Floyd protests, BLM activists began to expand their goals beyond police reform to confront the structural racism and economic inequality that prevent many Black Americans from achieving their dreams. U.S. News and World Report noted that slavery, segregation, redlining, and other forms of state-sanctioned discrimination kept Black Americans from owning homes and businesses and accumulating assets that could be passed down from generation to generation. As a result, a significant racial wealth gap developed. As of 2021, Black families held only $5 in wealth for every $100 held by white families, and the wealthiest 1 percent of Black families had a net worth of $1.5 million compared to more than $12 million for the wealthiest white families (Duckett 2021). BLM has increasingly shifted its focus to address racial wealth disparities and other forms of economic inequality.
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Citizens for Tax Justice

Citizens for Tax Justice (CTJ) is a liberal-leaning advocacy organization that analyzes tax laws and promotes changes aimed at making them fair and equitable. CTJ experts contend that the “trickle-down” economic theories popularized by conservative policymakers in the 1980s led to the creation of a tax system that favored large corporations and wealthy individuals. They claim that this tax system disadvantaged low- and middle-income families and contributed to rising levels of economic inequality in the United States. “We have a once in a generation opportunity to reverse decades of tax policy that has steered more wealth to the top, widened inequality, and deprived our country and communities of the resources needed to build a strong foundation for the future,” declared the CTJ website. “Together, we can make our voices heard and secure more equitable tax policy that raises the resources we need to invest in our communities” (“About CTJ” 2018).

CTJ was founded in Washington, DC in 1979 by a coalition of public interest groups and labor unions. Its sister organization and research partner, the Institute on Taxation and Economic Policy (ITEP), was established the following year. ITEP developed a Microsimulation Tax Model that allowed researchers to analyze the economic impact of proposed changes to tax policies. CTJ employed this tool to produce several reports that revealed the extent to which large corporations used loopholes, shelters, and incentives to avoid paying taxes. A 1985 report, entitled Corporate Taxpayers and Corporate Freeloaders, named 128 large corporations that had paid zero corporate taxes in at least one of the preceding three years. This disclosure sparked public outrage and generated legislative support for passage of the Tax Reform Act of 1986, which eliminated numerous tax shelters for rich people and corporations while cutting taxes for low- and middle-income Americans. The CTJ report even influenced President Ronald Reagan, who became determined to close corporate loopholes after learning that his personal secretary had paid more in federal taxes than General Electric and 60 other corporate giants combined.

CTJ’s reports have remained influential in the years since then. They are frequently cited in the news media, by political candidates, and by lawmakers during debates over tax policy. In 2001, CTJ analysis using the ITEP model served as the main source of information for opponents of President George W. Bush’s proposed tax cuts. In 2009, CTJ analysis of potential funding mechanisms for President Barack Obama’s proposed health care reform package convinced lawmakers to expand the Medicare tax. CTJ opposed the Tax Cuts and Jobs Act of 2017, enacted under President Donald Trump, arguing that it primarily benefitted wealthy Americans and corporations. Conversely, the organization has advocated for the wealth tax proposed by Senator Elizabeth Warren and other progressive Democrats, contending that it would help address economic inequality.

In 2017, CTJ transferred its research function to ITEP and reconfigured itself as a tax policy advocacy organization that distills information in reports that ordinary citizens can understand, amplifies the collective voices of working people to counteract the power of special interests, and advocates for tax laws that require rich people and corporations to pay their fair share. “This will make for stronger communities, a fairer economy, and more opportunity for all,” according to the organization’s website (“About CTJ” 2018). Among its goals, CTJ cites changing the federal tax system to make it more progressive by establishing a wealth tax, strengthening the estate tax, increasing taxes on investment gains, and eliminating corporate loopholes. The organization also seeks to expand tax policies that provide economic security to low-income families, such as the Earned Income Tax Credit and the Child Tax Credit. Finally, CTJ seeks to eliminate the regressive tax systems found in 45 states, which rely on sales taxes, flat taxes, and other revenue-generating measures that have a greater impact on low-income taxpayers than wealthy taxpayers, and thus contribute to economic inequality.
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Economic Policy Institute

The Economic Policy Institute (EPI) is a nonprofit think tank that conducts research on the economic status of working-class Americans and promotes public policies intended to protect or improve their standard of living. According to the EPI website, its mission is “to inform and empower individuals to seek solutions that ensure broadly shared prosperity and opportunity” (“About Us” 2022).

EPI was founded in 1986 by a group of liberal economists who sought an alternative to the free-market, trickle-down economic theories popularized by conservatives during the Ronald Reagan administration. Led by Jeff Faux—who served as EPI’s first president—the group also included American Prospect editor Robert Kuttner and Ray Marshall and Robert Reich, who both served as U.S. Secretary of Labor in Democratic administrations. From the beginning, the new organization focused on bringing the needs of low- and middle-income workers to the forefront of economic policy discussions.

EPI employs a team of scholars with expertise in economics, sociology, public policy, and law. They conduct original research and analysis, publish their findings in peer-reviewed academic journals, and inform public debate through speeches, lectures, and testimony. Their work encompasses a wide range of economic policy issues, including jobs and wages, health care, retirement, taxes, regulation, and trade and globalization. EPI’s research papers and policy analyses are cited in the media more than 20,000 times per year, and the information helps journalists, advocates, policymakers, and the public gain a deeper understanding of the issues facing working people.

EPI presents its research as independent, objective, and nonpartisan, but it receives much of its support from labor unions and generally advocates for policies that are considered left-leaning. The organization’s main goal is to improve conditions for working people by advocating for dignified, high-quality jobs, fair pay, affordable health care, and retirement security. As part of that goal, EPI supports a strong, effective labor movement and government regulation of markets to help balance the power of corporations and workers. A key element of EPI’s vision involves achieving economic justice for people of color and women by exposing structural racism and sexism and other forces that diminish their economic outcomes.

EPI is perhaps best known for its State of Working America series. First published in 1988 and updated approximately every three years since then, this encyclopedic resource provides comprehensive data on the economic condition of American workers and their families. Over the years, EPI researchers have also achieved a number of “firsts” that influenced policy debates on economic topics. As early as the 1990s, for instance, they were among the first to warn that the emerging gap between stagnant wages and growing productivity would disadvantage workers and lead to rising economic inequality in the United States. During the early stages of the health care debate, an EPI researcher first suggested that the federal government compete with private insurers by offering a public option. Likewise, an EPI economist first computed the job-seekers-to-job-openings ratio, which provides the public with vital information about unemployment.

One of EPI’s most frequently quoted data points compares the annual salary earned by the CEOs of large corporations with the annual salary earned by typical workers at those corporations. In 2020, EPI reported that CEOs received 351 times the average worker’s salary—meaning that a CEO made as much in a single day that a worker made in an entire year. EPI also found that average CEO pay increased by 16 percent in 2020, compared to a 1.8 percent increase for a typical worker, despite the fact that the risks of working during the COVID-19 pandemic fell squarely upon low-wage, frontline workers. Finally, EPI research revealed that CEO pay grew by 1,322 percent between 1978 and 2020—a windfall that was unrelated to job productivity and has contributed to record levels of income inequality.
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Equal Employment Opportunity Commission

The U.S. Equal Employment Opportunity Commission (EEOC) is a federal government agency that enforces civil rights laws prohibiting discrimination in the workplace. As stated on its website, the EEOC’s mission is to “prevent and remedy unlawful employment discrimination and advance equal opportunity for all in the workplace” (“Overview” n.d.).

President John F. Kennedy established the precursor to the EEOC, the President’s Committee on Equal Employment Opportunity, via executive order in 1961. Its purpose was to ensure that government contractors took affirmative action to treat employees fairly, without regard to their race, creed, color, or national origin. The EEOC was established by the Civil Rights Act of 1964, the landmark legislation that outlawed racial segregation in the United States. Title VII of the Act created the EEOC to investigate and mediate complaints regarding discriminatory employment practices. The Equal Employment Opportunity Act of 1972 expanded the agency’s enforcement powers—allowing it to bring lawsuits against employers—and authorized the EEOC to issue regulatory guidance regarding what constituted discrimination.

The EEOC is responsible for investigating workplace discrimination complaints involving violations of the Civil Rights Act of 1964, the Age Discrimination in Employment Act of 1967, the Rehabilitation Act of 1973, the Americans with Disabilities Act of 1990, the Lily Ledbetter Fair Pay Act of 2009, and other federal employment-related laws. Together with court rulings interpreting them, these laws make it illegal for employers to discriminate against job applicants or employees on the basis of race, color, religion, national origin, age, sex (including pregnancy, sexual orientation, and transgender status), disability, or genetic information.

Discrimination can occur in a variety of employment contexts, including hiring, promotion, training, wages, benefits, harassment, retaliation, and firing. EEOC authority covers most businesses with at least 15 employees, including employment agencies, labor unions, schools, and state and local governments. For fiscal year 2020, the EEOC had an operating budget of $356 million and employed 1,939 people between the agency’s headquarters in Washington, DC, and 53 field offices across the country.

One of the EEOC’s goals is to prevent workplace discrimination through public outreach, education, training, and technical assistance to private sector employers. The EEOC also provides leadership and guidance to other federal agencies and monitors their compliance with employment laws and regulations. Finally, the EEOC investigates and responds to charges of discrimination filed by employees. For fiscal year 2020, Robin B. Taylor reported for JD Supra, the EEOC received 67,448 discrimination complaints—an all-time low, and a decrease of more than 5,000 from the previous year. Complaints alleging retaliation by an employer against an employee accounted for the largest share of charges filed, at 55.8 percent. Disability was the basis of the next-highest percentage of discrimination complaints (36.1 percent), followed by race (32.7), sex (31.7), and age (21.0). Some complaints alleged multiple bases of discrimination (Taylor 2021).

After assessing the allegations, compiling evidence, and conducting an investigation, the EEOC issues a finding. The majority of cases are closed at this point, either because of insufficient evidence or because the allegations are determined to lack merit. Of the 70,804 cases the EEOC resolved in fiscal year 2020, only 17.4 percent were considered “merit resolutions,” meaning that they had a favorable outcome for the employee filing the discrimination charges. The EEOC secured $333.2 million for employees through mediation, conciliation, and negotiated settlements, and recovered another $106 million for employees through 93 civil lawsuits. In addition to compensatory and punitive damages, some EEOC findings of discrimination provide injunctive relief—ordering employers to cease and desist discriminatory behavior and awarding employees job reinstatement, changes to working conditions, or other forms of assistance.

Critics claim that the EEOC complaint system fails to protect American workers from unfair treatment in the workplace, partly because the agency lacks the resources to enforce antidiscrimination laws. Vox analysts Maryam Jameel and Joe Yerardi (2019) pointed out that the size of the U.S. labor force grew by 50 percent between 1980 and 2019, yet the EEOC staff shrunk by 42 percent during that period. During Donald Trump’s presidency, EEOC administrators limited the situations in which the agency sued employers, describing litigation as a “last resort.” As a result, workers who file complaints often have to wait months for EEOC action, and the agency dismisses many cases without conducting a full investigation. Proponents of workers’ rights argue that the EEOC has yet to achieve its vision of creating “respectful and inclusive workplaces with equal employment opportunity for all.”
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Federal Reserve System

The Federal Reserve System, often referred to simply as “the Fed,” is America’s central bank. It is responsible for monetary policy under the charge of achieving “stable prices” and “maximum employment.” Less well-known but what has become a current hot topic is the influence of Fed decision making on income (and wealth) inequality. Both monetary policy and the Fed’s bank regulatory powers affect inequality.

The Federal Reserve System was established by an act of Congress in 1913. The system consists of 12 banks with responsibility for different regions of the country. It is administered by the Board of Governors situated in Washington, DC. The members of the Board are appointed by the President and confirmed by the Senate to 14-year terms. Effectively the Fed is an independent agency because it has its own funding source and the Governors are not elected by anyone or beholden to the President who appointed them (because of their long terms).

The Fed is recognized primarily as a macroeconomic policymaker. To make a long story short, the Fed’s monetary policy tools allow it to influence interest rates to desired levels, which subsequently impact a wide range of other economic sectors. For example, if the economy is in recession, the Fed could lower interest rates on loans. This would stimulate interest-sensitive spending in which consumers would be encouraged by low interest rates to purchase new homes and cars, and businesses would be encouraged to invest in factories and machinery that generate jobs and other economic activity. If the economic problem is inflation, on the other hand, the Fed could raise interest rates to lower spending and reduce upward pressure on prices. The Fed’s independent status allows it to make these crucial decisions based on its own evaluation of where the economy is rather than on those of politicians who may be more concerned about their reelection prospects than the nation’s long-term economic health.

The Fed also regulates banks, and any regulatory action can influence the distribution of income. Of particular interest are Fed regulations regarding lending discrimination in business and housing loans.

Discrimination in lending was once widespread and overt. Redlining was a practice of banks whereby credit was either not extended or extended on unfavorable terms to residents of low-income and minority neighborhoods and those who wanted to launch businesses there (Squires and Woodruff 2017). Redlining is said to have gotten its name from the practice of some banks tacking maps of the community on their conference room walls and drawing red lines around the neighborhoods they set as off-limits to lending. Redlining was not just a practice of private banks. Federal agencies, including the Federal Housing Administration, engaged in redlining.

Redlining inhibited investments that neighborhoods needed to thrive. Businesses could not borrow to expand and create jobs. Families could not borrow to buy or improve their homes, making it difficult to achieve the American Dream. Unimproved neighborhoods would drive away stable families, present residents with limited options about where to shop and work, and lead to inadequately supported schools, widespread crime, dilapidated public spaces, and a toxic environment. In short, redlining contributed to a process of self-perpetuating inequality.

One of the fruits of the Civil Rights movement was legislation attempting to address redlining and related problems. The Fair Housing Act outlawing discrimination in housing was passed in 1968. A key law was the Community Reinvestment Act (CRA) of 1977, which mandated that banks help meet the credit needs of the communities in which they do business, including low-income and minority areas, essentially outlawing redlining. The Fed has significant enforcement powers for this Act.

The Fed is empowered to “examine the books” of the banks they regulate. Banks not meeting their obligations can be subjected to fines and bad publicity In addition, regulators can take this information into account when considering bank applications for mergers and acquisitions and new bank branches.

The effectiveness of the CRA remains a matter of debate. Several scholars, including former Fed chair Ben Bernanke, have concluded that the CRA has been successful in increasing lending in low-income and minority neighborhoods. Right-wing critics have questioned the necessity of the law.

The current head of the Fed, Jerome Powell, and his predecessor, Janet Yellen, have both spoken out forcefully about the plague of inequality in the United States and how it restrains the economy’s ability to reach its potential and endangers equality of opportunity. It seems likely that inequality considerations will inform Fed policy actions in the future.
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Fight for $15

The Fight for $15 is an economic justice movement aimed at increasing the minimum wage in the United States to $15 per hour. Movement organizers also seek to improve working conditions and expand unionization in low-paid service industries. The main message of the movement, according to the Fight for $15 website, is that “it is not right for companies making billions in profits to pay their workers pennies” (“About Us” 2022).

The Fight for $15 movement started in 2012, when around 200 fast-food workers in New York City organized a walkout. Inspired by the Occupy Wall Street protests against economic inequality and corporate greed that began in 2011, the striking workers demanded a wage increase to $15 per hour and the right to form labor unions without retaliation from their employers. In speeches and interviews, the workers described stressful, unsafe working conditions, revealed scars from burns and other workplace injuries, and discussed the constant struggle to pay bills and support families on low wages. Many of the workers juggled multiple minimum-wage jobs and still had to rely on food stamps, rent assistance, and other government programs to make ends meet.

The original New York City walkout sparked strikes and protests across the United States. The Fight for $15 movement eventually expanded to reach 300 cities and 60 countries around the world. Participants included low-paid workers from many different industries, including restaurants, retail, hospitality, health care, child care, and transportation. Fight for $15 advocates pointed out that the federal minimum wage had remained stagnant at $7.25 per hour since 2009—the longest period without an increase in U.S. history—despite major growth in worker productivity and corporate profits. Meanwhile, the cost of food, housing, transportation, health care, child care, and other necessities had risen dramatically. According to Business Insider, these changes resulted in the minimum wage losing 21 percent of its value since the last time Congress increased it (Lalljee 2022).

The Fight for $15 initially garnered support from progressive Democrats, such as Senator Bernie Sanders (D-VT). Its popularity among voters eventually led to its adoption by more moderate politicians and the larger Democratic Party. Shortly after taking office in 2021, President Joe Biden implemented a rule requiring a minimum wage of $15 per hour for all federal contractors. By the spring of 2022, eight states (California, Connecticut, Florida, Illinois, Maryland, Massachusetts, New Jersey, and New York) had passed laws raising their minimum wage to at least $15. In addition, a number of large corporations—including Amazon, Best Buy, Costco, Disney, and Target—announced starting wages of $15 per hour for their employees.

According to the Fight for $15 website, the movement achieved $150 billion in raises for 26 million American workers—or more than 30 percent of the nation’s workforce—during its first decade in existence. Half of those wage increases went to workers of color, who are overrepresented in minimum-wage jobs. “It has been a huge success in conjunction with other issues in reshaping narratives around economic equality in America,” labor historian Erik Loomis told the Guardian. “For the first time in a half-century we are beginning to move in the right direction on this” (Rushe 2021).

Opponents of raising the minimum wage to $15 per hour argue that it would eventually hurt workers by leading to lower overall employment in the economy. If companies were forced to pay all employees at least $15 per hour, they would either demand more skills to justify the higher wage rates or invest in technology to replace workers. Both responses would mean fewer jobs available for young, low-skill workers and higher levels of unemployment.

The COVID-19 pandemic increased public appreciation for “essential workers” who continued doing their jobs despite the personal risks to their health. In addition to doctors and nurses, the frontline workers deemed “essential” included many low-paid service workers, such as grocery store clerks, gas station attendants, delivery drivers, nursing home aides, and agricultural workers. Their sacrifices generated new support for the Fight for $15 movement. “Congress has used its rules to pass trillions of dollars in tax cuts for billionaires and massive corporations,” Mary Kay Henry, president of the Service Employees International Union (SEIU), told the Guardian. “Now it’s time for our nation’s leaders to give tens of millions of essential workers a raise” (Rushe 2021).
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Heritage Foundation

The Heritage Foundation is a conservative think tank based in Washington, DC. According to its website, the organization’s mission is “to formulate and promote public policies based on the principles of free enterprise, limited government, individual freedom, traditional American values, and a strong national defense” (“About Heritage” 2022).

The Heritage Foundation was founded in 1973 by three conservative thinkers—commentator Paul Weyrich, scholar Edwin Feulner, and businessman Joseph Coors—who intended it to serve as a counterpart to the liberal-leaning Brookings Institution. It gained a great deal of political influence during the Ronald Reagan administration (1981–1989), which adopted nearly two-thirds of the 2,000 policy recommendations included in the Heritage publication Mandate for Leadership.

As of 2022, the Heritage Foundation employs more than 100 policy experts with experience in the realms of academia, business, communications, government, the military, and nonprofit organizations. These experts conduct research into emerging public policy issues, formulate conservative solutions, and publish articles and reports. The Heritage Foundation promotes these policy prescriptions through traditional media, social media, its website, and its multimedia news platform, The Daily Signal. Heritage also lobbies for its preferred policy solutions in meetings with decisionmakers in local, state, and national government.

With more than 500,000 members, the Heritage Foundation works to unite conservatives behind its ideas and principles. It offers training, educational programming, and professional development opportunities for students, legislative staff, judicial clerks, school board members, political candidates, and other future leaders. The Heritage Foundation also pushes for the adoption of its policies through grassroots organizing. Heritage Action for America is an advocacy network that mobilizes conservative activists across the country to contact their elected officials, express their opinions, and demand action on specific issues.

Through most of its history, the Heritage Foundation presented itself as an intellectually oriented conservative organization that concentrated its efforts mainly on economic policy and foreign policy. Its policy prescriptions focused on the traditional conservative goals of reducing government spending, limiting government regulation, lowering taxes, promoting free markets, and protecting individual liberties. When Donald Trump assumed the presidency in 2017, it initially appeared that the Heritage Foundation would wield as much influence as it had in previous Republican administrations. Trump placed three Heritage alumni in his Cabinet, for instance, and implemented 64 percent of the organization’s policy recommendations.

Heritage Foundation experts soon clashed with the Trump administration over budget deficits, tariffs, foreign policy, and other issues, however, prompting the President and his allies to portray the organization as stodgy and out of touch with modern conservative priorities. Facing new competition for members and donations from far-right think tanks aligned with Trump, the Heritage Foundation shifted its focus toward addressing the hot-button social issues that appealed to Trump voters, such as abortion, gay marriage, transgender rights, immigration, and critical race theory.

After Democrat Joe Biden took office in 2021, the Heritage Foundation became a leading voice of opposition to his agenda. Heritage experts also criticized policy proposals advanced by progressive Democrats in Congress, particularly those aimed at reducing income inequality and redistributing wealth. Heritage analyst Leslie Ford, for instance, argued that Democratic ideas for welfare reform—such as providing a universal basic income (UBI) to all Americans who earned less than a certain amount—would harm low-income families by making them dependent on the government. “UBI intentionally moves away from requiring that an individual work or look for work,” she wrote, “returning to the pre-1990s cash-benefit structure of handouts rather than offering a ‘hand-up,’ taking vulnerable Americans off a work trajectory” (Ford 2020).

Ford also asserted that raising the federal minimum wage to $15 per hour would harm low-wage workers by making fewer jobs available—especially for young, entry-level workers without a college degree. “Raising the minimum wage redistributes resources among low-wage households, creating winners and losers, while also permanently eliminating some low-wage jobs,” she stated. “This is important because minimum wage jobs are stepping stones to higher-income jobs and careers.”

Heritage analyst Joel Griffith (2020) disputed the benefits of progressive policies aimed at redistributing wealth by imposing taxes on the richest Americans. He argued that the capitalist system had produced economic abundance and a high quality of life for the American people, while taxing the wealthy would reduce economic output and future growth. “Few wealthy people get that way from plundering others. They create wealth by bringing to market products that benefit others,” he wrote. “To punish such success is to incentivize consuming wealth rather than investing and growing and to deter other entrepreneurs from even trying to start businesses.… Plundering the wealthy harms all of us.”
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Institute for Women’s Policy Research

The Institute for Women’s Policy Research (IWPR) is a nonprofit, nonpartisan think tank that conducts research and informs public policy on socioeconomic issues pertaining to women and families. As stated on its website, the organization’s mission is to “win economic equity for all women and eliminate barriers to their full participation in society” (“About Us” 2022).

IWPR was founded in 1987 by the feminist economist Heidi Hartmann, who sought to fill a growing need for comprehensive, rigorous, policy-oriented research focused on women’s issues. During its first year of existence, IWPR published a seminal report that analyzed the costs to American workers, employers, taxpayers, and the U.S. economy of not providing employees with unpaid leave for childbirth, child care, medical care, or family needs. Unnecessary Losses: Costs to Americans of the Lack of Family and Medical Leave showed how the lack of a national policy granting leave for such socially necessary tasks harmed women through unemployment, lost earnings, increased reliance on public assistance, and lower wages upon returning to the workforce. The IWPR report shifted the debate and contributed to the passage of the Family and Medical Leave Act.

IWPR’s research priorities include reproductive health, race and ethnicity, education, the status of women, and economic, security, mobility, and equity (ESME). Its social scientists and economists engage in independent, high-quality, nonpartisan research and disseminate data, findings, and recommendations to shape public policy in ways favorable to women. To maintain the organization’s reputation for research integrity, IWPR experts do not engage in lobbying efforts. Instead, they share information with policymakers and the public through reports, fact sheets, congressional testimony, media interviews, and public events. IWPR’s work is cited in more than 1,000 news items each year by television, print, and digital media outlets.

The ESME program within IWPR focuses on policy issues related to women’s economic well-being, such as employment and job discrimination, child care, and federal welfare assistance. An ongoing project entitled Status of Women in the States examines economic issues affecting women on a state-by-state basis and frequently influences spending decisions made by state legislatures. In Arizona, for instance, an IWPR report provided evidence to support a $9 million increase in child care subsidies and a $6 million increase in domestic violence shelter funding.

One of IWPR’s best-known initiatives highlights wage inequalities for women in an annual report on the gender pay gap. The 2020 report identified a national gender pay gap of 17 percent, meaning that an average woman earned only 83 percent of the salary earned by an average man doing equivalent work. The situation was even worse for Black women, who earned 64 percent of men’s wages, and Latinas, who earned 57 percent. The ESME program analyzes factors contributing to unequal pay for women, such as occupational segregation, trends in labor force participation, work-family policies, and sexual discrimination and harassment in the workplace. “Greater gender equality in paid and unpaid work will reduce poverty and improve economic growth and prosperity,” according to the ESME website. “Women are held back by the undervaluation of historically female work, workplaces designed as if workers had no family responsibilities, and a broken-down work-family infrastructure” (“Economic, Security…” 2022).
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Occupy Wall Street

Occupy Wall Street was a sit-in protest against economic inequality, corporate greed, and the corruptive influence of money in politics. The original demonstration took place in New York City’s financial district, where hundreds of protesters occupied an encampment in Zuccotti Park from September 17 to November 15, 2011. Using the slogan “We Are the 99 Percent,” Occupy Wall Street protesters called attention to extreme disparities in the distribution of wealth in the United States. The Occupy Movement inspired similar protests in cities across the country and around the world, and it proved influential in turning income inequality into an important topic of political debate.

Occupy Wall Street grew out of public anger and frustration over the global financial crisis and the Great Recession. When the U.S. government approved a $700 billion bailout package to rescue failing investment banks, critics charged that it forced American taxpayers to bear the burden of large corporations’ unsound business practices. As the nation recovered from the recession, critics pointed out that the benefits of restored economic growth went primarily to wealthy CEOs and stockholders rather than to working people, thus exacerbating the problem of income inequality in the United States. The annual incomes of the top 1 percent of earners increased by 30 percent between 2009 and 2012, according to CNBC, while those of the remaining 99 percent grew by only 0.5 percent.

The initial Occupy Wall Street protest was conceived by Kalle Lasn and Micah White, publishers of a Canadian magazine called Adbusters that opposed the excessive purchase and consumption of consumer goods. They proposed a peaceful occupation of Wall Street to protest corporate influence in politics. They also created a website and a hashtag, #OccupyWallStreet, to coordinate the event on social media. Although the organizers originally planned to meet at One Chase Manhattan Plaza or Bowling Green Park—site of the iconic Charging Bull statue—the New York Police Department (NYPD) erected barricades at those city-owned locations. The protest then shifted to Zuccotti Park, a privately owned, .75-acre public space nearby.

Following a more traditional march and rally on September 17, 2011, hundreds of protesters signaled their intention to occupy the park until further notice. Their stated goals included reducing the influence of money in politics, reforming the financial system, increasing the minimum wage, forgiving student loan debt, and redistributing wealth through taxation and other policies. The NYPD initially did not allow the erection of tents, so protesters slept under tarps and blankets. Volunteers organized a meal service, donated books for protesters to read, and offered the use of bathrooms and showers in nearby buildings. The news media reported on the protests, and various celebrities visited the encampment to express support.

After 59 days of occupation, NYPD officers forcibly cleared the park shortly after midnight on November 15, destroying the encampment and arresting resistors. “The First Amendment gives every New Yorker the right to speak out,” Mayor Michael Bloomberg explained in the Guardian, “but it does not give anyone the right to sleep in a park or otherwise take it over to the exclusion of others—nor does it permit anyone in our society to live outside the law” (Walker and Wells 2011). Although the police prevented protesters from reoccupying the park, Occupy Wall Street inspired similar demonstrations in dozens of cities, as well as at corporate headquarters, board meetings, and college campuses across the country.

After the initial flurry of protests, the Occupy Movement faded away. Critics declared it a failure, claiming that it was messy and unfocused, created no lasting organizational structure, issued no specific demands, and prompted no new legislation or corporate regulations. “An honest assessment reveals that Occupy Wall Street failed to live up to its revolutionary potential,” co-founder Micah White noted in Time. “We did not bring an end to the influence of money on democracy, overthrow the corporatocracy of the 1 percent, or solve income inequality” (Anderson 2021).

Over the next few years, however, the legacy of Occupy Wall Street became clear. The protest drew national attention to income disparity and economic inequality and brought those issues to the forefront of political discourse. Its message—that the U.S. economic system is rigged to benefit the wealthiest 1 percent and leave the other 99 percent behind—resonated with a generation of young activists who became mobilized for political involvement. Occupy Wall Street also shone a spotlight on the misdeeds of the corporate sector, raising questions about whether capitalism served the interests of ordinary Americans.

Supporters credit the Occupy Movement for sparking the Fight for $15, a worker-led movement to increase the federal minimum wage to $15 per hour. Occupy Wall Street inspired a walkout protest by fast-food workers in New York City in 2012 that quickly spread across the country, resulting in wage increases for millions of service industry employees. In addition, several future protest movements—including Black Lives Matter—adopted aspects of Occupy Wall Street’s strategy and tactics, such as forming a loose, leaderless organization and emphasizing direct-action protests coordinated via social media.
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Washington Center for Equitable Growth

The Washington Center for Equitable Growth is a nonprofit organization that funds research and promotes policy ideas aimed at reducing economic inequality and extending the benefits of economic growth to all Americans. Established by officials aligned with the Democratic Party, the center serves as a liberal-leaning counterpart to conservative think tanks. “Our fundamental questions have been whether and how economic inequality—in all its forms—affects economic growth and stability, and what policymakers can do about it,” the organization reported on its website (“About Us” 2022).

Equitable Growth was co-founded in 2014 by economist Heather Boushey and John Podesta. Podesta served as White House Chief of Staff under President Bill Clinton, as White House counsel under President Barack Obama, and as chairman of Hillary Clinton’s 2016 presidential campaign. Podesta also co-founded the Center for American Progress (CAP), a liberal think tank with close ties to the Democratic Party, in 2003. Although he originally co-founded the Washington Center for Equitable Growth under the auspices of CAP, it became a separate, independent organization in 2015.

Since its founding, Equitable Growth has provided grants to more than 250 scholars conducting research into the impact of inequality on economic growth. In 2020, its total grantmaking amounted to more than $1 million. The organization also hosts events, conferences, and working papers series that bring academics together with policymakers to exchange ideas and develop evidence-based policy approaches. A steering committee comprised of leading economists and government officials oversees the center’s operations.

Equitable Growth examines the economic trends toward greater disparities in income, wealth, and upward mobility that emerged in the late 20th century. As the gap between the wealthiest Americans and everyone else reaches levels last seen in the Gilded Age, the organization investigates the ways in which growing inequality affects the economy and society. According to economist Heather Boushey, who served as president and CEO of the center from 2013 until she stepped down in 2020 to join President Joe Biden’s Council of Economic Advisers, one effect of inequality is economic instability. “Countries that have this deep inequality like we do are much more prone to financial crises,” she told the New York Times, “in no small part because high wealth inequality leads to more debt, which just makes your economy more fragile” (Lederer 2020).

Research funded by Equitable Growth focuses on such areas as business competition, families, inequality and mobility, labor, and taxes. In general, the organization supports policies that aim to limit monopoly power and promote competition in markets, increase taxes and government regulation of business, expand organized labor unions and raise workers’ wages, provide a reliable social safety net for struggling families, and address systemic racism. Its experts argue that these ideas would help the nation reduce income inequality and achieve broad-based economic growth.
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On March 15, 2014, demonstrators gathered in 21 cities across the country to show their support for a $15 minimum wage. In 2022, the federal minimum wage stood at $7.25 an hour, although several cities and states set their minimum wage well above the federal level.

(Owsspawg/Dreamstime.com)
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5    Data and Documents

The tables and figures presented in this chapter show the trajectory of income inequality across individuals and households in the United States using data from government and academic sources. In addition, evidence is provided on the extent of economic inequality across gender and across racial and ethnic groups. Finally, the chapter includes primary documents illustrating significant policy measures intended to combat inequality.

Data

Tracking Income Inequality in the United States

Income inequality in the United States has been on the rise in recent decades. There are many ways to show the increase in inequality. One of the simplest is shown in Table 5.1, which looks at the 90/10 ratio in household income. The table is constructed in the following way: Think of all the households lined up from highest to lowest income. The household at the 90th percentile is richer than 90 percent and poorer than 10 percent of all the households. In other words, a household at the 90th percentile is quite rich. A household at the 10th percentile is only richer than 10 percent of the households and poorer than 90 percent of the households, so it is quite poor. The 90/10 ratio is the income at the 90th percentile divided by the income at the 10th percentile. The larger the ratio is, the greater the gap between rich and poor and the greater the degree of inequality. To provide perspective, the table also shows how much real income in 2019 dollars was at the 90th and 10th percentiles in each year. It is worth noting that from 1975 to 2020, the real income of the household at the 90th percentile increased 76 percent while the real income at the 10th percentile increased only 16 percent.


Table 5.1 The Ratio of Household Incomes at the 90th and 10th Percentile, 1967–2020





	Year

	90/10 Ratio

	Income at 90th percentile

	Income at 10th percentile






	1967

	9.23

	102,197

	11,076




	1970

	9.22

	111,407

	12,086




	1975

	8.53

	114,492

	13,423




	1980

	9.09

	122,677

	13,496




	1985

	9.69

	131,494

	13,566




	1990

	10.12

	142,733

	14,100




	1995

	10.11

	148,384

	14,679




	2000

	10.58

	168,819

	15,950




	2005

	11.17

	167,534

	14,998




	2010

	11.70

	165,112

	14,112




	2015

	12.23

	177,194

	14,486




	2020

	12.89

	201,126

	15,600






Source: Shrider, Emily A., Melissa Kollar, Frances Chen, and Jessica Semega, U.S. Census Bureau, Current Population Reports, P60–273. Income and Poverty in the United States: 2020, U.S. Government Publishing Office, Washington, DC, September 2021. Table A4a, p. 40.



Data to allow construction of this table was collected starting in 1967, when inequality was falling. The year 1975 marked the end of what many economists call the Golden Age, the post-World War II economic boom that saw rising incomes along with greater equality. From 1975 onward, the general trend has been toward greater inequality. In 1975, the 90/10 ratio stood at 8.53; by 2020, the 90/10 ratio had grown to 12.89, a 51 percent increase.


Figure 5.1 Mean Income of the Top 5%, 1967–2020
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Source: United States Census Bureau, 2021. Historical Income Tables: Income Inequality. Table H-3. Mean Household Income Received by Each Fifth and Top 5 Percent. Accessed October 15, 2021. https://www.census.gov/data/tables/time-series/demo/income-poverty/historical-income-inequality.html.



Figure 5.1 tracks the average income of the top 5 percent of households from 1967 to 2020. What first stands out is the large increase in the average income of these households, rising from $191,000 in 1967 to $446,000 by 2020, a more than two-fold increase. In comparison, over the same time frame, the incomes of the middle 20 percent of households rose only from $48,000 to $68,000 (see source above). The numbers here illustrate the fact that rising income inequality in the United States is largely a story of the rich getting richer, while the incomes of everyone else remain the same.

It is important, however, to recognize that the composition of these income groups has changed over time. New households have moved into the top 5 percent bracket, and other households have dropped out. Additionally, the figure demonstrates that the increase in top incomes over the past several decades has been episodic rather than steady. Capital income—returns on stocks, bonds, and other financial assets—makes up a significant share of the income of top earners. Incomes at the top are more volatile than incomes at the middle and lower end of the distribution, which consist primarily of labor income—wages and salaries.

Figure 5.2 shows the Gini coefficient for household income in the United States from 1967 to 2020. The Gini coefficient is a measure of inequality whose value ranges from 0 to 1. Zero indicates perfect equality—an income distribution in which every household (or individual) has the same income. At the other extreme, a value of 1 indicates perfect inequality—an income distribution in which a single ultrarich household receives all the income and all other households receive none. Here we see that the Gini coefficient has been on the rise for the past five decades, from a low of 0.39 in 1968 to a peak of 0.49 in 2020. The sharp jump in the Gini coefficient from 1992 to 1993 is due to a change in data collection methods that increased the maximum income that households could report.


Figure 5.2 Gini Index of Income Inequality, 1967–2020
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Source: United States Census Bureau, 2021. Historical Income Tables: Income Inequality. Table A-4. Mean Household Income Received by Each Fifth and Top 5 Percent. Accessed October 15, 2021. https://www.census.gov/data/tables/time-series/demo/income-poverty/historical-income-inequality.html.



Table 5.2 considers the inequality of earned income: income from working a job, either as an employee or self-employed, in the form of wages, salary, or profits. Earned income is only one component of total income, which might also include unearned income (returns from financial and physical assets) and transfer payments or tax credits. The inequality of earned income has increased steadily over the past several decades. In the 1950s and 1960s, the top 5 percent of earners made about four to five times as much, on average, as those in the bottom 90 percent of the distribution. That ratio rose during the 1970s, 1980s, and 1990s, reaching eight times as much by the year 2000. By 2019, the earnings of those on the top 5 percent were, on average, 8.22 times greater than those in the bottom 90 percent.


Table 5.2 Ratio of the Average Annual Earnings of the Top 5% to the Bottom 90%, 1947–2019





	Year

	Top 5%/Bottom 90% Ratio

	Average earnings of top 5% (2019 $s)

	Average earnings of bottom 90% (2019 $s)






	1947

	4.59

	75,183

	16,393




	1950

	4.46

	79,846

	17,899




	1955

	4.17

	92,412

	22,139




	1960

	4.27

	103,530

	24,268




	1965

	4.29

	115,390

	26,907




	1970

	4.59

	131,566

	28,639




	1975

	5.01

	142,234

	28,385




	1980

	5.17

	156,188

	30,206




	1985

	5.74

	175,586

	30,582




	1990

	6.66

	208,043

	31,227




	1995

	6.88

	218,532

	31,750




	2000

	8.00

	284,920

	35,593




	2005

	7.89

	270,291

	34,273




	2010

	7.99

	284,210

	35,574




	2015

	8.35

	310,755

	37,208




	2019

	8.22

	320,096

	38,923






Source: Economic Policy Institute, State of Working America Data Library, “Wages for Top 1.0%, 0.1%, and Bottom 90%,” 2022. https://www.epi.org/data/#cpsorg.



Income and Wealth Inequality in the Long Run

Table 5.3 tracks the share of income going to households across the income distribution over nearly two and a half centuries, from 1774 to 2019. The data illustrate that income inequality has risen and fallen over different eras in the nation’s history. The nation started out with remarkably low levels of income inequality. Inequality then rose in the 1800s and early 1900s, peaking in the 1920s, prior to the Great Depression, when the top 1 percent of households took in more than 20 percent of total income. Inequality then fell from the 1930s to the 1970s, during a period historians refer to as the Great Leveling. Beginning in the 1970s, inequality began to rise once more, and continues to rise to this day.

Figure 5.3 plots the percent of wealth held by the top 10 percent and top 1 percent of households, ranked by wealth, from 1774 to 2016. Wealth is defined as the total assets owned by a household, net of any debt, and is sometimes referred to as a household’s “net worth.” The distribution of wealth is much more unequal than that of income, mainly because wealth accumulates over time, compounding inequality. For example, as shown below in Figure 5.3, in the year 2010 the top 1% of households by income received 18.3 percent of income, whereas in 2010 the top 1% of households by wealth held 76.3 percent of the nation’s wealth.


Table 5.3 The Distribution of Income: 1774–2020





	
Year

	
Shares of Aggregate Income:




	Lowest Fifth

	Second Fifth

	Third Fifth

	Fourth Fifth

	Highest Fifth

	Top 10 Percent

	Top 5 Percent

	Top 1 Percent






	1774

	12.6

	39.6

	47.8

	32.2

	23.1

	8.5




	1850

	11.7

	35.6

	52.7

	36.5

	24.9

	10.4




	1860

	10.7

	34.4

	54.9

	38.0

	25.6

	10.0




	1870

	11.1

	33.7

	55.1

	39.3

	27.2

	9.8




	1913

	(NA)

	(NA)

	(NA)

	42.3

	(NA)

	18.8




	1920

	(NA)

	(NA)

	(NA)

	43.4

	27.5

	18.4




	1929

	(NA)

	(NA)

	(NA)

	46.7

	33.1

	21.2




	1930

	(NA)

	(NA)

	(NA)

	45.3

	31.2

	18.1




	1940

	(NA)

	(NA)

	(NA)

	47.7

	31.3

	19.3




	1950

	3.1

	10.5

	16.7

	23.6

	45.6

	39.0

	23.9

	15.9




	1960

	3.2

	10.6

	17.6

	24.7

	44.0

	35.6

	20.5

	12.6




	1970

	4.1

	10.8

	17.4

	24.5

	43.3

	33.8

	16.6

	10.8




	1980

	4.2

	10.2

	16.8

	24.7

	44.1

	34.2

	16.5

	10.7




	1990

	3.8

	9.6

	15.9

	24.0

	46.6

	38.7

	18.5

	14.5




	2000

	3.6

	8.9

	14.8

	23.0

	49.8

	43.9

	22.1

	18.3




	2010

	3.3

	8.5

	14.6

	23.4

	50.3

	43.9

	21.3

	18.3




	2015

	3.1

	8.2

	14.3

	23.2

	51.1

	45.7

	22.1

	18.9




	2019

	3.1

	8.3

	14.1

	22.7

	51.9

	45.5

	23.0

	18.8




	2020

	3.0

	8.1

	14.0

	22.6

	52.2

	(NA)

	23.0

	(NA)






Sources: For 1774, 1850, 1860, 1870, 1910 (1% and 10% shares), 1920 (1% share), 1929 (1% share): Lindert, Peter H. and Jeffrey G. Williamson. 2016. Unequal Gains: American Growth and Inequality Since 1700. Princeton: Princeton University Press.

For 1920–1970 (5% share), 1950 (quintile shares), 1960 (quintile shares), Susan B. Carter, Scott Sigmund Gartner, Michael R. Haines, Alan L. Olmstead, Richard Sutch, and Gavin Wright, editors. 2006. Historical Statistics of the United States: Millennial Edition (Online Version). New York: Cambridge University Press.

For 1970–2020 (quintile shares and 5% shares): United States Census Bureau, 2021. Historical Income Tables: Income Inequality. Table A-4b. Selected Measures of Household Income Dispersion, 1967–2020. Accessed October 9, 2021. https://www.census.gov/data/tables/time-series/demo/income-poverty/historical-income-inequality.html.

For 1920–2019 (1% and 10% shares): Country Graphs: USA. World Inequality Database. https://wid.world/country/usa/. Accessed September 9, 2021.




Figure 5.3 Top Wealth Shares, 1774–2016
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Note: In all years other than 1860 and 1870, wealth is defined as net worth: total assets minus liabilities. In 1860 and 1870, wealth is defined as total assets.

Sources: For 1774–1853, 1965, 1972–1981, 1986: Susan B. Carter, Scott Sigmund Gartner, Michael R. Haines, Alan L. Olmstead, Richard Sutch, and Gavin Wright, editors. 2006. Historical Statistics of the United States: Millennial Edition (Online Version). New York: Cambridge University Press.

For 1962–1989, 2001, 2007–2016: Wolff, Edward N. 2012. “The Asset Price Meltdown and the Wealth of the Middle Class.” NBER Working Paper 18559, National Bureau of Economic Research, Cambridge, MA.

For 1992–1998, 2004: “Wolff, Edward N. 2017. Household Wealth Trends in the United States, 1962 to 2016: Has Middle Class Wealth Recovered?” NBER Working Paper 24085, National Bureau of Economic Research, Cambridge, MA.



Wealth inequality has been far from constant in the nation’s history. Wealth inequality started out at relatively low levels, then grew throughout the 1800s and early 1900s, as the nation became more urban and industrialized. Wealth inequality peaked prior to the Great Depression, with the wealthiest 1 percent of households holding almost half the nation’s total wealth. Wealth inequality trended downward from 1929 to into the mid-1970s, then resumed an upward trend that continues today.

Poverty

Figure 5.4 traces the extent of poverty among individuals in the United States from 1959 to 2020. The definition of “poverty” used is the federal poverty rate. By this definition, individuals are counted as “poor” if they live in households whose before-tax income falls below a given threshold, adjusted for household size and composition. Critics of the official definition of poverty argue that the poverty threshold, originally based on the price of food, has not kept up with the rising cost of housing, health care, and education.


Figure 5.4 Poverty Rate, 1959–2020
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Source: Shrider, Emily A., Melissa Kollar, Frances Chen, and Jessica Semega, U.S. Census Bureau, Current Population Reports, P60-273. Income and Poverty in the United States: 2020, U.S. Government Publishing Office, Washington, DC, September 2021. Table B-4, p. 56.



Over the five decades shown in Figure 5.4, the poverty rate was highest at the outset, in 1959, at 22.4 percent. Over the next 15 years, the combination of strong economic growth and an intentional federal War on Poverty in the 1960s brought the poverty rate down by a full 10 percentage points, to a low of 11.1 percent in 1973. Since that time, the poverty rate has fluctuated between 11 and 15 percent, following economic and demographic trends as well as fluctuations in the political will to fight poverty. In recent years, poverty declined significantly, from a peak of 15.1 percent in 2010 to 10.5 percent by 2019. Poverty then rose slightly in 2020, likely as a result of the COVID-19 pandemic.

Social Mobility

Figure 5.5 shows the correlation between inequality and the degree of social mobility: societies with greater inequality have less social mobility. In 2012, Alan B. Krueger, chairman of President Obama’s Council of Economic Advisers, used the term The Great Gatsby Curve to describe this relationship. Krueger’s comments on the subject are included in the Documents section of this chapter.

Earnings Differences by Race/Ethnicity and Gender

Figure 5.6 examines long-run change in the ratio of the average income of Black individuals to that of white individuals. This ratio is found by dividing the average income of Black individuals by the average income of white individuals. A value of 50 percent, for example, would mean that on average, Black income is half that of White income. Figure 5.6 only describes Black and white households in the aggregate; it does not mean that the income of each Black individual is half of that of each white individual.

Over the century and a half from 1870 to 2020, average Black incomes have risen relative to those of whites, but at a regrettably slow pace, with halts and starts along the way. In 1870, five years after the Civil War ended slavery, the ratio of Black-to-white income stood at 28 percent. Thirty years later, in 1900, Black incomes still averaged less than one-third of white incomes, a ratio of 32 percent. It was not until 1965 that average Black incomes reached half the level of average white incomes. The Civil Rights Movement of the 1960s led to rapid growth in average Black incomes, with the ratio rising from 50 percent in 1965 to 59 percent by 1975. Convergence in Black and white incomes then stalled, and the ratio still stood at 59 percent in 1990. From 1990 to 2020, the ratio rose from 59 percent to 68 percent. As of today, on average, the incomes of Black people are about two-thirds that of the incomes of white people.


Figure 5.5 Inequality and Intergenerational Mobility
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Source: Miles Corak, “Inequality from Generation to Generation: The United States in Comparison,” in Rycroft, Robert S., 2013. The Economics of Inequality, Poverty and Discrimination in the 21st Century, Santa Barbara, CA: ABC-CLIO. 107–123.




Figure 5.6 Black-to-White Per Capita Income, 1870–2020
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Sources: For 1870–1940: Margo, Robert A. 2016. “Obama, Katrina, and the Persistence of Racial Inequality.” Journal of Economic History 76 (June): 301–341. doi: https://doi.org/10.1017/S0022050716000590.

For 1950–1965: Calculated by the author, following Margo 2016, from Table P-3 of United States Census Bureau, 2020. Historical Income Tables: People. Race and Hispanic Origin of People by Mean Income and Sex. Accessed May 15, 2020. https://www.census.gov/data/tables/time-series/demo/income-poverty/historical-income-people.html.

For 1970–2020: Calculated by the author, following Margo 2016, from Table P-1 of United States Census Bureau, 2021. Historical Income Tables: People. Total CPS Population and Per Capita Income. Accessed September 15, 2021. https://www.census.gov/data/tables/time-series/demo/income-poverty/historical-income-people.html.



Figure 5.7 compares the trajectories of the median income of Asian, Black, Hispanic, and white households over recent decades. Black median income has consistently ranked lowest, followed by Hispanic median income, with both falling below the median for all households. White median income and Asian median income are above the overall median. As of 2020, median Asian household income stood at $95,000 followed by white (not Hispanic) income at $75,000, Hispanic income at $55,000, and Black income at $46,000.


Figure 5.7 Real Median Household Income by Race, 1967–2020
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Source: Shrider, Emily A., Melissa Kollar, Frances Chen, and Jessica Semega, U.S. Census Bureau, Current Population Reports, P60-273. Income and Poverty in the United States: 2020, U.S. Government Publishing Office, Washington, DC, September 2021. Table A-2, p. 28.



Across all races, median household income increased 30 percent over the 50 years from 1970 to 2020. Looking only at the most recent decade, from 2010 to 2020, median Asian income grew most quickly, increasing 24.1 percent, followed by Hispanic income at 23.6 percent, then Black income, at 20.0 percent, and then white income at 15.6 percent.

Racial Wealth Gap

Figure 5.8 summarizes wealth disparities along racial and ethnic lines. The racial wealth gap is much wider than the racial income gap, as differences in wealth compound over time. In 2019, white families had the greatest wealth (net worth), with median net worth of $188,200 and mean net worth of $983,400, in 2019 dollars. The wealth of Black families was less than 15 percent that of white families, with a median net worth of $24,100 and a mean of $142,500. The wealth of Hispanic families fell in between that of Black and white families, with a median of $36,100 and a mean of $165,500. The “Other” families group also fell in between. The “Other” group is diverse, including those identifying as Asian, American Indian, Native Hawaiian, Pacific Islander, other race, and all who report more than one racial/ethnic identification.


Figure 5.8 Median Net Worth by Race/Ethnicity, 2019
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Source: Bhutta, Neil, Andrew C. Chang, Lisa J. Dettling, and Joanne W. Hsu. 2020. “Disparities in Wealth by Race and Ethnicity in the 2019 Survey of Consumer Finances,” FEDS Notes. Washington: Board of Governors of the Federal Reserve System, September 28, 2020, https://doi.org/10.17016/2380-7172.2797.



Figure 5.9 examines home ownership rates by race, ethnicity, and age. For many families, a home is the largest component of wealth and an important mechanism for building wealth. The largest gap in home ownership rates is seen between Black and white families. For young families, about 46 percent of white families own their own home, compared to only 17 percent of Black families. Research suggests that Black parents are less able than white parents to help their adult children purchase homes. By middle age, this gap closes a bit, with 73 percent of white families owning their homes, as compared to 51 percent of middle-aged Black families. The home-ownership rates of Hispanic families are between those of white and Black families.


Figure 5.9 Home Ownership Rates by Race/Ethnicity and Age, 2019
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Source: Bhutta, Neil, Andrew C. Chang, Lisa J. Dettling, and Joanne W. Hsu. 2020. “Disparities in Wealth by Race and Ethnicity in the 2019 Survey of Consumer Finances,” FEDS Notes. Washington: Board of Governors of the Federal Reserve System, September 28, 2020, https://doi.org/10.17016/2380-7172.2797.



For all racial and ethnic groups, the home ownership rate rises significantly from young to middle-age, then rises more gently, if at all, from middle-age to retirement age. It is important to note along with the gap in home ownership rates, there is a significant gap in home values. In 2020, the typical value of a white family’s home was $230,000, while the typical value of a Black family’s home was $150,000 and that of the Hispanic family’s home, $200,000 (Bhutta et al. 2020).

Income Inequality by Gender

Figure 5.10 tracks the gender wage gap from 1900 to 2020. The 20th century saw a revolution in women’s role in the economy, reflected in growth in both women’s earnings and in women’s participation in paid work. As of 1900, women who worked in the paid labor force earned on average 55.4 percent of what men earned. That ratio changed little over the first half of the century.


Figure 5.10 Female-to-Male Earnings Ratio, 1900–2020
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Sources: For 1900–1930: Margo, Robert A. 2006. “Female-to-Male Earnings Ratios: 1815–1987.” In Historical Statistics of the United States, Earliest Times to the Present: Millennial Edition, edited by Susan B. Carter, Scott Sigmund Gartner, Michael R. Haines, Alan L. Olmstead, Richard Sutch and Gavin Wright, Table Ba4224–4233. New York: Cambridge University Press. The earnings ratio is that of female manufacturing workers to male manufacturing workers.

For 1940: O’Neill, June, and Solomon Polachek. 1993. “Why the Gender Gap in Wages Narrowed in the 1990s.” Journal of Labor Economics 11 (1): 205–228.

For 1955–2010: Institute for Women’s Policy Research. 2019. “The Gender Wage Gap: 2018. Earnings Differences by Race and Ethnicity.” https://iwpr.org/iwpr-general/the-gender-wage-gap-2018-earnings-differences-by-race-and-ethnicity.

For 2020 weekly earnings ratio: U.S. Bureau of Labor Statistics. 2021. Labor Force Statistics from the Current Population Survey. Household Data Annual Averages 37. Median weekly earnings of full-time wage and salary workers by selected characteristics. https://www.bls.gov/cps/cpsaat37.htm.

For 2020 annual earnings ratio: Shrider, Emily A., Melissa Kollar, Frances Chen, and Jessica Semega, U.S. Census Bureau, Current Population Reports, P60-273. Income and Poverty in the United States: 2020, U.S. Government Publishing Office, Washington, DC, September 2021. Table A-7, p. 46.



As of 1980, women’s weekly earnings were 64.2 percent of men’s earnings. Women’s relative earnings increased rapidly in the 1980s and 1990s, as women’s gains in education and work experience began to pay off in the workforce. By the year 2000, women’s weekly earnings were 76.9 percent those of men (see sources above). In 2020, women’s weekly earnings stood at 82.3 percent of men’s, and women’s annual earnings at 83 percent of men’s.

Figure 5.11 compares labor force participation rates over the long run by gender and race. The labor force participation rate measures the percentage of noninstitutionalized civilians aged 16 and older employed or looking for work. Over the long run, we see convergence by gender in labor force participation rates. As of 2020, 55.7 percent of white women were in the labor force as compared to 68.2 percent of white men, and 55.9 percent of women of color as compared to 65.7 percent of men of color (see source below). We also see convergence in the work force participation of Black and white women. White women were initially less likely to be found in the workforce, but by 2020 the labor force participation rates of Black and white women were nearly equal: 55.9 percent for Black women and 55.7 percent for white women. The unusually high labor force participation rates recorded in 1920 are likely the result of the unusual wording of the 1910 census question.


Figure 5.11 Labor Force Participation by Gender and Race, 1850–2020
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Sources: For 1900–1990: Sobek, Mathew. 2006. “Labor Force Participation, by Sex and Race: 1850–1990.” In Historical Statistics of the United States, Earliest Times to the Present: Millennial Edition, edited by Susan B. Carter, Scott Sigmund Gartner, Michael R. Haines, Alan L. Olmstead, Richard Sutch and Gavin Wright, Table Ba417–424. New York: Cambridge University Press.

For 2000–2010: Calculated by the author from U.S. Census Bureau. 2012. “Statistical Abstract of the United States.”

For 2020: Calculated by the author from https://www.bls.gov/emp/tables/civilian-labor-force-participation-rate.htm.



Documents

Civil Rights Act of 1964

The passage of the Civil Right Act of 1964 was a key turning point for income inequality. The bill outlawed discrimination by race, color, religion, sex, or national origin in several areas of American life. The area with greatest relevance to income inequality was discrimination in the labor market, which was addressed in Title VII (a “title” is a section of the legislation). The text of Title VII reads as follows, with the most important part in section 703.

An Act

To enforce the constitutional right to vote, to confer jurisdiction upon the district courts of the United States to provide injunctive relief against discrimination in public accommodations, to authorize the attorney General to institute suits to protect constitutional rights in public facilities and public education, to extend the Commission on Civil Rights, to prevent discrimination in federally assisted programs, to establish a Commission on Equal Employment Opportunity, and for other purposes.

Be it enacted by the Senate and House of Representatives of the United States of America in Congress assembled, That this Act may be cited as the “Civil Rights Act of 1964”.

* * *

UNLAWFUL EMPLOYMENT PRACTICES

SEC. 2000e-2. [Section 703]

(a)   Employer practices

It shall be an unlawful employment practice for an employer—

(1)   to fail or refuse to hire or to discharge any individual, or otherwise to discriminate against any individual with respect to his compensation, terms, conditions, or privileges of employment, because of such individual’s race, color, religion, sex, or national origin; or

(2)   to limit, segregate, or classify his employees or applicants for employment in any way which would deprive or tend to deprive any individual of employment opportunities or otherwise adversely affect his status as an employee, because of such individual’s race, color, religion, sex, or national origin.

(b)   Employment agency practices

It shall be an unlawful employment practice for an employment agency to fail or refuse to refer for employment, or otherwise to discriminate against, any individual because of his race, color, religion, sex, or national origin, or to classify or refer for employment any individual on the basis of his race, color, religion, sex, or national origin.

(c)   Labor organization practices

It shall be an unlawful employment practice for a labor organization-

(1)   to exclude or to expel from its membership, or otherwise to discriminate against, any individual because of his race, color, religion, sex, or national origin;

(2)   to limit, segregate, or classify its membership or applicants for membership, or to classify or fail or refuse to refer for employment any individual, in any way which would deprive or tend to deprive any individual of employment opportunities, or would limit such employment opportunities or otherwise adversely affect his status as an employee or as an applicant for employment, because of such individual’s race, color, religion, sex, or national origin; or

(3)   to cause or attempt to cause an employer to discriminate against an individual in violation of this section.

(d)   Training programs

It shall be an unlawful employment practice for any employer, labor organization, or joint labor-management committee controlling apprenticeship or other training or retraining, including on-the-job training programs to discriminate against any individual because of his race, color, religion, sex, or national origin in admission to, or employment in, any program established to provide apprenticeship or other training.

(e)   Businesses or enterprises with personnel qualified on basis of religion, sex, or national origin; educational institutions with personnel of particular religion

Notwithstanding any other provision of this subchapter, (1) it shall not be an unlawful employment practice for an employer to hire and employ employees, for an employment agency to classify, or refer for employment any individual, for a labor organization to classify its membership or to classify or refer for employment any individual, or for an employer, labor organization, or joint labor-management committee controlling apprenticeship or other training or retraining programs to admit or employ any individual in any such program, on the basis of his religion, sex, or national origin in those certain instances where religion, sex, or national origin is a bona fide occupational qualification reasonably necessary to the normal operation of that particular business or enterprise, and (2) it shall not be an unlawful employment practice for a school, college, university, or other educational institution or institution of learning to hire and employ employees of a particular religion if such school, college, university, or other educational institution or institution of learning is, in whole or in substantial part, owned, supported, controlled, or managed by a particular religion or by a particular religious corporation, association, or society, or if the curriculum of such school, college, university, or other educational institution or institution of learning is directed toward the propagation of a particular religion.

(f)   Members of Communist Party or Communist-action or Communist-front organizations

As used in this subchapter, the phrase “unlawful employment practice” shall not be deemed to include any action or measure taken by an employer, labor organization, joint labor-management committee, or employment agency with respect to an individual who is a member of the Communist Party of the United States or of any other organization required to register as a Communist-action or Communist-front organization by final order of the Subversive Activities Control Board pursuant to the Subversive Activities Control Act of 1950 [50 U.S.C. 781 et seq.].

(g)   National security

Notwithstanding any other provision of this subchapter, it shall not be an unlawful employment practice for an employer to fail or refuse to hire and employ any individual for any position, for an employer to discharge any individual from any position, or for an employment agency to fail or refuse to refer any individual for employment in any position, or for a labor organization to fail or refuse to refer any individual for employment in any position, if—

(1)   the occupancy of such position, or access to the premises in or upon which any part of the duties of such position is performed or is to be performed, is subject to any requirement imposed in the interest of the national security of the United States under any security program in effect pursuant to or administered under any statute of the United States or any Executive order of the President; and

(2)   such individual has not fulfilled or has ceased to fulfill that requirement.

(h)   Seniority or merit system; quantity or quality of production; ability tests; compensation based on sex and authorized by minimum wage provisions

Notwithstanding any other provision of this subchapter, it shall not be an unlawful employment practice for an employer to apply different standards of compensation, or different terms, conditions, or privileges of employment pursuant to a bona fide seniority or merit system, or a system which measures earnings by quantity or quality of production or to employees who work in different locations, provided that such differences are not the result of an intention to discriminate because of race, color, religion, sex, or national origin, nor shall it be an unlawful employment practice for an employer to give and to act upon the results of any professionally developed ability test provided that such test, its administration or action upon the results is not designed, intended or used to discriminate because of race, color, religion, sex or national origin. It shall not be an unlawful employment practice under this subchapter for any employer to differentiate upon the basis of sex in determining the amount of the wages or compensation paid or to be paid to employees of such employer if such differentiation is authorized by the provisions of section 206(d) of Title 29 [section 6(d) of the Labor Standards Act of 1938, as amended].

(i)   Businesses or enterprises extending preferential treatment to Indians

Nothing contained in this subchapter shall apply to any business or enterprise on or near an Indian reservation with respect to any publicly announced employment practice of such business or enterprise under which a preferential treatment is given to any individual because he is an Indian living on or near a reservation.

(j)   Preferential treatment not to be granted on account of existing number or percentage imbalance

Nothing contained in this subchapter shall be interpreted to require any employer, employment agency, labor organization, or joint labor-management committee subject to this subchapter to grant preferential treatment to any individual or to any group because of the race, color, religion, sex, or national origin of such individual or group on account of an imbalance which may exist with respect to the total number or percentage of persons of any race, color, religion, sex, or national origin employed by any employer, referred or classified for employment by any employment agency or labor organization, admitted to membership or classified by any labor organization, or admitted to, or employed in, any apprenticeship or other training program, in comparison with the total number or percentage of persons of such race, color, religion, sex, or national origin in any community, State, section, or other area, or in the available work force in any community, State, section, or other area.

(k)   Burden of proof in disparate impact cases

(1)   (A) An unlawful employment practice based on disparate impact is established under this subchapter only if-

 (i)   a complaining party demonstrates that a respondent uses a particular employment practice that causes a disparate impact on the basis of race, color, religion, sex, or national origin and the respondent fails to demonstrate that the challenged practice is job related for the position in question and consistent with business necessity; or

(ii)   the complaining party makes the demonstration described in subparagraph (C) with respect to an alternative employment practice and the respondent refuses to adopt such alternative employment practice.

(B)  (i)  With respect to demonstrating that a particular employment practice causes a disparate impact as described in subparagraph (A)(i), the complaining party shall demonstrate that each particular challenged employment practice causes a disparate impact, except that if the complaining party can demonstrate to the court that the elements of a respondent’s decision making process are not capable of separation for analysis, the decision making process may be analyzed as one employment practice.

(ii)   If the respondent demonstrates that a specific employment practice does not cause the disparate impact, the respondent shall not be required to demonstrate that such practice is required by business necessity.

(C)   The demonstration referred to by subparagraph (A)(ii) shall be in accordance with the law as it existed on June 4, 1989, with respect to the concept of “alternative employment practice”.

(2)   A demonstration that an employment practice is required by business necessity may not be used as a defense against a claim of intentional discrimination under this subchapter.

(3)   Notwithstanding any other provision of this subchapter, a rule barring the employment of an individual who currently and knowingly uses or possesses a controlled substance, as defined in schedules I and II of section 102(6) of the Controlled Substances Act (21 U.S.C. 802(6)), other than the use or possession of a drug taken under the supervision of a licensed health care professional, or any other use or possession authorized by the Controlled Substances Act [21 U.S.C. 801 et seq.] or any other provision of Federal law, shall be considered an unlawful employment practice under this subchapter only if such rule is adopted or applied with an intent to discriminate because of race, color, religion, sex, or national origin.

 (l)   Prohibition of discriminatory use of test scores

It shall be an unlawful employment practice for a respondent, in connection with the selection or referral of applicants or candidates for employment or promotion, to adjust the scores of, use different cutoff scores for, or otherwise alter the results of, employment related tests on the basis of race, color, religion, sex, or national origin.

(m)  Impermissible consideration of race, color, religion, sex, or national origin in employment practices

Except as otherwise provided in this subchapter, an unlawful employment practice is established when the complaining party demonstrates that race, color, religion, sex, or national origin was a motivating factor for any employment practice, even though other factors also motivated the practice.

(n)   Resolution of challenges to employment practices implementing litigated or consent judgments or orders

(1)  (A) Notwithstanding any other provision of law, and except as provided in paragraph (2), an employment practice that implements and is within the scope of a litigated or consent judgment or order that resolves a claim of employment discrimination under the Constitution or Federal civil rights laws may not be challenged under the circumstances described in subparagraph (B).

(B)  A practice described in subparagraph (A) may not be challenged in a claim under the Constitution or Federal civil rights laws-

 (i) by a person who, prior to the entry of the judgment or order described in subparagraph (A), had-

(I)   actual notice of the proposed judgment or order sufficient to apprise such person that such judgment or order might adversely affect the interests and legal rights of such person and that an opportunity was available to present objections to such judgment or order by a future date certain; and

(II) a reasonable opportunity to present objections to such judgment or order; or

(ii) by a person whose interests were adequately represented by another person who had previously challenged the judgment or order on the same legal grounds and with a similar factual situation, unless there has been an intervening change in law or fact.

(2)   Nothing in this subsection shall be construed to-

(A)  alter the standards for intervention under rule 24 of the Federal Rules of Civil Procedure or apply to the rights of parties who have successfully intervened pursuant to such rule in the proceeding in which the parties intervened;

(B)  apply to the rights of parties to the action in which a litigated or consent judgment or order was entered, or of members of a class represented or sought to be represented in such action, or of members of a group on whose behalf relief was sought in such action by the Federal Government;

(C)  prevent challenges to a litigated or consent judgment or order on the ground that such judgment or order was obtained through collusion or fraud, or is transparently invalid or was entered by a court lacking subject matter jurisdiction; or

(D)  authorize or permit the denial to any person of the due process of law required by the Constitution.

(3)   Any action not precluded under this subsection that challenges an employment consent judgment or order described in paragraph (1) shall be brought in the court, and if possible before the judge, that entered such judgment or order. Nothing in this subsection shall preclude a transfer of such action pursuant to section 1404 of Title 28 [United States Code].

OTHER UNLAWFUL EMPLOYMENT PRACTICES

SEC. 2000e-3. [Section 704]

(a)   Discrimination for making charges, testifying, assisting, or participating in enforcement proceedings

It shall be an unlawful employment practice for an employer to discriminate against any of his employees or applicants for employment, for an employment agency, or joint labor-management committee controlling apprenticeship or other training or retraining, including on-the-job training programs, to discriminate against any individual, or for a labor organization to discriminate against any member thereof or applicant for membership, because he has opposed any practice made an unlawful employment practice by this subchapter, or because he has made a charge, testified, assisted, or participated in any manner in an investigation, proceeding, or hearing under this subchapter.

(b)   Printing or publication of notices or advertisements indicating prohibited preference, limitation, specification, or discrimination; occupational qualification exception

It shall be an unlawful employment practice for an employer, labor organization, employment agency, or joint labor-management committee controlling apprenticeship or other training or retraining, including on-the-job training programs, to print or publish or cause to be printed or published any notice or advertisement relating to employment by such an employer or membership in or any classification or referral for employment by such a labor organization, or relating to any classification or referral for employment by such an employment agency, or relating to admission to, or employment in, any program established to provide apprenticeship or other training by such a joint labor-management committee, indicating any preference, limitation, specification, or discrimination, based on race, color, religion, sex, or national origin, except that such a notice or advertisement may indicate a preference, limitation, specification, or discrimination based on religion, sex, or national origin when religion, sex, or national origin is a bona fide occupational qualification for employment.



Source: Civil Rights Act of 1964, U.S. Code 42 (1964), § 2000e et seq.

Earned Income Tax Credit (EITC)

First enacted in 1975, the Earned Income Tax Credit (or Earned Income Credit) has grown to become the largest cash program to aid the poor. It works through the tax system. Low-income persons and families fill out their tax returns each year. If their income is low, they then can do an additional calculation to calculate their credit based on how much money they earned during the year. The credit is used to reduce the taxes they owe, with the added feature that the credit is refundable. That means if the credit exceeds the taxes owed, the person or family receives a payment for the difference. It owes its life and expansion to being something that both liberals and conservatives can like. Liberals like the big boost it gives to the incomes of the poor. Conservatives like that it rewards work.

The document included here is an excerpt from the instruction book issued by the Internal Revenue Service to aid people in computing their credit. The example of Cynthia and Jerry Grey is particularly instructive.
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Source: Department of the Treasury, Internal Revenue Service, Earned Income Credit (EIC), Publication 596 (2020). https://www.irs.gov/pub/irs-prior/p596–2020.pdf.



Social Mobility and the Great Gatsby Curve

The Great Gatsby Curve is a name given by Alan B. Krueger, Chairman of President Obama’s Council of Economic Advisers, in 2012 to the relationship between inequality and social mobility in society. The correlation is clearly visible—societies with greater inequality have less social mobility. Correlation does not prove causation, but Krueger tried to argue for a cause-and-effect relationship in this excerpt of remarks delivered on January 12, 2012:

My theme in this talk is that the rise in inequality in the United States over the last three decades has reached the point that inequality in incomes is causing an unhealthy division in opportunities, and is a threat to our economic growth. Restoring a greater degree of fairness to the U.S. job market would be good for businesses, good for the economy, and good for the country.

Dimensions of Rising Income Inequality

President Obama summarized the rise of inequality very succinctly in his Osawatomie, Kansas speech, when he said, “over the last few decades, the rungs on the ladder of opportunity have grown farther and farther apart, and the middle class has shrunk.”

…

The magnitude of these shifts is mind boggling. The share of all income accruing to the top 1% increased by 13.5 percentage points from 1979 to 2007. This is the equivalent of shifting $1.1 trillion of annual income to the top 1 percent of families. Put another way, the increase in the share of income going to the top 1% over this period exceeds the total amount of income that the entire bottom 40 percent of households receives.

…

Income Mobility

Higher income inequality would be less of a concern if low-income earners became high-income earners at some point in their career, or if children of low-income parents had a good chance of climbing up the income scales when they grow up. In other words, if we had a high degree of income mobility, we would be less concerned about the degree of inequality in any given year. But we do not. Moreover, as inequality has increased, evidence suggests that year-to-year or generation-to-generation economic mobility has decreased.

Recent work finds that a worker’s initial position in the income distribution is highly predictive of how much he or she earns later in the career. Studying tax data on individuals’ earnings since 1937, for example, Wojciech Kopczuk, Emmanuel Saez and Jae Song find that income mobility over the career has been stable since the 1970s, when all workers are considered as a whole. For men, however, there has been a decline in income mobility over the career since the 1970s. This decline has been offset by an increase for women, but the different pattern for women is probably a result of changes in labor force attachment over the career, rather than an increase in career mobility due to a fundamental change in the labor market.

More research has been done on intergenerational income mobility. Studies find that your parent’s income is a good predictor of your subsequent income. Studies that use income data averaged over longer periods of time for parents and children tend to find higher correlations between parental and children’s income. A reasonable summary is that the correlation between parents’ and their children’s income is around 0.50. This is remarkably similar to the correlation that Sir Francis Galton found between parents’ height and their children’s height over 100 years ago. This fact helps to put in context what a correlation of 0.50 implies. The chance of a person who was born to a family in the bottom 10 percent of the income distribution rising to the top 10 percent as an adult is about the same as the chance that a dad who is 5'6" tall having a son who grows up to be over 6'1" tall. It happens, but not often.

Another handy statistic for summarizing the connection between parents’ and children’s income is the Intergenerational Income Elasticity (IGE). Recent studies put the IGE for the U.S. around 0.4. This means that if someone’s parents earned 50 percent more than the average, their child can be expected to earn 20 percent above the average in their generation.…

Recent work by Miles Corak finds an intriguing link between the IGE and income inequality at a point in time. Countries that have a high degree of inequality also tend to have less economic mobility across generations. We have extended this work using OECD data on after-tax income inequality, as measured by the Gini coefficient. This next figure shows a scatter diagram of the relationship between income mobility across generations on the Y-axis (measured by IGE) and inequality in the mid-1980s, as measured by the Gini coefficient for after-tax income, on the X-axis [the figure below is from another Corak publication that shows the same thing]. Each point represents a country. Higher values along the X-axis reflect greater inequality in family resources roughly around the time that the children were growing up. Higher values on the Y-axis indicate a lower degree of economic mobility across generations. I call this the “Great Gatsby Curve.” The points cluster around an upward sloping line, indicating that countries that had more inequality across households also had more persistence in income from one generation to the next.

As I documented in the beginning of my talk, the U.S. has had a sharp rise in inequality since the 1980s. If the cross-sectional relationship displayed in this figure holds in the future, we would expect to see a rise in the persistence in income across generations in the U.S. as well.…

Children of wealthy parents already have much more access to opportunities to succeed than children of poor families, and this is likely to be increasingly the case in the future unless we take steps to ensure that all children have access to quality education, health care, a safe environment and other opportunities that are necessary to have a fair shot at economic success.

…

Consequences

Next, I will discuss three potential consequences of rising inequality for the economy.

I have already presented evidence suggesting that as inequality rises, the prospects for intergenerational mobility fall. Support for equality of opportunity should be a nonpartisan issue. It is hard not to bemoan the fact that because of rising inequality the happenstance of having been born to poor parents makes it harder to climb the ladder of economic success. There is a cost to the economy and society if children from low-income families do not have anything close to the opportunities to develop and use their talents as the more fortunate kin from better off families who can attend better schools, receive college prep tutoring, and draw on a network of family connections in the job market.

…

Raghuram Rajan and Robert Reich have suggested a second way in which rising inequality and slow income growth for the vast middle class have harmed the US economy—namely, by encouraging many families to borrow beyond their means to try to maintain their consumption, and by reducing aggregate consumption. In his book Fault Lines, Rajan goes so far as to argue that this overleveraging as a result of increased inequality was a significant cause of the financial crisis in 2008.…

While the potential drag on aggregate demand from the shifts in the income distribution are hard to document, the following back-of-the envelope calculation makes clear that it could be substantial. As I mentioned, the share of income going to the top 1 percent increased by 13.5 percentage points between 1979 and 2007, the equivalent of about $1.1 trillion a year in 2007 income. Research on the saving behavior of families at the top of the income distribution is scarce, but according to research by Karen Dynan and coauthors, the top 1 percent of households saves about half of the increases in their wealth, while the population at large had a general savings rate of about 10%. This implies that if another $1.1 trillion had been earned by the bottom 99% instead of the top 1%, annual consumption would be about $440 billion higher. This would be a 5% boost to aggregate consumption.

There are many caveats to this calculation since estimates of the marginal propensity to save by income are not well known for the extreme upper end of the income distribution. And this does not say that the rise in inequality cut aggregate demand by $440 billion, because households could have (and probably did) borrowed to make up for weak income growth. But the scope for such borrowing has come to an end, so this calculation indicates the kind of latent pressure that could be placed on aggregate demand as a result of changes in the income distribution. Now that we are in a period with excess capacity, I think these calculations make clear that the economy would be in better shape and aggregate demand would be stronger if the size of the middle class had not dwindled as a result of rising inequality.

President Obama made this point very clearly in his Kansas speech: “When middle class families can no longer afford to buy the goods and services that businesses are selling, it drags down the entire economy, from top to bottom.”

Third, I want to mention that an active line of research examines the connection between inequality and longer term economic growth. In a seminal paper, Torsten Persson and Guido Tabellini argued that in a society where income inequality is greater, political decisions are likely to result in policies that lead to less growth. They provided evidence supporting this conclusion. A new IMF paper also finds that more equality in the income distribution is associated with more stable economic growth.

Historically, a growing middle class has led to new markets, supported economic growth and built stronger communities. The studies on inequality and growth may have found an inverse relationship between the two for the reasons that Kaldor pointed to decades ago—because the top income earners tend to save rather than spend their incomes.

While research on the macroeconomic consequences of inequality is controversial, there is much microeconomic evidence that convincingly finds that wage discrepancies can be bad for employee morale and productivity. In one recent randomized field experiment, for example, Ernst Fehr and his coauthors found that raising pay for workers who felt that they were underpaid substantially increased their productivity, but raising pay for those who did not feel underpaid had no effect on productivity.…

Conclusion

My theme that rising inequality has been bad for the US economy was nicely anticipated by CAP’s Heather Boushey. Heather recently wrote, and I quote: “What we now know is that a strong middle class creates stable markets for businesses to invest. The decline of America’s middle class entails real hardships for families and limits opportunity. But it also appears that the demise of our middle class is a part of what ails our economy overall.”

The next question to ask is what should be done to bring back more fairness to the U.S. economy, to ensure that hard work and responsibility are rewarded by a good shot at making it to the middle class, regardless of where you start out? While this could be the subject of another CAP lecture, let me highlight a few significant areas of public policy.

First, the Affordable Care Act is already helping middle class families. It has been well publicized that an estimated 2.5 million additional young people age 19–25 have obtained health insurance because the ACA allowed them to stay on their parent’s health insurance plan. What is less well known is that these young adults overwhelmingly come from lower middle class families. Health insurance coverage did not rise for full-time students because they already had access to health insurance coverage. But it did rise for young adults who were not enrolled in school and who had parents with health insurance coverage. These are overwhelmingly responsible families who are working to maintain their position in the economy despite economic forces that have been working against them for decades.

Moreover, when it is fully implemented the ACA will help the middle class and those struggling to get into the middle class by lowering the growth of health care costs, by preventing those with pre-existing conditions from being denied health insurance coverage, by creating exchanges for small businesses and lower income families to obtain health insurance at competitive rates, and by providing tax subsidies to small businesses and lower income workers to purchase insurance.

Second, it is critical to take the steps necessary to ensure that the current economic recovery continues. Economic slumps tend to hit those struggling to get into the middle class the hardest. Although the economy has been expanding for 10 straight quarters, the right policy actions would strengthen economic growth. President Obama proposed the American Jobs Act in September to strengthen the recovery and speed job growth. Among many measures to support the recovery, the American Jobs Act included an extension of the payroll tax cut for the rest of this year, which would put an extra $1,000 in the hands of a typical middle class family, and the continuation of extended unemployment insurance benefits. Although Congress has extended these measures until the end of next month, it is critical for the recovery that they are extended for the rest of the year. The American Jobs Act also called for expanded reemployment services and a “Pathways Back to Work” fund that states could use to help less skilled job seekers find jobs. Creating these opportunities for less skilled workers would get them back to work right away and help expand their opportunities in the future.

Third, I think it is clear that we can’t go back to the type of policies that exacerbated the rise in inequality and threatened economic mobility in the first place if we want an economy that builds the middle class. This means that we must adequately regulate excess risk-taking and corrupt practices in financial markets. It also means that we can’t go back to tax policies that didn’t generate faster economic growth or jobs, but rather increased inequality. Instead of going backwards, we should adhere to principles like the Buffett Rule, which states that those making more than $1 million should not pay a lower share of their income in taxes than middle class families. We should also end unnecessary tax cuts for the wealthy, and return the estate tax to what it was in 2009. And we should ensure that all children have adequate nutrition, access to health care and a secure environment, and a fair shot at a good education, regardless of their parents’ income.

Lastly, I want to emphasize that restoring more fairness to the economy would be good for all parts of American society. This is not a zero-sum game. The evidence suggests that a growing middle class is good for the economy, and that a more fair distribution of income would hasten economic growth. Businesses would benefit from restoring more fairness to the economy by having more middle class customers, more stable markets, and improved employee morale and productivity.

President Obama said this much better than I ever could: “This isn’t about class warfare. This is about the nation’s welfare. It’s about making choices that benefit not just the people who’ve done fantastically well over the last few decades, but that benefits the middle class, and those fighting to get to the middle class, and the economy as a whole.”



Source: Krueger, Alan B. “The Rise and Consequences of Inequality in the United States.” January 12, 2012. Obama White House Archives. https://obamawhitehouse.archives.gov/sites/default/files/krueger_cap_speech_final_remarks.pdf (accessed June 8, 2022).
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Occupy Wall Street was a protest movement against economic inequality and the influence of money in politics. It began in New York City’s Zuccotti Park near Wall Street in September 2011 and spread throughout the United States. The protesters’ ire was directed at the growing divide between the richest 1 percent and the other 99 percent of Americans.
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6    Resources

The unrelenting increase in income inequality has evoked an outpouring of research and commentary on inequality. This chapter offers a select, annotated list of books, articles, reports, websites, talks, and films on income inequality and related topics.

Books

Adams, James Truslow. 1931. The Epic of America. Boston: Little, Brown.

This book is a popular history of the United States for a general audience. It is famous as the first published expression of the term “the American Dream.”

Alacevich, Michele, and Anna Soci. 2018. Inequality: A Short History. Washington, DC: Brookings Institution Press.

This short book provides a concise guide to the history of inequality and its study within the discipline of economics. Taking an international perspective, it addresses inequality both within and across countries, along with the relationship of inequality to globalization and democracy.

Alger, Horatio, Jr. (1868) 2009. Ragged Dick: Street Life in New York with the Boot-Blacks. Auckland: The Floating Press.

The original “rags to riches” story. Ragged Dick begins his career as a homeless boot-black on the streets of New York, but through hard work and pluck rises to a comfortable position.

Arrillaga-Andreessen, Laura. 2012. Giving 2.0: Transform Your Giving and Our World. San Francisco: Jossey-Bass.

An important philanthropist explains what she has learned about effective giving.

Babcock, Linda, Brenda Peyser, Lise Vesterlund, and Laurie Weingart. 2022. The No Club: Putting a Stop to Women’s Dead-End Work. New York: Simon & Schuster.

The book documents that women are unfairly burdened with the nonpromotable tasks (NPTs) on the job, tasks that any workplace will need done (e.g., planning office parties, screening interns, and helping colleagues with their work), but that do not lead to essential skill acquisition, recognition, and promotion. This causes women’s careers to fall short of men’s. The authors offer practical tips on how women can resist and workplaces can reform.

Bergmann, Barbara R. 1986. The Economic Emergence of Women. New York: Basic Books.

In this book, Bergmann documents the transformation of women’s economic role that took place in the 20th century, which she calls the “release of women from obligatory domesticity” (3).

Blanchard, Olivier, and Dani Rodrik, eds. 2021. Combating Inequality: Rethinking Government’s Role. Cambridge, MA: MIT Press.

This book brings together essays by leading scholars on multiple aspects of inequality. After mapping the current state of inequality, the book presents a variety of policy options for mitigating the rise in inequality, including fiscal, technology, and trade policy.

Boustan, Leah Platt. 2017. Competition in the Promised Land: Black Migrants in Northern Cities and Labor Markets. Princeton, NJ: Princeton University Press.

This work of economic history looks at the economic impact of Black migration from the South to Northern cities during the early and middle 20th century.

Bowles, Samuel, Herbert Gintis, and Melissa Osborne Groves, eds. 2005. Unequal Chances: Family Background and Economic Success. Princeton, NJ: Princeton University Press.

The papers in this volume examine the varied ways that family background can influence the economic success of the next generation.

Browning, Edgar K. 2008. Stealing From Each Other: How the Welfare State Robs Americans of Money and Spirit. Westport, CT: Praeger.

The author argues the United States’ welfare state is generous to a fault, and contains adverse incentives that harm both rich and poor. Browning contends the GDP of the United States is about 25 percent lower than it would have been if the government had eschewed income redistribution.

Bruder, Jessica. 2017. Nomadland: Surviving America in the Twenty-First Century. New York: W.W. Norton.

A woman in her 60s, after losing everything in the Great Recession, embarks on a journey through the American West, living as a van-dwelling modern-day nomad. This book was the basis of the 2021 Academy Award winning film by the same name.

Bryant, John Hope. 2014. How the Poor Can Save Capitalism: Rebuilding the Path to the Middle Class. San Francisco: Berrett-Koehler Publishers.

The author details the HOPE Plan to jumpstart our ailing economy and create pathways to the middle class. The motive force behind the Plan is to come from the bottom 80 percent of consumers and to emphasize financial literacy and access, the development of human capital, the creation of internships to good jobs, and the encouragement of entrepreneurship.

Case, Anne, and Angus Deaton. 2020. Deaths of Despair and the Future of Capitalism. Princeton, NJ: Princeton University Press.

Case and Deaton argue that the dramatic rise in “deaths of despair”—deaths from suicide, drug overdose, and alcoholism—is a consequence of the weakening position of labor, growing power of corporations, and a greedy health-care sector.

Daniels, Norman. 1988. Am I My Parents’ Keeper?: An Essay on Justice Between the Young and the Old. New York: Oxford University Press.

What constitutes justice when it comes to the distribution of resources between generations? The author discusses this issue from a philosophical standpoint.

Danziger, Sheldon, and Peter Gottschalk, eds. 1993. Uneven Tides: Rising Inequality in America. New York: Russell Sage Foundation.

This book provides a detailed account of the rise in inequality in the 1970s and 1980s, the first two decades of what has now been a five decade increase in inequality. Essays by distinguished economists explore multiple explanations for rising inequality.

Deaton, Angus. 2013. The Great Escape: Health, Wealth and the Origins of Inequality. Princeton, NJ: Princeton University Press.

This book is about how some of the world has been able to advance to comfortable economic conditions and health, and what the rest of the world needs to do to join them.

Desmond, Matthew. 2016. Evicted: Poverty and Profit in the American City. New York: Crown Publishers.

Sociologist Matthew Desmond combines academic research with personal experience and interviews to describe the experience of individuals and families experiencing economic hardship and eviction.

Easterlin, Richard A. 1980. Birth and Fortune: The Impact of Numbers on Personal Welfare. New York: Basic Books.

A discussion of how cohort size affects the well-being of a generation. The emphasis is mainly on the baby boom generation.

Ehrenreich, Barbara. 2001. Nickel and Dimed: On (Not) Getting By in America. New York: Metropolitan/Owl Books.

The author, a journalist, gains entrance to the world of the working poor by going undercover and working at a series of low-paid jobs and befriending her coworkers. The struggles they face paint a portrait of an economy that is leaving many of its poorest but most hard-working people behind.

Ehrenreich, Barbara. 2005. Bait and Switch: The (Futile) Pursuit of the American Dream. New York: Metropolitan Books.

A journalistic investigation of the world of white collar unemployment. Ehrenreich goes undercover, creates a fake resume, and tries to find a good corporate job. After rejection upon rejection, she concludes that even for people who have done all the right things—getting a college degree, developing marketable skills, and building an impressive resume—making it in the new American economy is a daunting task.

Eubanks, Virginia. 2017. Automating Inequality: How High-Tech Tools Profile, Police, and Punish the Poor. New York: St. Martin’s Press.

This book explores the interconnections between rising inequality and the digital revolution. Eubanks argues that the harm resulting from the misguided use of automation and digitization falls disproportionately on the poor.

Farrell, Justin. 2020. Billionaire Wilderness: The Ultra-Wealthy and the Remaking of the American West. Princeton, NJ: Princeton University Press.

House and property purchases by the wealthy and the ultrawealthy have remade Teton County, Wyoming, into both the wealthiest and most unequal county in the United States. As a result of skyrocketing real estate prices in the area, the working poor who service the wealthy and ultrawealthy have been pushed out of the county, unable to afford homes near their work. Farrell also asserts that many of these wealthy and ultrawealthy have attached themselves to various environmental causes that have the effect of further reducing access to affordable housing in the county.

Filipovic, Jill. 2020. OK Boomer, Let’s Talk: How My Generation Got Left Behind. New York: Simon and Schuster.

A Millennial rejects the stereotype of her generation as being indulged, immature, and hypersensitive narcissists, a stereotype largely she says was created by Boomers. Filipovic asserts that while Millennials have had a different experience with jobs, money, housing, health, climate, technology, family, and culture than the Boomers did, the negative aspects of those experiences are largely the result of Boomer cluelessness, and the positive aspects reflect new understandings that the Millennials have achieved. All is not lost for the Millennial generation.

Flynn, Andrea, Susan R. Holmberg, Dorian T. Warren, and Felicia J. Wong. 2017. The Hidden Rules of Race: Barriers to an Inclusive Economy. New York: Cambridge University Press.

The book examines structural racism in the workings of the U.S. economy, bringing to light hidden systems and structures that create and maintain racial economic disparities. It concludes with policy recommendations for achieving greater racial equity.

Frank, Robert H. 2016. Success and Luck: Good Fortune and the Myth of Meritocracy. Princeton, NJ: Princeton University Press.

The author argues that luck plays such an important role in success and failure that large disparities in incomes should not be tolerated.

Frank, Robert H. 2007. Falling Behind: How Rising Inequality Harms the Middle Class. Berkeley: University of California Press.

The visible lifestyles of the rich and famous set up “expenditure cascades” whereby the middle class struggle to keep up but, since their incomes are not rising apace they end up with increased debt and greater unhappiness.

Frank, Robert H., and Philip J. Cook. 1995. The Winner-Take-All Society. New York: The Free Press.

The authors claim that winner-take-all markets (markets where the best performer earns disproportionately more than the other performers) have become more widespread in the United States due to technological and political changes. The resulting rise in inequality constitutes a major social problem.

Frank, Robert L. 2007. Richistan: A Journey through the American Wealth Boom and the Lives of the New Rich. New York: Crown Publishers.

An anecdotal study of the lives of America’s newly rich gleaned from conversations on yachts, at charity balls, and with real estate agents trying to sell megahouses.

Fuchs, Victor R. 1983. How We Live: An Economic Perspective on Americans from Birth to Death. Cambridge, MA: Harvard University Press.

The author uses economic analysis to explain the choices that Americans make at every stage in the life cycle.

Gold, Michael Evan. 1983. A Dialogue on Comparable Worth. Ithaca, NY: ILR Press.

The pros and cons of comparable worth presented as a dialogue between an advocate and a critic.

Goldin, Claudia. 1990. Understanding the Gender Gap: An Economic History of American Women. New York: Oxford University Press.

An essential work of American economic history, this book looks at the evolution of women’s economic role. Goldin’s research shows that evolution to be complex, influenced by social norms and institutions as well as economic forces.

Goldin, Claudia, and Lawrence F. Katz. 2008. The Race Between Education and Technology. Cambridge, MA: The Belknap Press of Harvard University Press.

The authors argue that a major factor leading to increased income inequality is skill-biased technological change (technological change that favors those with a high level of skill) bumping up against an educational system that is not keeping up with the demand for skill.

Green, Kristen. 2015. Something Must Be Done About Prince Edward County: A Family, a Virginia Town, a Civil Rights Battle. New York: Harper Perennial.

In 1959, rather than desegregate their schools in response to the landmark Supreme Court ruling in Brown v Board of Education, Prince Edward County in Virginia chose to shutter their public schools for four years. This book retells that story through the words of people who experienced it firsthand, a history of desegregation efforts in the United States, and the author’s recognition of a dark family secret.

Grusky, David B., and Jasmine Hill, eds. 2018. Inequality in the 21st Century: A Reader. New York: Routledge.

This reader brings together 74 readings on inequality and poverty from multiple disciplines. The anthology includes classic selections from Karl Marx and Charlotte Perkins Gillman as well as contemporary readings by David Brooks, Carol Dweck, Claudia Goldin, Raj Chetty, and Emmanuel Saez.

Hacker, Jacob S., and Paul Pierson. 2010. Winner-Take-All Politics: How Washington Made the Rich Richer—And Turned Its Back on the Middle Class. New York: Simon and Schuster.

The authors argue that the rise in inequality that began in the 1970s is largely the result of political decisions rather than economic forces. They blame the government for helping the rich become richer while failing to protect the interests of the middle class.

Halpern-Meekin, Sarah, Kathryn Edin, Laura Tach, and Jennifer Sykes. 2015. It’s Not Like I’m Poor: How Working Families Make Ends Meet in a Post-Welfare World. Oakland: University of California Press.

Based on interviews with 115 families, the authors study the new world of welfare—a world of work requirements, time constraints, and regulations restricting access to benefits. Particular emphasis is placed on the workings of the earned income tax credit.

Hays, Sharon. 2003. Flat Broke With Children: Women in the Age of Welfare Reform. New York: Oxford University Press.

The most recent attempt at fundamental welfare reform—The Personal Responsibility and Work Opportunity Reconciliation Act of 1996—had both a Work Plan and a Family Plan. The Work Plan was to put welfare recipients to work. The Family Plan tried to reduce the incidence of broken families. The author examines the impact of this legislation on women and concludes the impact has been negative.

Hughes, Chris. 2018. Fair Shot: Rethinking Inequality and How We Earn. New York: St. Martin’s Press.

Hughes, a cofounder of Facebook, argues in favor of adopting a guaranteed annual income (universal basic income).

Inhaber, Herbert, and Sidney Carroll. 1992. How Rich Is Too Rich? Income and Wealth in America. New York: Praeger.

Inhaber (a physicist) and Carroll (an economist) examine the distributions of income and wealth, find them to be too unequal, and propose a fix called the Alternative Distribution System that relies heavily on redistributing wealth.

Keister, Lisa A. 2005. Getting Rich: America’s New Rich and How They Got That Way. New York: Cambridge University Press.

The author develops a model in the sociological tradition that explains why some people get rich. She examines the effects of parental attainment, family structure, race, inheritance, family culture, religion, occupation, adult behaviors, and generational and business cycle effects. She concludes that while it certainly pays to be born rich, humble origins are not an absolute bar to success.

Keister, Lisa A. 2000. Wealth in America: Trends in Wealth Inequality. New York: Cambridge University Press.

The author analyzes trends in wealth accumulation and inequality in the United States. In the absence of time series data, she constructs a simulation model to connect cross-sectional and short-range panel study data.

Kenworthy, Lane. 2011. Progress for the Poor. New York: Oxford University Press.

Based on the experiences of 20 affluent countries in the 1970s, the author answers such crucial questions as whether economic growth helps the poor, are universal programs better than targeted ones, what is the best tax mix, and can more social spending help the poor, among others.

Lee, Valerie E., and David T. Burkam. 2002. Inequality at the Starting Gate: Social Background Differences in Achievement as Children Begin School. Washington, DC: Economic Policy Institute.

Using a comprehensive data set on kindergarteners, the authors document the gap in cognitive skills suffered by children from disadvantaged families as they begin their schooling. The chances these children ever have to catch up are few.

Levin, Josh. 2019. The Queen: The Forgotten Life Behind an American Myth. New York: Little, Brown and Company.

The book reviews the story of the woman Ronald Reagan made famous as the “welfare queen.” While Reagan’s particular criticisms were exaggerated, she may have been guilty of kidnapping and murder.

Lindsey, Duncan. 2009. Child Poverty and Inequality: Securing a Better Future for America’s Children. New York: Oxford University Press.

The author documents the impact of rising inequality and the well-being of children. He proposes several policies for vulnerable children and their families that have worked in advanced democracies and that respect the importance of the market economy.

Lowrey, Annie. 2018. Give People Money: How a Universal Basic Income Would End Poverty, Revolutionize Work, and Remake the World. New York: Crown.

A journalist analyses universal basic income program experiments from around the world and concludes that it is workable. She answers critics who say the policy is too expensive and would give people “something for nothing.”

Macnicol, John. 2020. Poverty and Dependency: America, 1950s to the Present. Northampton, MA: Edward Elgar Publishing.

This is two books in one. There is a history of the development of the welfare state in the United States from the New Deal to today from a British viewpoint. Particular emphasis is placed on the emergence of the term “underclass.” There is also an analysis of the evolution of conservative/neoliberal thought about the efficacy of the War on Poverty and the causes of the underclass, with particular emphasis on the rise of conservative think tanks.

Mangum, Garth L., Stephen L. Mangum, and Andrew M. Sum. 2003. The Persistence of Poverty in the United States. Baltimore: The Johns Hopkins University Press.

Through seven editions, Sar Levitan’s Programs in Aid of the Poor was an essential text for those interested in social policy in the United States. After Levitan’s passing, Mangum, Mangum, and Sum were asked to prepare an 8th edition. The first chapter had always been an overview of the poverty problem in the United States, but the three authors discovered that their version actually constituted a book of its own, so The Johns Hopkins University Press decided to issue it that way. The book addresses the causes of poverty and the reasons for its persistence in the richest nation on earth.

Marx, Karl, Samuel Moore, Edward Aveling, and Frederick Engels. (1932) 2010. Capital: A Critical Analysis of Capitalist Production, Vol. 1. New Delhi: Leftword.

A severe critique of the instability, inequality, and alienation of the capitalist economy.

Mayer, Susan E. 1997. What Money Can’t Buy: Family Income and Children’s Life Chances. Cambridge, MA: Harvard University Press.

The children from poor families do less well than children from richer families. Is this simply because of lack of money or do the factors that cause the parents to have low incomes also impede their children’s life chances? Mayer concludes that money alone has little impact on life chances.

Milanovic, Branko. 2011. The Haves and the Have-Nots: A Brief and Idiosyncratic History of Global Inequality. New York: Basic Books.

Essays on the extent and problems caused by inequality. Each essay is supported by vignettes drawn from history, literature, and popular culture. For example, how rich was Pride and Prejudice’s Mr. Darcy?

Milanovic, Branko. 2016. Global Inequality: A New Approach for the Age of Globalization. Cambridge, MA: Belknap Press of Harvard University Press.

Milanovic examines inequality in very broad terms: over centuries and across the globe. He claims that the two forces that will shape the future of inequality are the economic convergence of rich and poor nations and Kuznets waves of rising and falling inequality within nations.

Murray, Charles. 1986. Losing Ground: American Social Policy 1950–1980. New York: Basic Books.

The progress against poverty and inequality that characterized the early part of the period 1950 to 1980 was upended by the generosity of social programs that allowed people to get by without working.

Newman, Katherine S., and Rourke L. O’Brien. 2011. Taxing the Poor: Doing Damage to the Truly Disadvantaged. Berkeley: University of California Press.

The book takes a critical look at state and local tax systems, particularly in the American South. The authors argue that overreliance on the sales tax, a regressive form of taxation, punishes the poor and exacerbates problems associated with poverty.

Noah, Timothy. 2012. The Great Divergence: America’s Growing Inequality Crisis and What We Can Do about It. New York: Bloomsbury Press.

Originally a series of articles in Slate magazine, this elegantly written book provides a nonacademic but rigorous overview of the forces driving today’s rise of inequality in the United States.

Nozick, Robert. 1974. Anarchy, State, and Utopia. New York: Basic Books.

A leading philosopher argues that in a just society people are entitled to the “fruits of their own labor.”

Okun, Arthur. 2015. Equality and Efficiency: The Big Tradeoff. Washington, DC: Brookings Institution Press.

The book, written in the 1970s, discusses the contrast between equal rights and unequal economic outcomes. One enduring idea is the “leaky bucket.” The feasible extent of redistribution is constrained by the inefficiencies introduced by the redistribution process itself.

Pascale, Celine-Marie. 2021. Living on the Edge: When Hard Times Become a Way of Life. Medford, MA: Polity Press.

The author traversed the country visiting economically distressed counties in Appalachia, the Standing Rock and Wind River Reservations in the Midwest, and poor neighborhoods in Oakland, California. She used conversations with random people to learn firsthand about the many burdens of the “struggling class.” She attributes their struggles not to individual shortcomings, but rather to corporate greed aided by the government

Patterson, James T. 2000. America’s Struggle Against Poverty in the Twentieth Century. Cambridge, MA: Harvard University Press.

The history and politics of social welfare policy in the United States in the 20th century.

Paul, Ellen Frankel. 1989. Equity and Gender: The Comparable Worth Debate. New Brunswick, NJ: Transaction Publishers.

An even-handed analysis of the pros and cons of comparable worth as a policy for reducing the gap between the wages of men and women.

Perelman, Michael. 2007. The Confiscation of American Prosperity: From Right-Wing Extremism and Economic Ideology to the Next Great Depression. New York: Palgrave Macmillan.

The author argues that the “free-market” policies of the right wing in the United States have led to increased inequality and will ultimately lead to a major crash the likes of which we have never seen before. Economists have been complicit in this by offering theories that justify these wrong-headed policies.

Phillips, Kevin. 2002. Wealth and Democracy: A Political History of the American Rich. New York: Broadway Books.

A history of how the very rich throughout American history have used the political system to attain and maintain their wealth and power.

Piketty, Thomas. 2014. Capital in the Twenty-First Century. Cambridge, MA: Harvard University Press.

The author examines wealth inequality around the globe. He develops a simple model that predicts, if left unchecked, the natural process of wealth accumulation (r > g) will lead to the creation of a rentier class, which will end democracy as we know it. He proposes policies to combat inequality, most notably, a global tax on wealth.

Piketty, Thomas. 2022. A Brief History of Equality. Cambridge, MA: Harvard University Press.

Despite the crises and disasters that have accompanied the development of the modern postindustrial society (wars, revolutions, imperialism, slavery, etc.), the author contends that the arc of human history is toward a more just distribution of income and wealth, a reduction in racial and gender inequities, and more equal access to education, health care, and the rights of citizenship.

Pinkney, Alphonso. 1984. The Myth of Black Progress. New York: Cambridge University Press.

It was fashionable in the 1980s for neoconservatives to argue that race was no longer a barrier to equality like it had been in the past. The author critiques these arguments and finds them wanting in all instances. What is startling is how little has changed between then and our current time.

Pressman, Steven. 2016. Understanding Piketty’s Capital in the Twenty-First Century. London and New York: Routledge.

Pressman takes Piketty’s long and complicated book and summarizes it in a short and simple book.

Rawls, John. 1971. A Theory of Justice. Cambridge, MA: Harvard University Press.

A leading philosopher argues that if the rules governing society were determined fairly, society would opt for a high degree of equality along with a very generous safety net.

Saez, Emmanuel, and Gabriel Zucman. 2019. The Triumph of Injustice: How the Rich Dodge Taxes and How to Make Them Pay. New York: W.W. Norton.

The book gives an overview of the history of U.S. tax policy, arguing that federal taxes are in reality less progressive than they were designed to be. The authors contend that the rich are not paying their fair share and propose a wealth tax to remedy the situation.

Schneider, Michael. 2004. The Distribution of Wealth.Northampton, MA: Edward Elgar.

The book is a comprehensive treatment of the personal distribution of wealth. It shows how the distribution differs across countries and time, explains why the distribution is unequal, asks whether the distribution should be unequal, and proposes policies to increase inequality.

Sen, Amartya. 1992. Inequality Reexamined. New York: Harvard University Press.

Nobel-prize winning economist Sen argues that policymakers should strive for social arrangements that recognize individual differences and promote individual freedom and the potential for individuals to realize their unique capabilities.

Sheehan, Susan. 1976. A Welfare Mother. New York: New American Press.

A profile of the life of Mrs. Santana, a single mother raising children and receiving support from welfare. The welfare in question is the Aid to Families with Dependent Children (AFDC) program.

Sherraden, Michael. 1991. Assets and the Poor: A New American Welfare Policy. Armonk, NY: M.E. Sharpe, Inc.

Traditional welfare sustained the weak, but did not make them strong. The author proposes Individual Development Accounts that let the poor accumulate assets and will change their focus from income and consumption to saving, investment, and asset accumulation and lead to better outcomes.

Shipler, David K. 2005. The Working Poor: Invisible in America. New York: Vintage Books.

A finalist for the National Book Critics Circle Award, Shipler reports on the struggles of a group of members of the working poor from across the country. He shows how the economic system combined with bad personal choices prevent them from moving up the economic ladder.

Sitarman, Ganesh. 2017. The Crisis of the Middle-Class Constitution: Why Economic Inequality Threatens Our Republic. New York: Alfred A. Knopf.

Sitarman argues that the health of America’s constitutional government depends on the existence of a strong and sizable middle class.

Slesnick, Daniel T. 2001. Consumption and Social Welfare: Living Standards and Their Distribution in the United States. New York: Cambridge University Press.

The author makes the case that consumption spending is a superior measure of well-being than income. If consumption were used, then measured inequality would be less than that measured by income.

Sowell, Thomas. 2018. Discrimination and Disparities. New York: Basic Books.

Disparities between people is not always the result of discrimination. Identifying the reason for disparities is a complicated process, and Sowell asserts that policies predicated on the assumption that disparities are primarily the result of discrimination can have disastrous consequences.

Stiglitz, Joseph E. 2012. The Price of Inequality: How Today’s Divided Society Endangers Our Future. New York: W. W. Norton.

Nobel-prize winning economist Joseph Stiglitz argues that inequality is not inevitable and that inequality has harmful effects not only for the economy, but also for democracy and the justice system.

Taplin-Kaguru, Nora E. 2022. Grasping for the American Dream: Racial Segregation, Social Mobility, and Homeownership. New York: Routledge.

The author uses case studies of African American families to explain the struggles they faced in moving from being renters to homeowners in the greater Chicago region and achieving their slice of the American Dream.

Temin, Peter. 2017. The Vanishing Middle Class: Prejudice and Power in a Dual Economy. Cambridge, MA: MIT Press.

Temin’s original and well-argued work of economic history claims that racial inequality and the legacy of slavery play a central role in creating and maintaining overall economic inequality.

Theobald, Robert. 1965. Free Men and Free Markets. New York: Anchor Books.

A 1960s analysis of the economy finds that the threat of loss of jobs from “automation” and falling demand will require the institution of a guaranteed annual income program. The book echoes more recent calls for universal basic income.

Therborn, Göran. 2013. The Killing Fields of Inequality. Cambridge: Polity Press.

Sociologist Therborn argues that inequality is a violation of human dignity. He takes a multidimensional view of inequality, discussing inequality of health, freedom, dignity, power, and respect as well as inequality of income and wealth.

Van Parijs, Philippe. 2001. What’s Wrong With a Free Lunch? Boston: Beacon Press.

The book consists of a debate over the desirability of a universal basic income program. Van Parijs argues the affirmative. Fifteen economists offer responses, some supporting the affirmative and some arguing the negative. The forward is written by the great economist Robert M. Solow.

Vance, J. D. 2018. Hillbilly Elegy: A Memoir of a Family and Culture in Crisis. New York: Harper.

The author tells the story of his family and its struggles to enter the middle class. It was weighed down by abuse, alcoholism, and trauma, which Vance attributes to the culture inherited from its roots in Kentucky’s Appalachia region. His family’s story mirrors the disintegration of white working-class Americans that has been going on for more than four decades.

Veblen, Thorstein. 1899. The Theory of the Leisure Class: An Economic Study of Institutions. New York: McMillan.

In a satirical tone, Veblen documents the customs and behavior of the wealthy during America’s Gilded Age, coining the term “conspicuous consumption” along the way.

Waltman, Jerold L. 2008. Minimum Wage Policy in Great Britain and the United States. New York: Algora Press.

The author discusses minimum wage legislation in both Great Britain and the United States in the 20th and 21st centuries.

Watson, William. 2015. The Inequality Trap: Fighting Capitalism Instead of Poverty. Toronto: University of Toronto Press.

The author argues that there is “legitimate” and “illegitimate” inequality. A failure to make the distinction leads to policies that attack overall inequality by introducing harmful inefficiencies into the economy.

Wilkerson, Isabel. 2020. Caste: The Origins of Our Discontents. New York: Random House.

The author reviews the inequities endured by people of color in American society today. She argues that the ancient social practice of caste may be a better way to understand what is going on than racial and ethnic differences.

Willborn, Steven L. 1989. A Secretary and a Cook: Challenging Women’s Wages in the Courts of the United States and Great Britain. Ithaca, NY: ILR Press.

By a comparison of two court cases, one in the United States and the other in Great Britain, the author critiques the policy known as comparable worth.

Wolff, Edward N. 1995. Top Heavy: A Study of the Increasing Inequality of Wealth in America. New York: The Twentieth Century Fund Press.

An early analysis of the causes and consequences of increasing wealth inequality. There is some discussion of policies to reduce wealth inequality.

Woodson, Robert L., Sr. 1998. The Triumphs of Joseph: How Today’s Community Healers Are Reviving Our Streets and Neighborhoods. New York: The Free Press.

The author argues that the pathologies of inner city neighborhoods cannot be solved by Big Government. Instead he points to the many contributions that have been and can be made by the “healers,” local organizations like churches, neighborhood groups, and community organizations.

Wright, Gavin. 2006. Slavery and American Economic Development. Baton Rouge: Louisiana State University Press.

Wright examines the role of slavery in putting the North and the South on different economic trajectories.

Wright, Gavin. 2013. Sharing the Prize: The Economics of the Civil Rights Movement in the American South. Cambridge, MA: Belknap Press of Harvard University Press.

This book examines the gains in employment, education, and health care that came about as a result of the Civil Rights revolution, arguing that those gains benefited both Black and white Americans.

Ziliak, James P., ed. 2009. Welfare Reform and Its Long-Term Consequences for America’s Poor. New York: Cambridge University Press.

These papers were presented at a conference about a decade after the major welfare reform bill of 1996. Topics covered include the effect of this policy change on the level and distribution of income, the composition of consumption, employment, public versus private health insurance coverage, health and education outcomes of children, marriage, and social service delivery.

Articles and Reports

Agostinelli, Francesco, Matthias Giuseppe Sorrenti, and Fabrizio Zilibotti. 2022. “The Triple Impact of School Closures on Educational Inequality.” Vox EU, January 21. https://voxeu.org/article/triple-impact-school-closures-educational-inequality.

The school closures during the COVID-19 pandemic contributed to growing educational inequality. In addition to missing school, the closures also negated the positive educational effects of peer relationships and reduced what parents were able to invest in their children.

Arrow, Kenneth. 2011. “Economics and Inequality.” Boston Review, November 30.

In this opinion essay, written in response to the Occupy movement, Nobel laureate economist Kenneth Arrow argues that complexity and lack of transparency (“asymmetric information”), especially in the finance and health industries, are significant factors driving the current rise in inequality. He argues for reducing post-tax inequality through tax reform.

Autor, David H. 2014. “Skills, Education, and the Rise of Earnings Inequality among the ‘Other 99 Percent.’” Science (May 23): 843–851.

The article argues that a growing wage premium for higher education and cognitive ability is a significant factor driving growth in inequality. Autor recommends public policy measures such as excellent preschool through high school education to promote skill development and economic mobility.

Barshay, Jill. 2020. “A Decade of Research on the Rich-Poor Divide in Education.” The Hechinger Report, June 29. https://hechingerreport.org/a-decade-of-research-on-the-rich-poor-divide-in-education/.

Children enter school with significant gaps in preparation between the children of the poor and everyone else. K–12 education only expands the gaps. Continuing differences in the funding of schools found in poor areas and everywhere else plays an important role in explaining this result.

Bertrand, Marianne, and Sendhil Mullainathan. 2004. “Are Emily and Greg More Employable than Lakisha and Jamal? A Field Experiment on Labor Market Discrimination.” American Economic Review 94 (4) (September): 991–1013.

The economists sent pairs of made-up resumes that differed only by whether the name on the resume was “white-sounding” or “black-sounding” to employers to see whether they would get call backs. Everything else held constant, the resumes with “white-sounding” names were more likely to receive call backs.

Blanchflower, David G., and Alex Bryson. 2004. “What Effect Do Unions Have on Wages Now and Would Freeman and Medoff Be Surprised?” Journal of Labor Research 25: 383–414.

The authors use sophisticated econometric techniques to estimate the impact that labor unions have on wages. The results are compared to the findings of Richard Freeman and James Medoff in their seminal book What Do Unions Do?

Chetty, Raj, David Grusky, Maximilian Hell, Nathaniel Hendren, Robert Manduca, and Jimmy Narang. 2017. “The Fading American Dream: Trends in Absolute Income Mobility since 1940.” Science 356: 398–406.

The “American Dream” envisions a society in which each generation is better off than that of their parents. This paper finds that the likelihood of children being better off than their parents has fallen significantly between children born in the 1940s and those born in the 1980s, from over 90 percent to only about 50 percent.

Chetty, Raj, Nathaniel Hendren, Maggie R. Jones, and Sonya R. Porter. 2020. “Race and Economic Opportunity in the United States: An Intergenerational Perspective.” Quarterly Journal of Economics 135 (2): 711–83.

The researchers use intensive data analysis to trace the sources of racial and ethnic differences in income.

Coate, Stephen, and Glenn Loury. 1993. “Will Affirmative Action Policies Eliminate Negative Stereotypes?” American Economic Review 83 (5): 1220–1240.

Will affirmative action policies need to be permanent? The authors argue that a key factor is how employers’ beliefs about the productivity of minority workers are affected.

Ferrie, Joseph. 2005. “The End of American Exceptionalism? Mobility in the United States since 1950.” Journal of Economic Perspectives 19 (3): 199–215.

Ferrie uses Census data to examine intergenerational economic mobility.

Freeman, Richard B. 1998. “Spurts in Union Growth: Defining Moments and Social Processes.” In The Defining Moment: The Great Depression and the American Economy in the Twentieth Century, edited by Michael D. Bordo, Claudia Goldin, and Eugene White, 265–95. Chicago: University of Chicago Press.

Fryer, Roland G., and Glenn C. Loury. 2005. “Affirmative Action and Its Mythology.” Journal of Economic Perspectives 19 (3): 147–162.

The authors use economic reasoning to dispel seven mistaken views about racial affirmative action. These views are affirmative action may involve goals and timeline, but not quotas; color blind policies can be as efficient as affirmative action; affirmative action does not reduce incentives; equal opportunity is adequate to achieving racial equality; the earlier affirmative action is used in education and career development the better; many white people are affected by affirmative action policies; and affirmative action always helps its intended beneficiaries.

Garcia, Emma, and Elaine Weiss. 2017. “Education Inequalities at the School Starting Gate: Gaps, Trends, and Strategies to Address Them.” Economic Policy Institute, September 27. https://www.epi.org/publication/education-inequalities-at-the-school-starting-gate/.

The authors document significant differences in cognitive and non-cognitive skills among students from different socioeconomic groups. They explain how these differences lead to differences in educational achievement and suggest policies to change the situation.

Goldin, Claudia. 2014. “A Grand Gender Convergence: Its Last Chapter.” American Economic Review 104 (4): 1091–1119.

How changes in labor market institutions and practices are eliminating discrimination toward women.

Goldin, Claudia. 1998. “America’s Graduation from High School: The Evolution and Spread of Secondary Schooling in the Twentieth Century.” Journal of Economic History 58 (2): 343–374.

Goldin, Claudia, Lawrence F. Katz, and Ilyana Kuziemko. 2006. “The Homecoming of American College Women: The Reversal of the College Gender Gap.” Journal of Economic Perspectives 20 (4): 133–156.

The authors explain why the mid-20th century gap in college-going rates that favored men has subsequently been reversed.

Hammond, Linda Darling. 1998. “Unequal Opportunity: ‘Race and Education.” Brookings, March 1. https://www.brookings.edu/articles/unequal-opportunity-race-and-education/.

Despite the 1954 Supreme Court ruling in Brown v. Board of Education, educational opportunities between white people and Black people and other minoritized people remain substantially unequal. This more than anything explains nagging gaps in educational outcomes between these groups.

Hanauer, Nick. 2019. “Better Schools Won’t Fix America.” The Atlantic, July. https://www.theatlantic.com/magazine/archive/2019/07/education-isnt-enough/590611/.

Better schools, although desirable on their own, will not reduce inequality in the United States. Rather, Hanauer argues, we must fix our economic system so that people at the bottom of the income distribution are better paid and those at the top pay higher taxes.

Hanks, Angela, Danyelle Solomon, and Christian E. Weller. 2018. Systematic Inequality: How America’s Structural Racism Helped Create the Black-White Wealth Gap. Center for American Progress, February 21. https://www.americanprogress.org/article/systematic-inequality/.

The stark differences in wealth between Black people and white people are not the result of individual choices about how much to save. Rather, they were created by the racism inherent in slavery and continued by policies from redlining, school segregation, mass incarceration to environmental racism that have consistently prevented African Americans from having access to opportunities to realize the American Dream.

Heaps, Wendy, Erin Abramsohn, and Elizabeth Skillen. 2021. “Public Transportation in the US: A Driver of Health and Equity.” Health Affairs, July 29. https://www.healthaffairs.org/do/10.1377/hpb20210630.810356/full/.

The authors argue for new or expanded public transportation options. By reducing traffic accidents and air pollution, improving access to healthy food, medical care, vital services, employment, and social connection, overall health and health equity can be improved.

Heckman, James J. 2006. “Skill Formation and the Economics of Investing in Disadvantaged Children.” Science 312 (June): 1900–1902.

Heckman argues that if policymakers want to increase the life opportunities of disadvantaged children, investments in early childhood education are most cost-effective. Early learning, both cognitive and noncognitive (motivation, perseverance, tenacity), provides an essential foundation for subsequent learning.

Heckman, James J. 2012. “Promoting Social Mobility.” Boston Review, November 9, 2012. https://bostonreview.net/forum/promoting-social-mobility-james-heckman.

The importance of the pre-K years cannot be underestimated in determining the life course of an individual. Heckman provides evidence of the impact of pre-K education and of policy approaches that potentially could mitigate the disadvantages that the children of the poor face.

Holzer, Henry, and David Neumark. 2000. “Assessing Affirmative Action.” Journal of Economic Literature 38 (3): 483–568.

The authors review the evidence on the effect of affirmative action policies on efficiency and conclude that affirmative action can be employed with little loss of efficiency.

Hoynes, Hilary. 2019. “The Earned Income Tax Credit.” Annals of the American Academy of Political and Social Science 686 (1): 180–203

The article reviews the history of the Earned Income Tax Credit (EITC) and the empirical work on program impacts and distributional consequences. It also considers potential reforms to the program.

Kuznets, Simon. 1955. “Economic Growth and Income Inequality.” American Economic Review 45 (1): 1–28.

In this talk given to the American Economic Association, Nobel-winner Kuznets posits that inequality rises at the early stages of economic development, then falls, a hypothesis now referred to as the “Kuznets curve.”

Lavizzo-Mourey, Risa J., Richard E. Besser, and David R. Williams. 2021. “Understanding and Mitigating Health Inequities—Past, Current, and Future Directions.” The New England Journal of Medicine 384: 1681–1684.

The authors argue that the past half century has led to an impressive understanding of the disparities between white and Black people and other minoritized people. The next stage in the research agenda is understanding how to dismantle structural racism.

Levy, Frank, and Peter Temin. 2011. “Inequality and Institutions in Twentieth-Century America.” In Economic Evolution and Revolution in Historical Time, edited by Paul Rhode, Joshua Rosenboom, and David Weiman, 357–386. Palo Alto: Stanford University Press.

Levy and Temin claim that a shift in political regimes from the high-wage “Treaty of Detroit” of the postwar decades to the low-wage Washington Consensus of the 1970s is the major factor behind rising inequality.

Lord, Bob. 2020. “Inequality in America: Far Beyond Extreme.” Inequality.org. https://inequality.org/great-divide/inequality-in-america-far-beyond-extreme/

The author argues that income and wealth inequality levels have become so extreme that the only solution is to tax the rich now.

Mankiw, N. Gregory. 2013. “Defending the One Percent.” Journal of Economic Perspectives 27 (3): 21–34.

The doctrine of “Just Desserts” is invoked to argue against confiscatory taxation as a solution to inequality.

Margo, Robert A. 2016. “Obama, Katrina, and the Persistence of Racial Inequality.” Journal of Economic History 76 (2): 301–341.

Using economic data with great care, Margo looks at racial economic inequality over the long run.

Margo, Robert A., and William J. Collins. 2011. “Race and Home Ownership from the End of the Civil War to the Present.” American Economic Review 101 (3): 3355–3359.

Collings and Margo empirically examine the racial gap in home ownership.

Mason, Patrick L. 2001. “Annual Income and Identity Formation Among Persons of Mexican Descent.” American Economic Review 91 (2): 178–183.

Analysis of income differences between white and Hispanic people is made difficult because some Hispanic people consider themselves to be white.

Neumark, David, and Peter Shirley. 2021. Myth or Measurement: What Does the New Minimum Wage Research Say About Minimum Wages and Job Loss in the United States. Working Paper. Cambridge, MA: National Bureau of Economic Research.

The authors critique recent scholarship that claims the minimum wage leads to job gains rather than job losses, as long believed.

Orshansky, Mollie. 1969. “How Poverty Is Measured.” Monthly Labor Review, February.

The evolution and development of the poverty thresholds in the United States.

Orshansky, Mollie. 1965. “Counting the Poor: Another Look at the Poverty Profile.” Social Security Bulletin, January.

An explanation of how to count the number of poor people by the researcher who receives most of the credit for developing the official poverty thresholds for the United States.

Piketty, Thomas, and Emmanuel Saez. 2007. “How Progressive Is the U.S. Federal Tax System? A Historical and International Perspective.” Journal of Economic Perspectives 21 (1): 3–24.

The authors evaluate the progressivity of the U.S. tax system using data from the Internal Revenue Service.

Piketty, Thomas, and Emmanuel Saez. 2003. “Income Inequality in the United States, 1913–1998.” Quarterly Journal of Economics 118 (1): 1–39.

This pioneering article in the tradition of Simon Kuznets uses income tax data to trace rising income inequality at the top end of the distribution.

Rosen, Sherwin. 1983. “The Economics of Superstars.” The American Scholar 52 (4): 449–460.

Rosen’s superstar model is developed in a more intuitive manner for a general audience.

Ruggles, Steven. 2015. “Patriarchy, Power, and Pay: The Transformation of American Families, 1800–2015.” Demography 52 (6): 1797–1823.

This article looks at the evolution of the role of women and families in economic life.

Sawhill, Isabel J. 1999. “Still the Land of Opportunity?” The Public Interest 135, Spring.

The article argues that declining social mobility has reduced opportunity in the United States.

Scheidel, Walter. 2017. “The Only Thing, Historically, That’s Curbed Inequality: Catastrophe.” The Atlantic, February 21. https://www.theatlantic.com/business/archive/2017/02/scheidel-great-leveler-inequality-violence/517164.

Taking the long view of history, Scheidel contends that the only events that have slowed the inexorable rise in inequality are the catastrophes associated with war, revolution, and plague.

Shrider, Emily A., Melissa Kollar, Frances Chen, and Jessica Semega. 2021. U.S. Census Bureau, Current Population Reports, P60–273. Income and Poverty in the United States: 2020. September. U.S. Government Publishing Office, Washington, DC.

Released each September, this annual report on income and poverty in the United States provides up-to-date and detailed official statistics on inequality and poverty.

United Steelworkers of America, AFL-CIO-CLC v. Weber et. al. 1979. 443 U.S. 193 (United States Supreme Court, June 27).

The majority opinion with concurrences and dissents in the case of United Steelworkers v. Weber, a case regarding affirmative action.

White, Gillian B. 2015. “Stranded: How America’s Failing Public Transportation Increases Inequality.” The Atlantic. May 16, 2015. https://www.theatlantic.com/business/archive/2015/05/stranded-how-americas-failing-public-transportation-increases-inequality/393419/.

White explains how good public transportation improves access to jobs, quality food, reasonably priced goods, healthcare and schooling.

Wilkinson, Will. 2009. “Thinking Clearly about Economic Inequality.” Policy Analysis, no. 640, July.

The author is critical of the conventional wisdom regarding inequality. Readily available statistics are misleading, there are both desirable and undesirable mechanisms increasing inequality, and there is little evidence that democracy is endangered by inequality. Policy should be directed toward the real problems: poverty, lack of opportunity and systemic injustice.

Yellen, Janet L. 2016. “Perspectives on Inequality and Opportunity from the Survey of Consumer Finances.” Russell Sage Foundation Journal of the Social Sciences 2 (2): 44–59.

Yellen documents rising income and wealth inequality, then discusses early education, affordable higher education, business ownership, and inheritances as potential sources of opportunity.

Zonta, Michelle. 2019. “Racial Disparities in Home Appreciation.” Center for American Progress, July 19. https://www.americanprogress.org/article/racial-disparities-home-appreciation/.

Despite the passage of the Fair Housing Act in 1968, Black homeowners are still concentrated in neighborhoods of color, and housing prices in those neighborhoods appreciate at a slower rate than in white neighborhoods. The strong recommendation is that it is time to strengthen fair housing enforcement.

Nonprint Sources

“3 Things You Should Know About The Gender Pay Gap.” Harvard Kennedy School, 2020. https://www.youtube.com/watch?v=NzRa0xUI7xs.

In the United States, full-time women workers earn, on average, 20 percent less than men. In this video, Hannah Riley Bowles, Roy E. Larsen Senior Lecturer in Public Policy and Management; co-director, Women and Public Policy Program; and chair, Management, Leadership and Decision Sciences Area, lists three things that explain this gender pay gap.

Aites, Aaron, Audrey Ewell, Nina Krstic, Lucian Read, dir. 2013. 99%—The Occupy Wall Street Collaborative Film.

In September 2011, the Occupy Wall Street movement propelled issues of economic inequality into the spotlight. 99%—The Occupy Wall Street Collaborative Film goes behind the scenes of the movement, revealing what happened and why through the personal stories of participants, supporters, and critics.

Basic Income Earth Network (BIEN), https://basicincome.org/.

This is a website providing news and views about Universal Basic Income.

City University of New York, Stone Center on Socio-Economic Inequality, https://www.gc.cuny.edu/stonecenter.

The Stone Center conducts and promotes quantitative research using inequality as a lens on society, the economy and politics. The faculty, postdoctoral scholars, and students working within the Center share a commitment to scholarship that is data-driven, interdisciplinary, and policy-oriented, and addresses questions about inequality throughout the world.

Columbia University, Center on Poverty and Social Policy, https://www.povertycenter.columbia.edu/.

The Center on Poverty and Social Policy at the Columbia School of Social Work produces cutting-edge research to advance our understanding of poverty and the role of social policy in reducing poverty and promoting opportunity, economic security, and individual and family wellbeing in New York City and the United States.

Current Trends in Social Mobility: Raj Chetty, Stanford Center on Poverty and Inequality, https://www.youtube.com/watch?v=m05NeaG3d2A.

The video addresses how social mobility differs by regions in the United States.

Economic Mobility and the American Dream, Pew Charitable Trusts, https://www.pewtrusts.org/en/research-and-analysis/video/2011/economic-mobility-and-the-american-dream.

The video explains the difference between absolute and relative economic mobility.

Economic Policy Institute, https://epi.org.

The EPI is a think tank that conducts research and analysis to get a greater understanding of the needs of low- and middle-income workers in the United States. The institute uses its findings to propose public policies to protect these demographics, including issues such as fair wages, access to healthcare, and retirement security.

Explained: Racial Wealth Gap. Netflix, Vox Media. 2020. https://www.youtube.com/watch?v=Mqrhn8khGLM.

Senator Cory Booker and others discuss how slavery, housing discrimination and centuries of inequality have compounded to create a racial wealth gap.

Explained: Why Women Are Paid Less. Netflix, Vox Media. 2020. https://www.youtube.com/watch?v=hP8dLUxBfsU.

Hillary Clinton and Anne-Marie Slaughter discuss the cultural norms at the center of the worldwide gender pay gap, including the “motherhood penalty.”

Federal Reserve. 2020. Racism and the Economy: Understanding the Implications of Structural Racism in America’s Economy and Advancing Actions to Improve Economic Outcomes for All. https://www.minneapolisfed.org/policy/racism-and-the-economy.

This series of virtual events in racism and the economy was initiated in 2020, after the killing of George Floyd set off a nationwide conversation about racial equity. Sponsored by the twelve Federal Reserve banks, the series includes events addressing the wealth divide, housing, education, financial services, the economics profession, and other topics.

Freakonomics. “The True Story of the Gender Pay Gap (Ep. 232).” 2016. https://freakonomics.com/podcast/the-true-story-of-the-gender-pay-gap-a-new-freakonomics-radio-podcast/.

This episode attempts to understand the reasons behind the gender pay gap, and specifically questions the perception that gender discrimination is behind the disparity.

Freakonomics. Season 9, Episode 47. 2020. https://freakonomics.com/podcast/season-9-episode-47/.

The racial wealth gap in the United States is massive. We explore the causes, consequences, and potential solutions. Also, another story of discrimination and economic disparity, this one perpetrated by an international sporting authority.

Freeland, Chrystia. The Rise of the New Global Super Rich. TED Global, 2013. https://www.ted.com/talks/chrystia_freeland_the_rise_of_the_new_global_super_rich.

As technology advances, so does economic inequality. Chrystia Freeland charts the rise of a new class of plutocrats (those who are extremely powerful because they are extremely wealthy) and suggests that globalization and new technology are actually fueling, rather than closing, the global income gap.

Gapminder, https://www.gapminder.org/.

Gapminder, an independent Swedish organization, identifies systematic misconceptions about important global trends and proportions and uses reliable data to develop easy to understand teaching materials to rid people of their misconceptions. The data collected by Gapminder addresses topics like environmental concerns, social issues, and economic disparities.

Georgetown University, The Center on Poverty and Inequality, https://www.law.georgetown.edu/poverty-inequality-center/.

The Georgetown Center on Poverty and Inequality (GCPI) works with policy leaders, researchers, practitioners, advocates, and other experts to develop policies and practices to alleviate poverty and inequality and advance racial and gender equity in the United States.

Harvard Kennedy School, Poverty, Inequality, and Opportunity, https://www.hks.harvard.edu/faculty-research/policy-topics/poverty-inequality-opportunity.

The Harvard Kennedy School’s policy topic regarding poverty, inequality, and opportunity wonders to what extent governments should have a role in alleviating poverty and how public policy can foster greater equality.

Horowitz, Juliana Menasce, Ruth Igielnik, and Rakesh Kochhar. “Trends in Income and Wealth Inequality.” Pew Research Center, January 9, 2020. https://www.pewresearch.org/social-trends/2020/01/09/trends-in-income-and-wealth-inequality/.

Barely 10 years past the end of the Great Recession in 2009, the U.S. economy is doing well on several fronts. But not all economic indicators appear promising. Household incomes have grown only modestly in this century, and household wealth has not returned to its prerecession level. Economic inequality, whether measured through the gaps in income or wealth between richer and poorer households, continues to widen.

Inequality.org, https://inequality.org/.

A website with the mission of tracking inequality-related news and views.

Income Inequality, United States Census Bureau, 2021. https://www.census.gov/topics/income-poverty/income-inequality.html.

Are the rich getting richer and the poor getting poorer? Census Bureau statistics can shed some light on this. A large number of factors have been identified as contributing to changes in inequality, the root causes are still not entirely understood.

Institute for Research on Poverty, University of Wisconsin-Madison, https://www.irp.wisc.edu/national-poverty-research-center.

This is the website of the IRP Center at the University of Wisconsin-Madison. It is an important source for research and data.

Is America Dreaming?: Understanding Social Mobility, Brookings Institution, https://www.youtube.com/watch?v=t2XFh_tD2RA.

Using LEGOs, the video shows how social mobility differs by education, race, and marital status of parents.

Kopple, Barbara, dir. 1976. Harlan County USA. Cabin Creek Films.

This documentary focuses on labor tensions in the coal-mining industry of rural Kentucky. In 1973, after workers at the Brookside Mine form a union, the mine owners refuse to negotiate a fair contract, then hire armed enforcers to escort replacement workers (“scabs”) onto the site after workers strike, setting off a prolonged and sometimes violent conflict.

Kornbluth, Jacob, dir. 2013. Inequality for All. 72 Productions.

In this documentary film, economist Robert Reich examines widening income inequality in the United States. The film is also partially a depiction of Robert Reich’s early life and his service as U.S. Secretary of Labor in the 1990s.

“A Look at Income Inequality in The United States.” Time Magazine, 2020. https://www.youtube.com/watch?v=qc7g6Uhi1i4.

Income inequality has always existed in the United States, but the gap between rich and poor hasn’t always been as wide as it is today. This video examines the history behind the growing problem of income inequality.

Pemberton, Justin, dir. 2019. Capital in the Twenty-First Century.

Based on Thomas Piketty’s No. 1 New York Times Bestseller, Capital in the Twenty-First Century explores one of the most important and controversial subjects of our time: wealth, and who gets a share of the dividends.

Piketty, Thomas. New Thoughts on Capital in the Twenty-First Century. TED Global, 2014. https://www.ted.com/talks/thomas_piketty_new_thoughts_on_capital_in_the_twenty_first_century.

French economist Thomas Piketty caused a sensation in early 2014 with his book on a simple, brutal formula explaining economic inequality: r > g (meaning that return on capital is generally higher than economic growth). Here, he talks through the massive data set that led him to conclude: Economic inequality is not new, but it is getting worse, with radical possible impacts.

“Planet Money.” Podcast Directory. NPR, 2021. https://www.npr.org/podcasts/510289/planet-money/.

The Planet Money podcast focuses on the economy, both on global and national levels. It discusses a wide range of subjects from individual finances to national welfare services to international trade.

Round, Katherine, dir. 2015. The Divide: What Happens When the Rich Get Richer? Dartmouth Films.

Based on The Spirit Level, a best-selling book about inequality, the film illustrates inequality through the stories of seven individuals who struggle to make ends meet in the highly unequal United States and United Kingdom. It attributes growth in inequality to the 1980s policies of Margaret Thatcher and Ronald Reagan.

Stanford Center on Poverty and Inequality, https://inequality.stanford.edu.

The website of the Stanford University Center on Poverty and Inequality. It makes available data and research reports on various aspects of poverty and inequality.

University of Kentucky Center for Poverty Research, https://cpr.uky.edu/about-center.

The website of the University of Kentucky’s Center for Poverty Research. It is an important source of data and recent research about poverty programs.

“Wealth Distribution in the U.S.: How Much Do the Top 10% Own?” Federal Reserve Bank of St. Louis, 2021. https://www.youtube.com/watch?v=aONigLMAk3w.

Wealth is what a family owns, minus what they owe. In this one-minute video, see how $96.1 trillion in total American family wealth was distributed among the U.S. population of 129 million families in 2019.

Wealth Inequality in America, https://www.youtube.com/watch?v=QPKKQnijnsM.

A short video showing the difference between our perceptions of the extent of inequality and the actual extent of inequality.

“What People Miss about the Gender Wage Gap.” Vox, 2016. https://www.youtube.com/watch?v=13XU4fMlN3w.

When there is talk about the gender wage gap, often the statistic heard is, “Women earn 79 cents for every dollar a man makes.” While this is factually correct, it does not encompass the nuances of the wage gap. The answer is in the complexity of this problem. Career types and child-rearing duties are both in the equation to closing the gender wage gap.

“What’s behind America’s Inequality Problem—and How to Fix It.” PBS Newshour, 2020. https://www.youtube.com/watch?v=k-a8v1LwECQ.

The protests consuming the United States have also reignited demands about tackling inequality. Black Americans face staggering gaps in wealth and income, education, housing and health care—disparities that have been highlighted and exacerbated by the coronavirus pandemic. Amna Nawaz talks to Dr. Lauren Powell of Time’s Up, Duke University’s William Darity and Nikole Hannah-Jones of The New York Times.

Wilkinson, Richard. How Economic Inequality Harms Societies. TED Global, 2011. https://www.ted.com/talks/richard_wilkinson_how_economic_inequality_harms_societies/transcript?language=en.

This TED Talk by Richard Wilkinson, a social epidemiologist, explains the significance and impacts of economic inequality. Using hard data, he shows the ways in which societies get worse when rich and poor are too far apart: real effects on health, lifespan, even such basic values as trust.

World Inequality Database, https://wid.world/.

This website provides maps, data, and news resources related to income inequality around the world. It is a database that explains the history and impacts of wealth and income distribution both within countries and between countries.



Although the Civil Rights Act of 1964 promised to end employment discrimination, the struggle for equality in the workforce is far from over. The average pay of women still lags significantly behind that of men, and the average pay of Black and Hispanic workers falls below that of white workers.

(William Morris/Dreamstime.com)
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7    Chronology

The following is a chronological list of some of the key events and turning points that have shaped income inequality in the United States.

1776    The United States declares independence from Great Britain, beginning the Revolutionary War. The conflict results in dislocation and disruption of trade, especially in the American South, resulting in lower incomes for the rich. Income inequality is reduced due to stunted economic growth.

1790    The United States conducts its first census, marking the beginning of consistent record keeping in regard to demographics, income, and earnings. Data collected through the census provide a long-term, comprehensive picture of the population, making it easier to hypothesize and draw conclusions about economic trends, including income inequality.

1848    The first women’s rights convention is held in Seneca Falls, New York. Women at this convention argue for suffrage and other legal rights and greater economic independence, including the right to control one’s own wages regardless of gender or marital status.

1848    The California Gold Rush begins, sparking a mass migration to the western United States and leading to an influx of gold into the economy. The accumulation of gold results in great amounts of wealth for some miners, while others never make any money.

1863    President Abraham Lincoln issues the Emancipation Proclamation, declaring the liberation of the nation’s enslaved peoples. The year before, on June 19, 1862, Congress had enacted legislation abolishing slavery in the “territories,” an event now celebrated as the end of slavery.

1877–1964    The era of Jim Crow laws and racism against African Americans perpetuates the repression of formerly enslaved people and their families across the South, even after slavery has been outlawed. This repression and discrimination exacerbates wage inequality between Black and white workers.

1882    On May 6, President Chester Arthur signs a law banning the immigration of Chinese laborers and prohibiting Chinese people from becoming naturalized citizens. This is the first time that the United States closes its borders on the basis of race. Known as the Chinese Exclusion Act, the law is not repealed until 1943, when China becomes an ally of the United States in its war against Japan.

1886    Samuel Gompers establishes the American Federation of Labor, helping trade unions further protect skilled laborers. Since the protections do not extend to unskilled workers, a disparity in wages expands between the skilled and unskilled in the American work force.

1890    Manufacturing surpasses agriculture as the most productive sector of the economy. Large manufacturing corporations including Standard Oil, Pillsbury, and International Harvester become prominent names in American business.

1900    The United States earns the title of “world’s largest economy,” with per capita income equivalent to about $6,000 today.

1901    The Socialist Party is formed and sheds light on the rising problem of urban poverty in America.

1913    The ratification of the 16th Amendment introduces a permanent federal income tax. Subsequent tax records have provided insight into top income shares in the United States and information regarding the distribution of wealth.

1913    Henry Ford implements the assembly line in his automobile production facilities. The invention, like many other technological feats that would come in subsequent decades, replaces some skilled workers and widens the wage gap between skilled and unskilled labor.

1916    National newspapers announce that John D. Rockefeller, the founder of the Standard Oil Company, has become the world’s first billionaire.

1916    The Revenue Act of 1916 is passed, introducing the first federal tax levied on estates rather than beneficiaries. Estate tax rates are graduated from 1 percent on the first $50,000 to 10 percent on the amount exceeding $5 million.

1920–1929    The Roaring Twenties experience a booming stock market and low tax rates for high income, allowing for extreme wealth concentration. The share of wealth held by the top 1 percent peaks at nearly 50 percent of the national total.

1929    A financial crash marks the beginning of the Great Depression. The crash is also eventually followed by greater regulation of Wall Street.

1933    Newly elected President Franklin D. Roosevelt introduces an array of economic revitalization and unemployment assistance programs and policies collectively known as the New Deal. His administration introduces income-equalizing policies like the minimum wage, protections for unions, and unemployment insurance.

1935    The Wagner Act establishes the National Labor Relations Board (NLRB), giving employees the right to form and join unions and obligating employers to bargain with unions about working conditions. The responsibility of the Board, which is made up of three members appointed by the president and confirmed by the Senate, is to enforce employee rights.

1935    The Social Security Act is passed. The Act establishes the Social Security retirement system and Aid to Families with Dependent Children (AFDC). The latter program constitutes the beginning of federal involvement in poverty relief.

1937    The Housing Act of 1937 is passed as part of the New Deal, providing public housing options for workers and reducing the presence of slums in American cities. The initial attempts at public housing are highly segregated; this does not begin to change until the Fair Housing Act of 1968.

1938    Congress passes the Fair Labor Standards Act (FLSA), which provides for minimum wages, overtime pay, record keeping requirements, and child labor regulations. The act is created in an effort to stabilize the post-Depression economy and to protect American workers who were preparing to return to work. The first minimum wage is set at 25 cents per hour.

1940s    As the economy mobilizes for World War II, the country snaps out of depression and into a period of sustained expansion that continues into the 1950s and 1960s.

1944    President Roosevelt signs the Servicemen’s Readjustment Act of 1944, also known as the GI Bill, into law. This legislation provides benefits to military servicemen that include federal aid for housing, employment, and education. This inspires new investment into the American education system, but often only for white citizens.

1947    Congress passes the Taft-Hartley act, placing greater limitations on union activity. The law, also known as the Labor Management Relations Act (LMRA), prohibits certain union activity and requires unions to disclose their financial and political activities. The act is passed to reduce post-World War II Communist influence in American labor and to respond to union abuses. The bill is vetoed by President Harry Truman, but the veto is overridden by Congress.

1949    The Supreme Court ruling in Algoma Plywood and Veneer Co. v. Wisconsin Employment Relations Board marks the start of a new era of anti-labor court rulings. The court rules that employers cannot discriminate in terms of hiring, tenure, and other labor conditions based on membership in any labor organization.

1954    The Supreme Court ruling in Brown v. the Board of Education ends legal segregation in education, rejecting the legitimacy of the “separate but equal” principle in public education.

1963    The Equal Pay Act is passed as an amendment to the Fair Labor Standards Act (FLSA). The EPA prohibits sex-based wage discrimination when men and women in the same establishment perform jobs with the same skill, effort, and responsibility.

1964    The Civil Rights Act is passed, outlawing discrimination in employment, public accommodations, and in federally funded programs. This contributes to the objective of greater economic equality along race and gender lines.

1964    President Lyndon B. Johnson announces a War on Poverty during his first State of the Union address. He identifies the cause of the country’s poverty as a societal failure rather than the failure of impoverished individuals. In his fight to end poverty, Johnson introduces progressive social welfare policies including the Economic Opportunity Act and the earliest version of America’s federal Medicare and Medicaid health care programs.

1965    President Lyndon B. Johnson signs Executive Order 11246, establishing nondiscrimination requirements in hiring government contractors. The requirements specifically prohibit discrimination on the basis of race, color, religion, sex, or national origin.

1966    The National Organization for Women (NOW) is founded in response to lackluster legal enforcement of the Civil Rights Act as it applies to women.

1967    The Age Discrimination in Employment Act (ADEA) is passed, prohibiting employment discrimination against people aged 40 and above. The law applies to wages, promotions, and termination policies.

1968    Peak of the value of the federal minimum wage, at $1.60 per hour, which would have the same purchasing power as $10.66 per hour in 2022. The Fair Housing Act (FHA) is signed into law, prohibiting discrimination in rental housing and the purchase of homes.

1970s    The labor movement begins a noticeable decline in its economic and political influence. Unions lose bargaining power as a result of a weak economy, foreign competition, and management resistance. Membership in private-sector unions declines significantly.

1971    In a memo to the U.S. Chamber of Commerce written on the eve of his appointment to the Supreme Court, Lewis Powell urges the government and business leaders around the country to fight to maintain corporate dominance in politics.

1971    President Richard Nixon introduces the War on Drugs, including policy measures intended to discourage the production, distribution, and consumption of illegal drugs. The policy measures, which would be continued and expanded under the Reagan administration, dramatically increase incarceration rates in the United States, especially in low-income communities and among people of color.

1972    Congress passes the Title IX Amendments of the Higher Education Act (HEA), prohibiting sex-based discrimination in any educational institution that receives federal funding.

1973    The Organization of the Petroleum Exporting Countries (OPEC) quadruples the price of oil, leading to extreme inflation around the world and a global recession.

1973    The Bretton Woods System collapses. The international agreement, made in 1944, established gold as the basis for the U.S. dollar, while other currencies were tied to the value of the U.S. dollar.

1975    The Federal Government establishes the Earned Income Credit (EITC), a program that allows low-income workers to claim a tax credit based on their earnings for the year.

1975    Victor Schenman develops the Programmable Universal Manipulation Arm (PUMA), one of the earliest commercial robot arms to be widely used in the United States. The invention marks the beginning of robotic alternatives for manufacturing work around the country, encouraging the replacement of some workers with machines. The broad use of robotics in commercial exchange sparked a greater interest in engineering programs at American universities as well.

1975    The post-World War II economic boom known as the Golden Age comes to an end, also ending the trend toward income equality. Since the end of the Golden Age, there has been growing inequality.

1977    Passage of the Community Reinvestment Act, which outlaws discrimination in lending and redlining by banks.

1981    Ronald Reagan breaks the Port Authority Transit Corporation (PATCO) strike, one of the most public strikes in U.S. history, by firing more than 11,000 striking air traffic controllers. His decision signals that the labor movement no longer enjoys the support of the federal government.

1981    Ronald Reagan passes the Economic Recovery Tax Act, one of the largest tax cuts in U.S. history, in his promotion of supply-side economics. The highest marginal income tax rate is reduced from 70 percent to 50 percent.

1981    The Securities and Exchange Commission (SEC) legalizes stock buybacks. This allows companies to use profits to buy their own shares, increasing stock prices, rather than investing in research or distributing them to employees through higher wages or bonuses.

1982    For the first time, the number of bachelor’s degrees awarded to women exceeds the number awarded to men.

1990    The Americans with Disabilities Act (ADA) is passed, introducing new civil rights legislation that prohibits discrimination based on disability. The language is modeled after the Civil Rights Act of 1964 and, although it does not specifically list all the disabilities that are covered, it seeks to protect everyone with an impairment that substantially limits life activities.

1990    The popularization of the internet sparks the beginning of a technological revolution. The new resources provided through the internet transform the roles of skilled and unskilled workers, and investments in computer engineering contribute to greater income inequality.

1993    The Family and Medical Leave Act (FMLA) is passed, providing unpaid, job-protected leave for certain employees for specified family and medical reasons. Although only about 60 percent of the workforce is eligible to receive leave through this act, the law signifies major progress in providing resources for the working class. Since the act was enacted, nine states and the District of Columbia have passed legislation for paid family leave, beginning with California in 2002. Some other states have passed laws for unpaid family leave that cover a wider population of employees than the FMLA.

1994    The United States, Canada, and Mexico enter into The North American Trade Agreement (NAFTA). Opponents counter that NAFTA will hurt U.S. workers by placing them in greater competition with lower-wage workers in Mexico.

1994    Former Wall Street hedge fund executive Jeff Bezos incorporates Amazon.com as a way to sell books online. The company grows very quickly, earning $610 million in 1998, only three years after taking its first online orders. The founding of Amazon.com, one of the earliest successful online shopping websites, is a key development in the consumer shift toward internet shopping in the United States.

1996    California Proposition 209 amends the state constitution to prohibit public institutions like employment and education from considering race, sex, or ethnicity. This proposition ends the practice of affirmative action in the state of California. Eight other states ban affirmative action in the decades to follow.

1999    President Clinton and a bipartisan Congress repeal key provisions of the 1933 Glass-Steagall Act. Many argue that the repeal increased the size of financial institutions and their importance in the U.S. economy, making some of them “too big to fail” during the 2008 financial crisis.

2006    The Massachusetts state government, under the authority of Governor Mitt Romney, establishes the Commonwealth Health Insurance Connector Authority in its health care reform legislation. The Connector offers free, highly subsidized, and full-price private insurance plans to Massachusetts residents, and the program significantly reduces the uninsured population of the state. Romney’s healthcare reform program is often considered to be the model for the 2010 Affordable Care Act.

2008    A financial crisis widely known as the Great Recession hits the U.S. economy. Millions of home mortgage foreclosures send the economy into a tailspin and leads the federal government to provide controversial bailouts to Wall Street and the domestic auto industry. The recession, as well as the government’s response to it, sparks a national conversation about economic inequality.

2009    The Fair Labor Standards Act (FLSA) is amended, raising the federal minimum wage to $7.25.

2010    Senator Christopher Dodd and Representative Barney Frank introduce the Dodd-Frank Wall Street Reform and Consumer Protection Act. The bill established the Financial Stability Oversight Council (FSOC) to regulate the size of banks and financial firms, mandated the Federal Reserve to monitor banks more closely, established the Consumer Financial Protection Bureau (CFPB) to regulate the sale of financial products, and enacted several other methods of regulation to ensure that the country doesn’t face another financial crisis from irresponsible decisions in the American banking and investment sectors.

2010    The Affordable Care Act (ACA) is passed, expanding access to affordable health insurance. The act reduces overall healthcare costs for everyone, subsidizes healthcare plans for households with incomes between 100 and 400 percent of the federal poverty level, and expands the Medicaid program to cover all adults with income below 138 percent of the federal poverty level. Nicknamed Obamacare, this legislation provides additional federal services specifically to those whose income is insufficient to address basic needs.

2011    The Occupy Wall Street Movement protests the extreme concentration of American wealth in 1 percent of the nation’s population. A group of activists set up camp in New York’s Zuccotti Park near Wall Street and spark demonstrations around the country, increasing awareness of the vast wealth and income inequalities in the United States.

2012    China surpasses the United States as the world’s largest trading nation in terms of total imported and exported goods. U.S. exports and imports of goods total US$3.82 trillion for the year, while China’s trade amounts to US$3.87 trillion. Additionally, China surpasses the United States as the world’s dominant trade partner, as 124 countries consider China their largest trading partner.

2012    The Fight for $15 movement begins as minimum wage workers across the country stress their inability to cover basic living expenses with the federal minimum wage of $7.25. The movement results in wage increases on state and local levels in some regions of the country, and presidential candidate Bernie Sanders uses the Fight for $15 effort in his presidential campaign platform.

2012    President Barack Obama uses executive action to implement the Deferred Action for Childhood Arrivals (DACA) program. The program acts as a stopgap that shields the deportation of people who were brought to the United States as children without legal residency status.

2017    The Tax Cut and Jobs Act is passed, reducing the corporate tax rate from 35 percent to 21percent, lowering the tax rate on capital gains, and increasing the estate tax exemption to $11.2 million. Many of the tax breaks put in place by this law will expire in 2025 without additional legislation.

2018    The Supreme Court’s ruling in Janus v. AFSCME weakens public-sector unions by finding that the collection of union fees from nonmembers constitutes a violation of the First Amendment. Large drop-offs in the membership of the two largest public-sector unions follow the ruling.

2019    Representative Alexandria Ocasio-Cortez of New York and Senator Edward J. Markey of Massachusetts introduce the Green New Deal. The proposal calls on the federal government to reduce the use of fossil fuels, lower the country’s greenhouse gas emissions, and provide job opportunities in clean energy industries. The proposal is rejected by the Senate on a 57-to-0 vote, though similar policy attempts have been made since the original proposal.

2019    The poverty rate in the United States reaches a record low of 10.5 percent.

2019    The Stockton Economic Empowerment Demonstration in Stockton, California, conducts an experiment testing the efficacy of universal basic income by providing lump-sum financial assistance to 125 participants living in neighborhoods at or below the city’s median income. The program finds that full-time employment rose among those who received the guaranteed income and that their financial, physical, and emotional health improved.

2019    The percentage of American adults that use the internet exceeds 90 percent.

2020    In response to the COVID-19 pandemic, President Trump signs into law the Families First Coronavirus Response Act (FFCRA) to give more flexibility for state unemployment insurance agencies and to provide additional funding. Ten days later, he signs into law the Coronavirus Aid, Relief, and Economic Security (CARES) Act, expanding eligibility for unemployment and allowing states to provide unemployment for employees impacted by COVID-19. Moreover, the CARES Act included stimulus checks in the amount of $1,200 per person, with $600 for dependents. These laws provide a safety net for households who suffer job losses and other financial blows from the pandemic’s economic ripple effects.

2020    The murder of an unarmed African American man named George Floyd in Minnesota by a white police officer sets off a global push for the Black Lives Matter movement, which brings awareness to continued racial inequality in American society and the issue of police violence, especially in communities of color.

2021    Congress expands the Child Credit program. This program provides tax credits for low income parents with children under 18. The size of the credit is increased, the earning requirement is eliminated, parents can receive the credit as a monthly payment prior to filing their taxes, and government overpayments are overlooked. It constitutes a guaranteed annual income for low-income parents with children.

2021    Google makes a deal with the Department of Labor to pay nearly $2.6 million in back wages to thousands of employees after the company was accused of engaging in pay and hiring practices that illegally disadvantaged women and Asian people.



In 2020, the U.S. economy reeled from the shock of the shutdowns necessitated by the COVID-19 pandemic. The photo shows the proprietor of a restaurant that was forced to close due to quarantine.

(Natalia Zotova/Dreamstime.com)


Glossary

American Dream    A phrase widely recognized and employed to refer to a set of American ideals and beliefs that anyone can be successful—especially in regard to upward socioeconomic mobility and financial self-sufficiency—through hard work, talent, and perseverance.

Atkinson index    Developed by economist Anthony Atkinson, this measure of inequality allows the researcher to select the relative degree of importance placed on inequality at the lower or upper end of the distribution in calculating the index value.

Blue-collar workers    A category of wage earners who traditionally have jobs that engage in physical labor to a significant extent, including many jobs in manufacturing, mining, agriculture, and construction industries.

Capital gain    An increase in the value of an owned asset (if the value of the asset fell, that would be a capital loss).

Compensating differentials    Higher wages paid to workers who perform jobs that have particular hazards or other unpleasant features associated with them.

Disposable income    Personal income left over after the payment of all tax obligations. This total is also sometimes called discretionary income.

Earned income    Income received from work activities. Wages and salaries along with fringe benefits is included, as is any self-employment income.

Gilded Age    An era of rapid industrialization in the late 1800s during which entrepreneurs, among them unscrupulous “robber barons,” amassed great fortunes. The era is named for a satirical novel by Mark Twain and Charles Dudley Warner called The Gilded Age: A Tale of Today.

Gini coefficient    Widely used measure of income (and wealth) inequality. It was developed by an Italian statistician Corrado Gini in 1912. The coefficient measures how far a country’s distribution of income is from perfect equality. Consequently, a Gini of 0 (or 0 percent) denotes perfect equality, a situation where every individual has the exact same income. A Gini of 1 (or 100 percent) denotes perfect inequality, a situation where one person has all the income and everyone else has nothing.

Globalization    Growing interdependence of the world’s economies, cultures, and populations, brought about by cross-border trade in goods and services, spread of technological advances, and flows of investment, people, and information.

Income    Net total payments received in a given time period. This definition is often disputed, as there are discrepancies in which payments economists feel should be considered income; for example, should income be pre-tax or post-tax, should it include direct receipt of goods in addition to money, or should it include unrealized capital gains.

Lorenz curve    The Lorenz curve is formed by plotting the cumulative distribution of the amount of a variable against the cumulative frequency distribution of the individuals having the amount (often used for indicating the degree of concentration of income among a number of individuals).

Mobility    Economic mobility refers to a person’s or family’s ability to move up (upward mobility) or down (downward mobility) along the income distribution. Intragenerational mobility is mobility over the course of a career. Intergenerational mobility is mobility across generations. Upward intergenerational mobility is when children do better than their parents.

Monopsony    A market structure in which there is only one buyer of goods or services. A pure monopsony is rare in modern economics, but monopsonistic elements are found wherever there are many sellers and few purchasers. Monopsony in labor markets means limited job opportunities, which may reduce wages, exacerbating income inequality.

Net worth    The total value of the financial assets an individual or business owns, minus their debts and other financial liabilities.

Palma ratio    This measure of inequality focuses on the difference between top and bottom incomes. Developed by Chilean economist Gabriel Palma, it is calculated as the richest 10 percent of the population’s share of income divided by the poorest 40 percent’s share of income.

Poverty    An economic condition in which a person or household lacks the financial resources to adequately address housing, food, transportation, and other needs.

Progressive tax system    A system of taxation in which tax rates rise with income level. High-income families pay a greater share of their income in taxes, while low- and middle-income taxpayers pay a smaller share.

Proportional tax system    A system of taxation requiring each individual or household to pay the same fixed rate of their overall income, whether they are low-income, middle-income, or high-income taxpayers.

Redlining    The illegal practice of refusing to offer credit or insurance in a particular community on a discriminatory basis, often because of the race or ethnicity of its residents. The practice began in the wake of the Great Depression as the government used certain parameters for the process of vetting properties before providing federal aid in the form of government-insured mortgages.

Regressive tax system    A tax in which the average tax rate decreases with income. Low-income taxpayers pay a larger share of their income in taxes, while middle- and high-income taxpayers pay a smaller share.

Reparations    The act of making amends for a wrong or injury, often through financial compensation. Today the term is most often employed to refer to calls for the U.S. government to provide financial compensation to descendants of victims of American slavery.

Supply side economics    The economic theory that focuses on influencing the supply of labor and goods, using tax and benefit cuts as incentives to work and produce goods. Criticized as “trickle down” economics by opponents, it was utilized and promoted by President Ronald Reagan in the 1980s on the assertion that if taxes are low on the richest people, all the spending they do will benefit the rest of the population by driving economic activity.

Transfer income    Benefits received from the government that are paid for by taxes or are the result of government fiat. In other words, the government is transferring money from taxpayers or specific individuals to other individuals. Examples include Social Security benefits, unemployment insurance, and alimony.

Unearned income    Income received from holding assets. Examples include interest on savings accounts and bonds, dividends from stocks, and rent from land or real estate.

Wage gap    The difference between mean or median earnings of two groups; typically used in gender economics to define the discrepancy in earnings between women and men.

Wealth    Accumulated economic resources that can be measured in terms of monetary value or real goods. One’s wealth is often measured by one’s net worth (assets minus liabilities).

White-collar workers    Category of salaried employees who work in administrative, managerial, or professional capacities that do not involve manual labor.
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clerical error. You won't be permitted to claim the EIC
without a completed Form 8862.

Additional documents may be required. You may
have to provide the IRS with additional documents or in-
formation before a refund relating to the EIC you claim is
released to you, even if you attach a properly completed
Form 8862 to your return.

Are You Prohibited From
Claiming the EIC for a Period
of Years?

If your EIC for any year after 1996 was denied and it was
determined that your error was due to reckless or inten-
tional disregard of the EIC rules, then you can't claim the
EIC for the next 2 years. If your error was due to fraud,
then you can’t claim the EIC for the next 10 years. The
date on which your EIC was denied and the date on which
you file your 2020 return affect the years for which you are
prohibited from claiming the EIC. The following examples
demonstrate which years you are prohibited from claiming
the EIC.

Example 3—Cannot claim EIC for 2 years. You
claimed the EIC on your 2019 tax return, which you filed in
March 2020. The IRS determined you weren't entitled to
the EIC and that your error was due to reckless or inten-
tional disregard of the EIC rules. In September 2020, you
received a statutory notice of deficiency telling you an ad-
justment would be made and tax assessed unless you
filed a petition with the Tax Court within 90 days. You
didn't act on this notice within 90 days. Therefore, your
EIC was denied in December 2020. You can’t claim the
EIC for tax year 2020 or 2021. To claim the EIC on your
return for 2022, you must complete and attach Form 8862
to your return for that year.

Example 4. The facts are the same as in Example 3,
except that your 2019 EIC wasn’t denied until after you
filed your 2020 return. You can’t claim the EIC for tax year
2021 or 2022. To claim the EIC on your return for 2023
you must complete and attach Form 8862 to your return
for that year.

Example 5—Cannot claim EIC for 10 years. You
claimed the EIC on your 2019 tax return, which you filed in
February 2020. The IRS determined you weren't entitled
to the EIC and that your error was due to fraud. In Sep-
tember 2020, you received a statutory notice of deficiency
telling you an adjustment would be made and tax as-
sessed unless you filed a petition with the Tax Court
within 90 days. You didn't act on this notice within 90
days. Therefore, your EIC was denied in December 2020.
You can't claim the EIC for tax years 2020 through 2029.
To claim the EIC on your return for 2030, you must com-
plete and attach Form 8862 to your return for that year.

6.

Detailed Examples

The next few pages contain two detailed examples (with a
filled-in Schedule EIC and EIC Worksheet) that may be
helpful if you have questions about claiming the EIC.

Example 1—Sharon Rose

Sharon Rose is age 63 and retired. She received $7,000
in social security benefits during the year and $10,000
from a part-time job. She also received a taxable pension
of $6,400. Sharon had no other income. Her AGI on
line 11 of Form 1040 is $16,400 ($10,000 + $6,400).

Sharon isn't married and lived alone in the United
States for the entire year. She can’t be claimed as a de-
pendent on anyone else's return. She doesn't have any in-
vestment income and doesn't have a qualifying child.

Sharon reads the steps for eligibility in her Form 1040
instructions. In Step 1 she discovers that, because her
AGI ($16,400) isn't less than $15,820, she can’t take the
EIC. She completes the rest of her Form 1040 and files it
with the IRS.

Example 2—Cynthia and Jerry
Grey

Cynthia and Jerry Grey have two children, Kirk, age 10,
and Susanne, age 8. The children lived with Cynthia and
Jerry for all of 2020. Cynthia earned wages of $15,000
and Jerry had wages of $10,000. The Greys received
$525 in interest on their savings account. They had no
other income in 2020.

Cynthia and Jerry have the 2020 Form 1040 and in-
structions. They want to see if they qualify for the EIC, so
they follow the steps in the instructions for line 27.

Step 1. The amount Cynthia and Jerry entered on Form
1040, line 11, was $25,525. They both have valid social
security numbers (SSNs), which they have had for many
years. They will file a joint return. Neither Cynthia nor Jerry
is a nonresident alien. Therefore, the answers they give to
the questions in Step 1 allow them to proceed to Step 2.

Step 2. The only investment income the Greys have is
their $525 interest income. That amount isn't more than
$3,650, so they answer “No” to the second question in
Step 2 and go to Step 3.

Step 3. Their children, Kirk and Susanne, meet the rela-
tionship, age, residency, and joint return tests to be Cyn-
thia and Jerry's qualifying children, so Cynthia and Jerry
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Excerpt From EIC Table for Example 2

And your filing status is—
If the amount you are looking up | Single, head of household, or qualifying widow(er) Married filing jointly and the number of children you have is—
from the worksheet is- and the number of children you have is—
0 | 1 | 2 | 3 0 | 1 | 2 | 3

At least But less than Your credit is— Your credit is—

25,000 25,050 0 2,674 4,721 5,461 0 3,584 5,920 6,660
25,050 25,100 [ 2,666 4,710 5,450 0 3,584 5,920 6,660
25,100 25,150 0 2,658 4,700 5,440 0 3,584 5,920 6,660
25,150 25,200 0 2,650 4,689 5,429 0 3,584 5,920 6,660
25,200 25,250 0 2,642 4,679 5,419 0 3,584 5,920 6,660
25,250 25,300 0 2,634 4,668 5,408 0 3,575 5,908 6,648
25,300 25,350 0 2,626 4,657 5,397 0 3,567 5,898 6,638
25,350 25,400 0 2,618 4,647 5,387 0 3,559 5,887 6,627
25,400 25,450 0 2,610 4,636 5,376 0 3,551 5,877 6,617
25,450 25,500 0 2,602 4,626 5,366 0 3,543 5,866 6,606
25,500 25,550 0 2,594 4,615 5,355 0 3,535 5,856 6,596
25,550 25,600 0 2,586 4,605 5,345 0 3,527 5,845 6,585
25,600 25,650 0 2,578 4,594 5,334 0 3,519 5,835 6,575
25,650 25,700 0 2,570 4,584 5,324 0 3,511 5,824 6,564
25,700 25,750 0 2,562 4,573 5,313 0 3,503 5,814 6,554
25,750 25,800 0 2,554 4,563 5,303 0 3,495 5,803 6,543

answer “Yes” to the first question in Step 3. Kirk and Sus-
anne aren't qualifying children of anyone else. Both chil-
dren have valid SSNs, which they got soon after birth.
Cynthia and Jerry are filing a joint return, so they answer
“Yes” to the second question in Step 3. This means they
can skip question 3 and Step 4 and go to Step 5.

Step 5. Cynthia and Jerry figure their earned income to
be $25,000, the amount of their combined wages. This is
less than $53,330, so they go to Step 6 to figure their
credit.

Step 6. Cynthia and Jerry want to figure their EIC them-
selves, so they complete the EIC Worksheet in the Form
1040 instructions (shown later).

Completing the EIC Worksheet.
complete their worksheet as follows.

Cynthia and Jerry

1. Cynthia and Jerry enter their total earned income
($25,000) on line 1.

2. To find their credit, they go to the EIC Table (shown
later in this publication). The part of the EIC Table

they use is included as part of this example. They find
their earned income of $25,000 in the range of
$25,000 to $25,050. They follow this line across to the
column for 2 children under Married filing jointly and
find $5,920. They enter $5,920 on line 2.

They enter on line 3 their AGI ($25,525) and see that
it is different from the amount on line 1.

. They look up $25,525 in the EIC Table and enter the
amount of $5,856 on line 5.

. They enter $5,856 on line 6. This is the smaller of the
line 2 amount ($5,920) and the line 5 amount
($5,856).

. The Greys enter $5,856 on line 27 of their Form 1040.
They will now complete Schedule EIC (shown later)
and attach it to their return. They will keep the EIC
Worksheet for their records.

w
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Filled-in EIC Worksheet — Cynthia and Jerry Grey

Worksheet A—2020 EIC—Line 27 Keep for Your Records m

Before you begin: \/ Be sure you are using the correct worksheet. Use this worksheet only if you
answered “No” to Step 5, question 2. Otherwise, use Worksheet B.

m 1. Enter your earned income from Step 5. 25,000

All Filers Usin
9 2. Look up the amount on line 1 above in the EIC Table (right after
Worksheet A ‘Worksheet B) to find the credit. Be sure you use the correct column
for your filing status and the number of children you have. Enter the

credit here.
If line 2 is zero, You can’t take the credit.

Enter “No” on the dotted line next to Form 1040 or 1040-SR, line 27.

3. Enter the amount from Form 1040 or 1040-SR, line 11. 25525

4. Are the amounts on lines 3 and 1 the same?

[ Yes. Skip line 5; enter the amount from line 2 on line 6.

VINo. Gotoline5.

5. If you have:

m @ No qualifying children, is the amount on line 3 less than $8,800
(814,700 if married filing jointly)?

Filers Who @ | or more qualifying children, is the amount on line 3 less than $19,350

Answered ($25,250 if married filing jointly)?

“No” on [JYes. Leave line 5 blank; enter the amount from line 2 on line 6.

Line 4 /] No. Look up the amount on line 3 in the EIC Table to find the

credit. Be sure you use the correct column for your filing
status and the number of children you have. Enter the credit
here.

Look at the amounts on lines 5 and 2.

Then, enter the smaller amount on line 6.

m 6. This is your earned income credit. n 58656

Enter this amount on

Your Earned Form 1040 or 1040-SR, *
= line 27. N
Income Credit . S .
Reminder— :
4040 \ q.
At you have a qualifying child, complete and attach Schedule EIC. of
oSk

If your EIC for a year after 1996 was reduced or disallowed, see
Form 8862, who must file, earlier, to find out if you must file Form 8862 to take the
(Yl credit for 2020.
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