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INITIATIVE FOR POLICY DIALOGUE AT COLUMBIA: CHALLENGES IN DEVELOPMENT AND GLOBALIZATION
JOSÉ ANTONIO OCAMPO AND JOSEPH E. STIGLITZ, SERIES EDITORS
The Initiative for Policy Dialogue (IPD) at Columbia University brings together academics, policy makers, and practitioners from developed and developing countries to address the most pressing issues in economic policy today. IPD is an important part of Columbia’s broad program on development and globalization. The Initiative for Policy Dialogue at Columbia: Challenges in Development and Globalization presents the latest academic thinking on a wide range of development topics and lays out alternative policy options and tradeoffs. Written in a language accessible to policy makers and students alike, this series is unique in that it both shapes the academic research agenda and furthers the economic policy debate, facilitating a more democratic discussion of development policies.
Inequality of income and wealth has skyrocketed since the 1970s. As the super-rich have grasped the vast majority of the gains from economic growth, labor’s share of income has declined. The middle class has stagnated and those at the bottom have become even worse off. Persistent structural discrimination on the basis of race and gender exacerbates economic disparities.
The Great Polarization brings together contributors from disparate perspectives to examine the causes and consequences of this dramatic rise in inequality. They demonstrate that institutions, norms, policy, and political power—not the “natural” operation of the market—determine the distribution of wealth and income. Together, these essays draw out an inescapable conclusion: inequality is a choice. The rules of the economy have been rewritten to favor those at the top, entrenching the imbalances of power that widen the gap between the very rich and everyone else. The book underscores the role of ideas and ideologies, showing how neoclassical economics and related beliefs have functioned in public debates to justify inequality.
Contributors reconsider the data on inequality, examine the policies that have led to this predicament, and outline potential ways forward. Spanning theoretical and empirical analysis, ranging across policy and political economy, and blending economics with other disciplines, The Great Polarization offers a kaleidoscopic view of the processes that have shaped today’s stark hierarchies.
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INTRODUCTION
Joseph E. Stiglitz and Rudiger L. von Arnim
To allow the market mechanism to be sole director of the fate of human beings and their natural environment, indeed, even of the amount and use of purchasing power, would result in the demolition of society. For the alleged commodity “labor power” cannot be shoved about, used indiscriminately, or even left unused, without affecting the human individual who happens to be the bearer of this peculiar commodity.
—Karl Polanyi
Inequality in all its dimensions is the defining issue of this era. Today, we appear to relive history, in a troubling repetition of the Gilded Age. Especially in the United States, a small sliver of society is reaping the vast majority of the benefits of economic growth, while the bulk of people experience stagnation or declines in their inflation-adjusted incomes. Despite extraordinarily strong growth of salaries for those at the top of the wage distribution, the labor share of income overall has declined. Wealth inequality has skyrocketed, as the richest of the rich—who own the overwhelming share of financial assets—benefit from increases in valuations supported by ultralow interest rates. In recent years, eight white men owned more wealth than the entire bottom half of the United States’ populace.
Meanwhile, the lower and middle echelons of society have experienced sluggish, if any, growth of real incomes. And this is not because productivity—what workers produce per hour—is stagnating: between 1979 and 2018, productivity increased (cumulatively) by about 70 percent, but the pay of production and nonsupervisory workers increased by only about 12 percent. In contrast, in earlier decades, these rates of improvement were roughly equal. Something has changed about how the economy behaves: the long-standing relationship between worker productivity and compensation appears to be broken, and we will argue throughout that this disconnect is the result of policy choices.
Inequalities divide American society along many dimensions, including race and gender. People of color, whose relative wealth was already minuscule, continue to dramatically lag behind in wealth formation: the median white family owns almost eight times the wealth of the median Black family, and Black families are twice as likely to have no or negative wealth. The slight improvement observed before the 2008 financial crisis has been more than reversed. Indeed, Black, Indigenous, and other people of color are still discriminated against in not just labor markets but also financial markets, housing markets, and the criminal justice system. And they continue to suffer from a history of violent oppression: recent estimates suggest that the incarceration rate of people of color is two to four times as high as that of whites.1 Women tend to be underpaid and passed over for promotion. And while women’s income from work has increased (as the share of working-age women who participate in the labor market rose from about 40 percent in the 1960s to a peak of 60 percent around 2000), they continue to provide the bulk of unpaid care work.
These wide income inequalities have severe consequences. A large share of households at the bottom faces food and health deprivations and insecurity: Federal Reserve surveys indicate that roughly 40 percent of respondents who do not have a high school degree would not be able to pay monthly bills if an unexpected expense of $400 were to arise, and about a quarter of U.S. adults skip medical treatment due to the inability to pay.2
COVID-19 has exposed and exacerbated these disparities in income, security, and health. Once the virus took hold, it painfully laid bare a whole host of problems, including widespread precarity in conditions of life and work. People with insufficient health insurance coverage who worked in activities deemed “essential” were most exposed to both health and financial risks. The combination of an inability to flexibly work from home with public school closures compounded problems for less-well-off families, likely entrenching educational inequality. In the first year of the pandemic, COVID-19 killed more than half a million people in the United States alone; a disproportionately high number of the those who died were poor people and people of color.
In the meantime, the stock market hit all-time highs. Real-time research on the impact of COVID-19 shows that whereas those at the bottom were faced with severe constraints on their spending as they lost their jobs and sources of income, those at the top did not face such constraints. Similarly, while those at the bottom increased spending markedly when they received relief checks from the government, those at the top increased their cash balances in an unprecedented way, so that the average savings rate soared. By contrast, with stays in eviction adopted throughout the country, people with the lowest income went into deeper and deeper debt—a year and a half into the crisis, many owed their landlords enormous sums of money.3 Local and global systems of production and distribution have thus contributed to both the spread of the virus and its drastically uneven fallout.
Good policy became the victim of the culture wars, as some failed to recognize the strong positive externalities generated by lockdowns, social distancing, and wearing masks, arguing incorrectly that there was a trade-off between deaths and the economy. In fact, research shows the opposite: a positive relationship between proactive public health policy and economic well-being. For example, cities that implemented stronger lockdown and distancing rules saw a more vigorous economic recovery from the effects of the Spanish flu in 1918–1919. Similar evidence of the benefits of proactive containment emerges today.4 This experience with a global pandemic echoes the central argument of our book: market societies must commit significant public resources on a sustained basis to ameliorate adverse socioeconomic outcomes, including the enormous inequalities permeating the United States today.
HIGHER INEQUALITY ARISES FROM POLICY CHOICES
This volume is predicated on the belief that the economy is only as dynamic, vibrant, and sustainable as the society in which it is embedded. The chapter authors contribute to our understanding of why inequality has grown to the extent that it has, and why inequality in the United States is greater than in other advanced countries. Not surprisingly, as inequality has increased, so has the literature seeking to understand its magnitude and dimensions, as well as its causes, consequences, and potential remedies.5 This is a welcome and necessary development. For decades, the subject got scant attention from economists. Indeed, the sentiment of a large part of the economics profession was well expressed by one of its leading luminaries, the Nobel Prize winner Robert Lucas, who asserted that “of the tendencies that are harmful to sound economics, the most seductive, and in my opinion the most poisonous, is to focus on questions of distribution.”6
A majority of a now rapidly growing body of work on inequality uses economists’ most basic tools of demand and supply in the context of competitive markets. Research questions include how shifts in consumer preferences, changes to production methods, and new types of assets—human, physical, and financial capital—have interacted to produce these outcomes. According to these perspectives, the two main causes underpinning recent trends in inequality are technological change and globalization.
First, the literature on skill-biased technological change argues that technological advancements have increased demand for skilled labor relative to that for unskilled labor, and that this effect has been so large that it has outweighed increases in education, which expanded the supply of skilled labor. In consequence, skilled labor (in this standard theory) commanded a wage premium.7 In other words, the ratio of the wages of skilled workers to that of unskilled workers was expected to be high, and possibly increasing.
Second, the integration of billions of people from the developing world into the global labor market would, in the standard competitive analysis, have depressed relative wages of unskilled labor in advanced countries.8 Furthermore, changes in the structure of demand, as the world has moved from a manufacturing economy to a service, knowledge, and consulting economy, might have impacted relative demands for different types of skilled labor, thereby affecting the distribution of income.
These factors can all plausibly be part of the story, but this book argues that they are only one part of a larger picture. We assert that policy choices affecting the structure of the economy and society play a significant role. While this book largely analyzes data and scenarios in the United States, part of our understanding of what is taking place here comes from looking at what is occurring elsewhere in the world, especially in other high-income countries.9 Technological change and globalization took similar shapes in the United States and in other advanced countries, which have been integrating into a global economy, increasing trade with less developed countries, and confronting the same changes in technology. In some countries, increases in higher education have been more rapid than they have been in the United States, in others less. But among these countries, the United States stands out in the magnitude of the increases in inequality after taxes and transfers, and even in increases in inequality in market income. The United States stands out in disparities in other dimensions of well-being, too, such as health and life expectancy.
The pronounced differences in inequality across advanced countries therefore cannot be explained by these largely common factors.10 Among the differences that we believe account for the disparities in outcomes are the policy choices—choices that affect the structure of each country’s economy and society. But, of course, those choices themselves are endogenous: they are affected by, among other things, the distribution of income and wealth and the nature of the political system, particularly in the extent to which that system gives voice to money. Understanding this simultaneity is crucial, even if, in a book such as this, we cannot fully explain all, or even many, aspects of the multiplicity of interconnections.
While this book is primarily about the United States, we believe that many of the ideas and perspectives are relevant globally. The policy choices—concerning access to and cost of education and health care, taxation of high wealth and incomes, and labor laws and employment regulations, to name select examples—that the United States has made have shaped inequalities here; in the same way, other countries’ policy choices in these areas have shaped inequalities there. There are, of course, common trends around the world, which—moderated and altered by policy—can have common effects. The just-discussed phenomenon of globalization is one such trend. Similarly, another important aspect of the growth of inequality that we only touch on is the increased financialization of the economy.11 While America may have led the way (among the major countries), some other countries may not be far behind.
Thus, our central thesis is that observed trends in U.S. inequality, in all their dimensions, predominantly result from policy choices—acts of commission and omission—by this country’s successive governments and do not arise inevitably from the natural evolution of the economy, global or domestic. The chapters in this book explain the many ways in which the economy is far from competitive. Government policy has allowed the accretion of corporate monopoly power and resulted in the attenuation of workers’ bargaining power. Labor markets are in reality highly segmented, in contrast to the standard assumption that the United States has smoothly working, integrated labor markets, where workers can almost seamlessly move from one job in one sector at one location to another job in another sector at another location. Policies, too, shape the direction of technological change and the accumulation of human and physical capital. Policies shape who does or does not get access to education, of what quality it is, and how it is financed. Tax and expenditure policies have first-order effects. In short, government sets the rules and regulations that govern the market economy, and labor laws and employment policies are of particular importance here. All of these decisions in turn are endogenous, affected by economics, by people and groups whose political power is derived from income and wealth, and by ideas.
The inequality rampant today is accordingly partly a result of the misguided belief that markets produce desirable socioeconomic outcomes. This belief led to (or, at the very least, contributed to) the implementation of policies and the fostering of institutions that emphasize markets over any other mechanism for the allocation of resources. This belief, rooted in neoclassical economics, contrasts sharply with both the foundational writings in the discipline and its cutting edge today. In his seminal book, The Great Transformation, first published in 1944, Karl Polanyi convincingly argued that markets are embedded in politics and society and, indeed, need to be so not only for adverse outcomes to be ameliorated but also for a market economy to be sustainable. To political scientists and sociologists, this type of argument is hardly news, but for many economists, it does mark a fairly major departure.
This book is mostly about economics, but it emphasizes how social and political forces shape the economy.12 The view that we are putting forward is being accepted, slowly but increasingly, within the economics profession and, fortunately (from our perspective), in the political processes of the United States. This book thus builds on a number of earlier works in a set of traditions that have been more skeptical of what is called “neoclassical economics” and, we believe, carries the analysis further. Neoclassical economics has the virtue of simplicity: it has been said that a parrot could pass himself off as a good economist simply by saying “demand and supply.” Alternative approaches are richer but also more complex. There is an emphasis on institutions, laws, regulations, and policies. Information imperfections, transactions costs, and market failures are identified in an attempt to ascertain their impact on inequality. In some of these varied literatures, homo economicus prevails—that is, individuals are assumed to optimize utility or payoffs under constraints—whereas, in other strands of research, a renewed focus on socioeconomic class appears, preferences are seen as endogenous, and behavior appears to be far from rational.
It is impossible in a book of only thirteen chapters to do more than touch on several key aspects of these alternative approaches. Additionally, our objective here is not to debate the merits of different methodological approaches but, rather, to let each speak for itself on the topic of inequality. But before turning to a more detailed description of how the chapters do this, it may be useful to put our analysis into historical context.
POLITICAL ECONOMY: THE ALLOCATION OF SURPLUS
Once called “political economy,” the field of economics is inevitably entangled in all matters political: the state, its laws, and society’s institutions govern the economy. Political economy’s intellectual forebearers—invariably white men: Smith, Ricardo, and Marx—differed in many ways, but their approach to social science and the big questions of the day was similar. In particular, they viewed society and the then-emerging capitalist-industrial economy within it as a complex, evolving social system of production and distribution.13 Reasonably smooth functioning of such a system (from this perspective) required institutions and the hierarchies they imply: mayors, nation-states, armies, and political parties; firms, business associations, unions, and laws and regulations, as well as regulatory bodies like the Environmental Protection Agency (EPA), the Food Safety and Inspection Service (FSIS), and the Office of Financial Markets (OFM) to interpret and enforce the regulations; and—with deepening global economic integration—an international financial and economic architecture, including multilateral trade agreements and financial institutions.
Early in this process, the emergence of agriculture led to the production of surplus.14 Surplus can be broadly described as the portion of national income not required to sustain and reproduce the population and workforce; it is the portion that can be spent on things beyond the bare necessities of survival. One important outlet is to invest for the purpose of creating and maintaining “possibilities for our grandchildren.”15 Surplus also facilitates specialization, and the innovation that specialization engenders leads to productivity increases that are limited only by the extent of the market. New and more specialized modes of production thus require larger markets, and as a consequence, the pressure for ever-closer economic integration arises.
The question then becomes: how is this surplus distributed? To whom and for what? And how are these questions decided? Historically, it would seem that political power determined the answer: a ruling class of kings and queens and their accountants and bureaucrats made those decisions—to build a pyramid or palace or to fund a campaign to colonize, but also, and more broadly, to pursue what they viewed as (or claimed to be) the general well-being and sustainability of society. The elites thought, naturally, that their own preservation and prosperity—and the preservation of their position within society—was essential to this end.
Thus, in a Malthusian world, it was easy to define the surplus: it was the excess of production over subsistence. And it was clear where the surplus went: to the owners of land. The surplus of labor kept wages down to a subsistence level.
But even in the feudal period, market forces mattered: in England, wages rose with the scarcity of labor resulting from the Great Plague. As elsewhere, the elites did what they could to suppress these market forces. In some places, such as Russia, elites’ response to market forces led to a strengthening of feudalism. Why the outcomes in one place were so different from those in another would take us beyond the scope of this introduction; we simply note that these early experiences are consistent with the overall perspective of this book: market forces are just one of the forces shaping inequality.
INEQUALITY AND SOCIAL CONFLICT IN A MODERN ECONOMY
Our modern economy is decidedly more complicated. Many of the wealthiest have exorbitantly high salaries on top of their income from assets, and many workers hold stock portfolios or real estate for the purpose of retirement.16 Most important, the analogous concept today to “production over subsistence” would be the excess of production over a livable wage. But a “livable wage” is hard to define and is politically contentious. In most conceptions, large fractions of American workers are paid below a livable wage. The struggle for increasing the minimum wage, providing a better earned income tax credit, closing the widening productivity-pay gap, and offering affordable health care and education centers on what a livable wage or income is and whether workers “should” receive at least that amount.
At the same time, those at the top—the capitalists, entrepreneurs, and professional politicians who displaced the kings and queens of earlier eras—clearly receive an income greatly in excess of that amount. A most peculiar arrangement has evolved: those at the top capture most of the growth in aggregate income, and as a consequence, the sustenance of those at the bottom must be subsidized from public sources.
As chapter 1 points out, with the development of capitalist economies, new explanations for inequality had to be invented. Narratives based on the divine right of kings couldn’t carry the day any longer. Two strands of thought developed. The first, associated with neoclassical economics, suggested that the income distribution resulted from the inexorable workings of the laws of economics, driven by forces of competition, to ensure that rewards were equal to (marginal) societal contribution (the competitive theory described earlier in this introduction).17 From this perspective, institutions were seen to be of second-order importance; they were but the facade behind which the underlying “market forces” were at work determining the outcomes. The market distribution of income that resulted was not to be judged on normative grounds—that is, whether it was in any sense socially or morally acceptable. Instead, the factor prices that emerged from the workings of the competitive economy were what they were—measures of scarcity that were critical in the allocation of resources. If society didn’t like that distribution, that was a matter of politics: society could decide to reallocate by providing subsidies to the poor and taxing the rich—though the advocates of the market model typically added a cautionary warning that taxes and subsidies should be carefully designed lest they destroy incentives and interfere with this smoothly working economic machine.
The other interpretation of societal inequalities is based on a vision of an economy riddled with power relationships, enabling some to exploit others. Marxian perspectives became discredited due to the dysfunction of authoritarian states that had emerged in the revolt against market economies. At the same time, skepticism about the neoclassical model persisted. That model could not provide a good or even adequate explanation for America’s growing inequality. The winner-take-all opportunities in information technologies (roughly post-1995) upended widespread views on competition. The dysfunctions of the finance sector became more apparent in the 2008 financial crisis. The reliance on boom-and-bust cycles in real estate to build wealth makes a mockery of the tranquil notions built into the neoclassical model.
This lack of “harmony” in the economic system was even more pronounced in politics: neither the ongoing fight over affordable access to health care nor the intensifying student debt crisis are easily folded into the vision of neoclassical harmony.
The most important example of the real world’s departure from the neoclassical model’s harmonious vision is slavery. Slavery is the antithesis of a free market relationship between employers and employees—and yet slavery and then Jim Crow played pivotal political and economic roles in the capitalist development of the United States. Racism persists today, and its systemic nature is only now being debated broadly. It is perhaps ironic that this country—most clearly built on foundations that were so inconsistent with the notions of neoclassical economics—would let neoclassical economics reign most supremely.
But at least in large swaths of academia, the era of neoclassical economics is ending. Indeed, it should have ended long ago. Advances in economics have long undermined the foundations of the neoclassical model. For instance, key neoclassical tenets concerning the efficiency of market allocations did not hold when there was even a smidgen of imperfect or asymmetric information.18 Advocates of capitalism trumpeted its innovativeness, but neoclassical theory had little to say about this central feature of capitalism; and as economists delved further into the subject, it became clear that the market economy is not efficient in either the rate or the direction of innovation.19
INEQUALITY WITHIN A BROADER PERSPECTIVE
This book is part of a broadening attempt to provide a more nuanced interpretation of the evolution of the distribution of income, one in which market forces play a role but are shaped by (and shape) the other forces that are at play. And that attempt to provide a better understanding of the distribution of income has, in turn, been accompanied by and helped to bring about a reassessment of the nature of today’s economy.
We have already drawn attention to two of the critical assumptions underlying neoclassical economics—that all markets are competitive and that there are no imperfections or asymmetries of information. Such a world could in theory lead to Pareto-efficient outcomes, such that no one can be made better off without making someone else worse off.20 Though there was neither an empirical nor a theoretical basis for “trickle-down economics”—the notion that not only were markets Pareto efficient but that all would benefit from the increases in GDP generated by unfettered markets—it became a tenet of neoliberalism, the advocacy of markets associated with neoclassical economics.
A related tenet has been the notion that even if there are enormous inequalities in income and wealth, what matters is equality of opportunity, and in that dimension, America excels. On offer is the “American dream.” This normative judgment has been questioned. In particular, individuals care deeply about outcomes and not only opportunities.21 Further, “opportunities” and “outcomes” cannot so neatly be distinguished, since societies with high levels of inequality in income and wealth are unlikely to provide equality of opportunity. But closer examination of opportunity has shown the extent to which the American dream is a myth.22 And this is especially the case when we look at differences across race and gender.
There were other fundamental elements to the neoclassical conception, including the nature of the individual and their relationships with society: individuals were rational with well-formed preferences unaffected by the preferences and beliefs of others. Crucially, employers and employees were conceived of as equals, disregarding real-world power imbalances. Though economic resources might be limited, there were no limitations on individuals’ cognitive abilities, their capacity to process complex information quickly and accurately. All of these assumptions are critical in understanding the neoclassical/neoliberal worldview, including that associated with understanding income and wealth distribution.
Not surprisingly, the simple dichotomy described earlier, the two perspectives on inequality that arose in the nineteenth century described in earlier paragraphs, has been dissected along a multitude of lines of inquiry. Exploitation, market power, and social conflict remain critical elements of the critique of the competitive neoclassical paradigm, but each of the assumptions of the neoclassical model has been questioned, and many (though not all) play a role in the chapters of this book. Important strands of research focus on evolution, disequilibrium, and market failure and how these can give rise to macroeconomic externalities, weaken economic performance, and increase inequality.23
Other research strands presented critical departures from rationality, exemplified by advances in behavioral economics, and considered the social determination of preferences—including how inequality itself and the market economy affect beliefs and behavior.24 Indeed, at an analytic level, recognition of the endogeneity of preferences undermined the standard normative framework of economics (which focused on Pareto efficiency, ensuring that no one could be made better off, with fixed preferences, without making someone worse off), forcing a more philosophical analysis of what constituted a “good society.”
In classical and post-Keynesian traditions, the distribution of income had always remained a topic of central relevance. Indeed, careful consideration of the systematic interactions among the distribution of income, economic performance (e.g., growth and employment), and groups’ or individuals’ well-being is an important entry point to these debates, with individual well-being affected by that of others with whom the person identifies. In these literatures, socioeconomic class and class conflict take center stage, in sharp contrast to the neoclassical individual, which has no characteristics aside from given and constant preferences for whole wheat over white bread.25
PUBLIC GOODS, INFRASTRUCTURE, AND INVESTMENT
Naturally, these different perspectives on the economy have normative and policy implications for every aspect of how the economy is run—for taxation and expenditure, public investments, monetary policy, economic regulation, and the overall legal framework in those multiple realms where it touches on the economy.
Consider, for instance, the question posed earlier: how should the surplus—however defined—be distributed? Even if one were to believe that the compensation of those at the top is based on their marginal social contribution (and the chapters to follow provide evidence that it may not be), there is the question of how much of the surplus they “should” retain. Those resisting such moves claim that the result would be less saving or less entrepreneurship, to the detriment of all. There is, however, no convincing evidence to support that claim—if it were true, highly paid executives in Europe, where CEO-to-worker earnings ratios are much lower than in the United States, would constantly be on strike or shirking on the job, withholding their managerial services.
A modern, well-functioning society and economy must direct a sufficient portion of the surplus toward public goods. This is a critically important facet of a flourishing economy with acceptable levels of inequality. Public goods are the “things”—institutions and processes—that make up our social and economic infrastructure, and they have to be supported by public spending. Dimensions of these public goods include investments in R&D, education, and infrastructure but also social infrastructure related to childcare and health care.
Markets will not and cannot provide for public goods adequately; governments must support both the organization of the provision of these goods and services and their financing. The EPA enforces environmental regulations for the purpose of safeguarding nature—and our health—against human overreach. Lawyers pursuing cases under the Wagner Act seek redress on behalf of workers, protecting employee’s well-being and future productivity. Dr. Anthony Fauci’s tireless efforts as the ultimate public health professional during the COVID-19 crisis also have to be paid for.
While these infrastructures extend to our social and political culture, most visibly it includes the “hard” infrastructure: roads, airports, the physical backbone(s) of the internet, and such.26 The level and design of this infrastructure has clear implications for inequality: if, for instance, there is no public transportation connecting places where people with low incomes live to places where they might find work, the prospects for a decent livelihood for these individuals are adversely affected.
The irony is that there has been a deficiency in these and other public expenditures that are so badly needed for a well-functioning economy and society. At the same time, the economy has faced persistent deficiencies in aggregate demand, leading to unemployment, lower wages, and greater inequality. Deep recessions like the global financial crisis of 2008 make matters all the worse. Increased public spending prevents recessions from being still deeper and longer-lasting. Some 91 percent of the gains in the three years following the 2008 crisis went to the top 1 percent—and policy almost surely played a role in these inequitable outcomes. While hundreds of billions of dollars went to bail out bankers, the government provided inadequate assistance to those losing their jobs and homes and those suffering from inadequate access to food and health care.27
It is perhaps inevitable that social conflict occurs over the allocation of the economic pie—how much is spent on public investments, how much income goes to the workforce, and what should be left to the elites to enjoy for themselves. Neoclassical economics deemphasizes this conflict: at its very core, it presents a vision not of power and conflict but of a well-functioning economic system leading to Pareto-efficient outcomes through cooperation managed by a competitive marketplace. If that system should happen to leave some individuals with an income viewed to be below the acceptable level, there are simple actions (e.g., “lump-sum redistributions”) that rectify such problems while preserving the overall harmony of markets.28
However, the history of capitalist development is littered with episodes of intense social conflict, much of it associated with the (mis)treatment of workers—from the invention of mechanical looms and steam machines to today’s robot revolutions; from the Ludlow Massacre to today’s drives to weaken unions; from the murderous exploitation of slave labor on the young America’s plantations to the Tulsa Race Massacre and today’s Black Lives Matter movement. “Free market” economics emphasizes simple demand-and-supply stories, and in that manner history and today’s persistence of conflict have been swept under the rug.
Alternative approaches are necessary to understand the drivers of today’s inequality—the determinants of the “great polarization” that has marked the past forty years. Such an understanding is necessary if we are to move our economic, social, and political systems forward and make sustainable progress in rectifying these inequalities.
THE “GREAT POLARIZATION”
In Polanyi’s terms, we—as a society, during the neoliberal era—seem to have forgotten to embed the market economy in society. We have forgotten that labor is not a commodity but provided by a human being. We have forgotten that labor needs to be sustained to be available tomorrow and the day after that. Nothing says this more forcefully than the epidemic of “deaths of despair” that has been afflicting the country for the past decade. Indeed, drug overdose deaths have nearly doubled since early 2015.29
It is evident, too, that those who have seen the world through a lens that is different from the dominant neoclassical/neoliberalist perspective have failed to win the relevant social and political conflicts. More progressive politics enjoys widespread popular support, but U.S. political institutions have a heavy conservative bias. Now, roughly four decades after the onset of the Great Moderation (the neoliberal era), we observe the end result: skyrocketing inequality in all its dimensions, political polarization, slower economic growth, and a precipitous erosion of democratic norms and governance.30
In this assessment, it is of central importance to realize that these conflicts do not play out in academia in nearly the same way that they do in politics. Very strong majorities of academic economists and social scientists more broadly support tax increases on the rich, increases in the minimum wage, expansion of public health care options, aggressive countercyclical fiscal and monetary policies, and increased investments in infrastructure. Moreover, polls suggest that most items in this list are supported by a large majority of Americans.31 Nevertheless, as we have noted, it has proven difficult to enact much of this agenda.
This volume collects a series of essays highlighting the nature, sources, and consequences of the growth of inequality and examining the processes that have brought about this moment. The common thread in the work of all the contributors is the rejection of simplistic arguments about the all-encompassing and necessarily harmonious power of markets and that these outcomes are the inevitable consequence of natural economic processes. Instead, there is a broadly shared focus on the institutions that organize our socioeconomic affairs and the impediments to the smooth working of the economic machine as envisioned in the neoclassical model. There is recognition that political power needs to be organized and channeled to guide the invisible, but also blind, hand of the market. And, crucially, there is a shared sentiment that the powers that be (and were) have erred in their assessment of the critical trade-offs: unfettered markets might prop up profits and investment today, but in the long run, healthy sustainment of the whole population and maintenance of a global climate conducive to human flourishing32 are not in conflict with markets and sustained profits; rather, they are the very—and in fact only—foundation of it.33
The chapters are grouped into four parts. The first two are devoted to alternative theories and some of the empirical evidence supporting the interpretation we have advocated in this introduction. The third concerns specific policy issues and related implications, though throughout the book, all chapters touch on policy matters in some form. The final part considers elements of the relationship between economics and society—political economy—and hence addresses how these policies might get adopted.
ALTERNATIVE THEORIES OF INEQUALITY
In part I, Joseph E. Stiglitz surveys a set of critical theoretical and empirical issues in the economics of inequality, providing a foundation for subsequent discussions. The thread throughout connects directly to the questions raised here: what are the causes and consequences of the tremendous increase in inequality, and what policies might be suitable to address it? The two strands of thought on which we have focused in this introduction stand out: the vision that underlies neoclassical economics implying that income differentials reflect “just deserts,” whereby everyone receives remuneration in factor markets in line with what they contribute to society; and the theories of market power, market failure, and exploitation. The chapter provides further evidence and theory in support of the primacy of the latter interpretation, arguing that it is hard to reconcile the neoclassical theory with reality. The contrast between misery, poverty, and overwork in demeaning conditions at the bottom and the stupendous riches at the very top can’t be accounted for by this theory. The details of executive compensation schemes—when pay goes up even when profits go down, or when they go up in ways unrelated to the actions of the executives—illustrate that such theories do not provide a good explanation of today’s inequalities.
But these massive inequalities can be accounted for by the alternative theories, which, for instance, recognize that the economy is marked by large imbalances of market power. Stiglitz concludes that at any moment, there is an equilibrium distribution of income, a balancing of centrifugal and centripetal forces pulling the economy and society apart and pushing it together. Further, this equilibrium is not determined merely by technology. It is not even necessary for the achievement of Pareto-optimality; instead, it is influenced by socioeconomic processes and institutions—the infrastructure of how we do things.34
It is a societal and political choice to allow the rules of the game to be written in favor of the wealthy. Over the past forty years, Stiglitz argues, we have rewritten the rules in ways that increased the centrifugal forces and weakened the centripetal forces; accordingly, the resulting increases in wealth and income inequalities should not come as a surprise. (And, of course, power begets power: those who have it use it to perpetuate their economic and political power.) In such circumstances, policy can improve social and economic outcomes. If society makes the right choices, there can be both more equality and better overall economic performance. But left unanswered is how, given the current political constellation—the rules of the political game—the necessary policy changes can be enacted. Fully answering that question would take us well beyond the confines of this book, but part IV provides some important insights.
RECASTING THE EVIDENCE
Part II reconsiders data on inequality. Those chapters contextualize empirical evidence directly in the context of the central argument that there is nothing natural about the observed increase in inequality—that it is not just the workings of the law of supply and demand within competitive markets. Instead, the evidence that segmentation, duality, and class structure affect income and factor distributions is piling up. The chapters show, too, the role of increasing rents (consistent with the growth of market power) in enhancing inequality and help us to understand why this growth of inequality may be linked to a weakening of macroeconomic performance. Finally, the chapters provide some insights into the persistence of inequalities arising out of discrimination and how such discrimination has adverse spillover effects on workers more generally.
In chapter 2, Ellis Scharfenaker and Markus Schneider demonstrate that labor markets are segmented; that the economy operates markedly differently from the way it would if labor moved costlessly across firms, locations, and sectors and if there were no differentiation on the basis of, say, gender and race. That is central to the neoclassical/neoliberal conception and is necessary for ensuring that workers’ skills are put to best use. Labor markets operate with different explicit and implicit rules for different types of employees: women versus men or full-time versus part-time workers, for example. Scharfenaker and Schneider use sophisticated statistical techniques to uncover segmentation where standard approaches fail to do so.
In chapter 3, Stephanie Seguino and Elissa Braunstein also draw on the theory of labor market segmentation in an investigation of the labor share across countries with a focus on male and female labor market outcomes. Their investigation also supports the hypothesis that labor markets are segmented: women participate in increasing numbers but do not have access to high-quality jobs, and they bargain differently. The authors show how these trends combine to put downward pressure on the labor share.
In chapter 4, Jose Barrales-Ruiz, Ivan Mendieta-Muñoz, Codrina Rada, Ansel Schiavone, and Rudiger L. von Arnim argue that the decline in the labor share in the United States is both a cause and effect of stagnation and structural change. Central in their approach is, again, a dual (or segmented) labor market, described as “Lewisian” in character, with large swaths of jobs underperforming in terms of productivity and pay. The impact of institutional changes in labor markets that weaken workers’ bargaining powers has been compounded by employment shifts to jobs with low wages and low productivity. The chapter thus provides a systematic account of what has occurred in recent decades, with suggestions for how we might break out from this vicious cycle.
In chapter 5, Gérard Duménil and Dominique Lévy go beyond the standard classification of labor and capital income to derive a measure of the “managerial surplus,” embedding this analysis in a classical framework centered on class conflict. In managerial capitalism, a three-class pattern is observed: on the one hand, two upper classes—capitalists and managers—and popular classes on the other. Capitalists receive a “capitalist surplus” (as interest, dividends, and equity buybacks) and managers a “managerial surplus” (as high salaries). The growth of the managerial surplus during the neoliberal era is seen as the key factor accounting for the rise of inequality beyond what can be pinned on the growth of the capitalist surplus.
These conclusions are at odds with the emphasis on the growth of market power and highlight, instead—as do chapters 4 and 6—the decline in worker’s bargaining power. Duménil and Lévy do not interpret the rise of managerial salaries within the strict confine of capitalist relations of production, where these salaries could be approached as rents that reflect the increasing power of managers. Rather, such salaries are seen as the manifestation of the emergence of managerial relations of production from within capitalism—which represents a hybrid social formation.35
POLICY MATTERS
Part III argues that the Great Polarization is not just the outcome of inexorable laws of nature but is the result of human laws and their enforcement (or lack thereof). This realization echoes and elaborates on the centrally important conclusion of chapter 1, that policy can and should target the socioeconomic infrastructures that affect the distribution of income and wealth, pre- and posttax.
In chapter 6, Lawrence Mishel provides a comprehensive review of the forces that led to the stagnation and decline of real wages for the majority of workers. Mishel argues that economists’ attempts to locate the cause of rising wage inequality with “skills gaps” failed: wage inequality here was seen as the result of an increasing demand for high skills as technology changed. Instead, he offers a long list of policy choices that, in combination, have critically undermined the ability of workers to benefit from productivity growth.
In chapter 7, Julia Ott takes us deep within the socioeconomic infrastructures that affect wealth and income distribution. She examines in detail one particular policy: the preferential treatment of capital gains. This tax break for investment income benefits the very rich, and since income subject to this special treatment overwhelmingly goes to white Americans, it exacerbates the country’s racial divide. The persistence of a lesser rate for capital gains is one of the centrifugal forces that Stiglitz identified in chapter 1 as contributing to a more unequal distribution of income. Ott provides a fascinating historical account of the passage of the Revenue Act of 1978, which, against presidential and popular resistance, retained and deepened this preferential treatment. The author provides a blistering account of how the neoliberal era arrived, ushered in with arguments about how increased investments by individuals in financial assets would promote "capital formation" and modernize the U.S. economy.
Differential access to high-quality education is obviously one important determinant of inequality. In chapter 8, Eunice Han and Thomas N. Maloney empirically investigate the role of unions in public education. The subject is of particular importance given the extent to which one of the tenets of neoliberalism is that unions have been at the center of the failures of American education, resisting change and decreasing the efficiency of the sector. Going beyond this antiunion rhetoric, Han and Maloney analyze the impact of union presence on inequality in students’ academic performance. Importantly, they include in their analysis not only collective bargaining agreements but also “meet and confer” agreements, which provide an opportunity for unions to represent teachers’ interests on a variety of issues without a signed contract. The authors find that by and large, increased unionization of teachers is associated with higher student test scores and that this association matters more for young students in poorer districts.
In chapter 9, Dean Baker takes up a quite different policy: intellectual property rights. He argues that our poorly designed system of intellectual property rights is at the very core of observed trends in inequality. Large shares of the highest incomes are associated with patent protection in relatively uncompetitive industries. Because intellectual property rights are not natural or preordained, but a public policy choice, Baker concludes that we should deliberate more carefully about which mechanisms are employed to provide incentives for innovation and creative work.
These four chapters emphasize different policies that affect inequality in important ways—we could have supplemented them with chapters touching on virtually every aspect of today’s economic framework. All support the insight that the causes of high inequality are to be found in the institutions and processes that govern all aspects of our economic life, even those that touch on minute details. The impact of meet and confer agreements is illustrative: merely giving teachers a voice leads to better student outcomes.
A WAY FORWARD
In part IV, the volume concludes with a series of chapters that delve further into the political economy of this moment. Once one recognizes the importance of policy, one has to also recognize the importance of politics, for policy is set through the political process. The first two chapters address changing attitudes toward inequality, within academia and the broader population. Such changes in attitudes provide important insights into the possibilities of changing the policies that have contributed to the growth of inequality—and moving to policies that would reduce it.
In chapter 10, Korkut A. Ertürk surveys the evolving academic perspectives on inequality, with a particular eye on the shift from skill-biased technical change to an array of approaches that more broadly draw on the importance of institutions. Ertürk’s nuanced discussion reveals that economics shifts its focus, even if slowly, when the facts change. In short, no economist could ignore the fact that the college premium has diminished even as inequality has continued to grow, while at the same time there has been an ever-higher CEO premium with no close connection to skills or even corporate performance. This evolution of the discipline also mirrors the changing nature of the public debate, from strict admonition of “personal responsibility” in the 1990s to the rise of progressivism, with its greater sensitivity to social responsibility. In this sense, Ertürk’s chapter opens the door to a broader consideration of the connections between the study of economics and of politics.
In chapter 11, Marcel Paret and Michael Levien examine post-2008 increases in inequality and attribute it to the rise of left and right populism and thus provide a crucial analysis of attitudes with regard to progressive economic policies (redistribution) and progressive values (social inclusion). In democracies, changes in such attitudes are crucial for changes in policies. Paret and Levien focus on the United States and Germany and on the period around the Great Recession. Their findings indicate an increase in support for redistribution but no clear relationship of that support vis-à-vis social inclusion. Their chapter thus documents the difficulty that progressives have had in gaining traction with a message of progressive economics and social inclusion.
The remaining two chapters outline a way forward. Darrick Hamilton offers a forceful call for a renewed New Deal—one that must be consciously antiracist to rectify centuries of systematic oppression of people of color and the specific history of the racial injustices of the New Deal. The author makes a simple—yet powerful—argument: eliminating the suffering associated with poverty and discrimination is a moral imperative that must be pursued independent of the likely positive effects of reduced inequality on the functioning of the economy.
Hamilton contends that two new programs could serve this purpose: a federal job guarantee and baby bonds, or trusts. The former would provide a public option in the labor market with pay and benefits that redefine the “minimum” and thus decisively grants agency to the working poor. The latter, an idea also advocated by the late Tony Atkinson,36 would endow poor families with the seed to accumulate wealth that would be accessible in adulthood for the purpose of investments in education, entrepreneurship, or real estate.
Once one recognizes the limits of markets and private action, one thinks about not just government but a whole range of collective action. In the concluding chapter, Marion Crain advances the argument that the constitutional right to assembly should serve as a cornerstone of a progressive movement. Crain describes with great clarity the initial promise of the Wagner Act and the impressive achievements of unions through economic action and collective bargaining. She follows this up with the story of the reversal of gains made in the years after the Wagner Act was passed. In the decades that followed, Congress, the Supreme Court, and the National Labor Relations Board significantly limited the effectiveness of labor laws. As “alt-labor” groups began to emerge as the spearhead for consciously inclusive efforts for activism on behalf of workers, the poor, immigrants, and people of color, they demand new, more capacious legal frames. Crain explains why a legal frame protecting the right to organize around workplace issues that are seen and felt as political is critical, and she argues that this legal frame is already provided by the First Amendment’s right to assemble.

The chapters of this book provide analyses of inequality from disparate perspectives—theory and empirics, policy and political economy. Most of the chapters focus on the United States, and two have a broader reach. Some are empirical in nature, others emphasize theory. Most are not overtly technical in nature, others more so. The vast majority are written by economists, but other disciplines make important cameos. Chapter 1 provides an overview of empirics and the theory of inequality in economics.
Nevertheless, the kaleidoscopic picture that emerges is as we think it should be: no single book can adequately address all the aspects of this complex subject. But by touching on at least some of the key salient topics with a variety of methodologies, we hope to provide a coherent perspective on the dramatic changes that have occurred in recent decades and to provide some hints about the ways forward.
We seek to emphasize that both an understanding of the processes that generate inequality and societal attempts to rectify it are necessarily eclectic. Inequality in all its dimensions touches on every aspect of our lives. Inequality concerns us as individuals, as members of families, as employees, as voters. We have racial and gender identities and are, formally or informally, members of a variety of groups and clubs. There is no unified social theory that allows us to explain “all of the above.” There is no single approach, method, or discipline that can claim to have all the explanations regarding differential access to education, health, jobs, income, wealth, representation, and power. Ultimately, the topics and questions underpinning these issues are too big. Indeed, only an eclectic approach can pave the way to a more holistic view.
A fundamentally important aspect of a more holistic perspective is that the economy is embedded in society. In contrast to Thatcher’s dictum, there is such a thing as society. For society—and individuals within it—to thrive, this must be recognized. To not mince words: there can be neither an individual nor a market without that society. Government and all of its messy rules and regulations, and all of the other hierarchies in our systems of governance, are a precondition for an economy and its functioning. Nothing less than a wholesale recommitment of all these systems to support a thriving economy within society is required.
Thus, an attempt to understand the growth of inequality within our society inevitably leads to a broader reexamination of our understanding of the economic system that has given rise to it. One unifying theme of the chapters in this book can thus be characterized as a rejection of the simplistic baseline of neoclassical economics. According to this view, the distribution of income is not really that important: competition and technology see to everybody getting their fair share, and neither norms, institutions, nor policies have primacy in its determination. If there is dissatisfaction with the distribution of income, that is a matter of politics, not economics. In fact, issues of distribution are fully separable from those of efficiency. Implicit is the notion that this is a largely harmonious process that best works without government interference.
Many an economist might argue that this strand of neoclassical economics has no bearing on today’s cutting-edge research, with its emphasis on game theory (and thus imperfections of competition), behavioral economics (and thus pervasive irrationalities with preferences being endogenous), and informational imperfections and incomplete markets (and thus pervasive market failures, micro- and macro-externalities, and potential for exploitation). That might be so—but it still rules supreme in policy as well as political debates and continues to feed far too much of academia. These recent advances, reflected in many of the chapters in this volume, have made an important contribution. Even if we begin our analyses with “baseline neoclassicism” with optimizing individuals but view market failures in their myriad forms as essential for understanding how the economic system functions, we arrive at conclusions similar to those based on theories of power and exploitation: the distribution of income is affected by norms, institutions, and policies. It is not the outcome of a largely harmonious market process.
Put differently, and despite all the differences in details, the chapters of this book are connected through this simple message: social, economic, and political conflict over the arrangement of all the hierarchies of governance and all of their resulting laws and regulations is the only constant. If the reader is willing to follow this line of argument, it becomes abundantly clear that the documented trends in inequality are due to the fact that the poorest and weakest of society have been unable to win the critical fights that might have led to a society marked with less inequality.
This leads us back to Polanyi and his notion of a double movement, which describes the ever-evolving back and forth between “free” markets and how they might and must be guided by society. Changes in the distributions of wealth and income arise to a large extent out of these sociopolitical waves. Technology and demography matter—but so, and greatly so, do institutions and policies. The key argument of this volume is that there is indeed nothing natural about the inequality and polarization that we see today in the United States. A renewed fight for equality-inducing institutions and, more broadly, what might be called egalitarian socioeconomic infrastructures is necessary for this economy to work better for all.
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America’s Growing Inequality



CHAPTER 1
Alternative Theories of Inequality
CAUSES, CONSEQUENCES, AND POLICIES
Joseph E. Stiglitz
Inequality, especially in the United States, has multiple dimensions—soaring income and wealth inequality at the top, the evisceration of the middle, and an increase in poverty of the bottom. There are inequalities in health and opportunity, a voice in the political system, and even access to justice.1
The objective of this chapter is to provide a systematic overview of the various theories of the origins of inequality, sometimes conflicting, sometimes complementary. Understanding the origins of inequality is important if we are to design effective policies to reduce it. Policies to reduce wage disparities may differ, depending on whether low returns to labor are a result of poor education, corporate market power, or economic rules that have weakened the bargaining power of workers. This is particularly so as we consider the most socially and morally objectionable aspects of inequality and those with the most adverse economic consequences. If inequalities arise out of exploitation, say, out of the use of power (as in the case of slavery), it’s a far different matter than if they arise, say, because some individual has invented something that has enriched all of society or because some individuals have saved more than others.
A single chart, figure 1.1, illustrates what has been happening in the United States over the past half century. It shows, on the same scale, the average income (adjusted for inflation) of the bottom 90 percent and that of the top 1 percent. Increases in the bottom 90 percent are imperceptible, but that’s not true for the top. This chapter is concerned with the distribution of income among individuals and households.2 That, in turn, is related to (a) the distribution of factor endowments, such as capital and skills among individuals; and (b) the distribution of returns on factor endowments, for example, the returns to capital and the skill premia—the difference in wages between highly skilled and less skilled individuals.

Figure 1.1 U.S. income disparity 1973–2019: average income of top 1 percent vs. bottom 90 percent.
Source: World Inequality Database, https://wid.world/.
Notes: Average national pretax income (in thousands) within a given percentile group. Adults age twenty and over. Income equally split within couples.
Thus, the chapter is divided into two (interrelated) parts: ascertaining the distribution of “endowments”—why some have so much more human or financial capital than others and why these disparities have been growing; and ascertaining the distribution of factor returns—why, for instance, at least according to most accounts, is the share of labor diminishing?
ALTERNATIVE PERSPECTIVES: EVER-GROWING INEQUALITY VERSUS AN EQUILIBRIUM WEALTH AND INCOME DISTRIBUTION; INEQUALITY AS “JUST DESERTS” VERSUS INEQUALITY AS EXPLOITATION
In recent years, there have been two distinct perspectives on inequality. One, most associated with Thomas Piketty,3 holds that inequality is an innate aspect of capitalism; indeed, there is an innate tendency within capitalism itself for ever-increasing inequality—matters will get worse unless there is strong government intervention. The other view, dating back to D. G. Champernowne,4 and developed further by Stiglitz, and Bevan and Stiglitz,5 is that in any era, there is an equilibrium in income and wealth distribution. We argued that the economy was best described as having an equilibrium—a balance between centrifugal forces pulling the economy apart, including the randomness of good fortune and the ability of the wealthy to use their wealth and connections to obtain higher returns than are available to others, and centripetal forces limiting the ever-increasing inequality. In this view, recent increases in income and wealth inequality reflect a weakening of the centripetal forces and a strengthening of the centrifugal forces. At the center of the analysis of America’s increased inequality is thus an attempt to understand the changing balance of centrifugal and centripetal forces.
By contrast, the central tenet in Piketty’s work is that the wealthy transfer large amounts to their children, a process that leads, he suggests, to ever-increasing inequality when the rate of return on capital, r, is greater than the rate of growth of the economy, g—what he describes as the normal state of the capitalist system. When r > g, capitalists’ wealth (and therefore their share of national income) will grow faster than the national income. The process as he describes it has been criticized (correctly, I believe) in not being internally coherent. Indeed, I had considered a very similar dynamic in my earlier work6 and in work with Bevan7 and concluded (in contrast to Piketty) that there were strong forces limiting the growth of wealth inequality, including (a) the division of wealth among multiple heirs, (b) the regression toward the mean in abilities, and (c) a diminution in the marginal return to capital that would result (under the law of diminishing returns) as capitalists’ capital accumulates relative to output or labor, eventually bringing the rate of return to a level low enough that the rate of growth of capitalists’ capital was lower than the growth of the economy.
POLITICS, ECONOMICS, AND INEQUALITY
Both of the two key determinants of inequality are, of course, greatly affected by politics. Labor, antitrust, and corporate governance laws have large implications for the distribution of factor incomes; inheritance taxation and education policies are at the center of the intergenerational transmission of advantage and disadvantage. Of course, ever-growing inequality gives rise to political demands to curb it, and thus, in a broader political-economic analysis, there may still be some kind of equilibrium even if Piketty’s economic analysis were correct.
As we shall see, some but not all of the changes in wealth and income dynamics are political; for example, the result of changed tax structures. It is important to understand which policies may have contributed to the growth of inequality and which might bring us to an equilibrium with less inequality.
INEQUALITY AND EXPLOITATION
There is another dichotomy in modeling inequality: between analyses that seek to interpret changes within the context of a competitive model and those that put market power and exploitation at the center. This goes to one of the key long-standing controversies in inequality: whether it arises from “just deserts” or exploitation. The justifiability of inequalities is, of course, related in turn to their origin. No one could easily defend the inherited inequalities of the feudal period. Those at the time suggested that they were preordained, but with the Enlightenment, such justifications no longer held much weight. The best that the defenders of the old order could do was suggest that changing these “natural” or long-standing orders would lead to social havoc, with an unacceptable price to be paid.
As new inequities emerged in the eighteenth and nineteenth centuries, new explanations had to be found. Two broad strands of thought emerged: one seeking to understand the evolving distribution in terms of exploitation and market power (Marx), the other in terms of social contribution (the marginal productivity theory). Marx, focusing on the inequality between capitalists and workers, argued that the former achieved their riches through the exploitation of the latter: the real source of “value” in an economy arose from the labor of workers.
The alternative theory argued that inequalities arise naturally in a competitive economy because of differences in their “social contributions”; that is, in the marginal value of what they bring to the marketplace. These differences, in turn, are related to preferences and “endowments” (e.g., abilities)—some people, for instance, may save more, work harder, and have greater talents. This theory is associated with neoclassical economists such as John Stuart Mill and became the predominant theory in the Anglo-American world over the past century and half. Nassau Senior, the first holder of the Drummond Chair of Political Economy at Oxford in 1830, argued that inequality arose from the greater abstinence of the wealthy, who, to increase their wealth, abstained from consuming, with that rise in wealth increasing productivity and wages, from which all would benefit—an early version of trickle-down economics.8 In this view, the wealthy were justly rewarded for their abstinence.
The two views on the origins of inequality not only provide alternative descriptions of the origins of inequality but give rise to different normative perspectives with clear implications for policy, with inequality in the former case being malignant, and in the other, more benign.9
The two perspectives are, of course, not mutually exclusive: part of the fortune of Microsoft (Bill Gates) may have arisen from the social contribution of its PC operating system, but that was greatly amplified by its exercise of market power, including through practices that were ruled anticompetitive by courts on three continents. As another example, in many countries (and, among the advanced countries, especially in the United States), individuals and corporations who initially may have attained their wealth through an innovation or other important social contribution then use that wealth to exert large political influence, and then they use that influence to further enrich themselves by both ensuring that the “rules of the game” favor them and receiving preferential treatment from government (subsidies, contracts, obtaining public assets at below-competitive prices, selling goods and services to the government at above-competitive prices).
Though we may thus not be able to parse out precisely the relative importance of exploitation (broadly interpreted), it clearly plays an important role in current inequalities. Slavery was not a voluntary transaction—physical force was used, and much of America’s inequality originates from such abuses of power. Many of Russia’s oligarchs obtained their wealth by what can best be described as stealing it from the state, in what Chrystia Freeland, formerly Canada’s foreign minister, described in her 2000 book as the “sale of the century.”10
Outside a perfect market—with perfect competition, perfect information, and perfect rationality—private returns to different factors (or to particular individuals) may differ markedly from their social return (from their just deserts). CEOs may garner more for themselves than they would in this ideal world; workers may succeed in getting less for themselves. Most labor markets are not well described by the competitive model, and employers have often engaged in practices that reduce workers’ market power. The distribution of income between workers and corporations is obviously affected by the rules governing collective bargaining—individual workers have little bargaining power against corporations. The extent to which governments adopt and enforce laws enabling unionization and enhancing workers’ bargaining power affects the share of national income accruing to workers and thus the degree of income inequality.
Discrimination based on race and gender has played an important role in U.S. inequality, and the extent of that discrimination has been affected by social norms, by the rules that have attempted to circumscribe it and how they are enforced.
Market (corporate or monopoly) power is another important deviation from the competitive paradigm, with both distributive and efficiency implications. If the ownership of the monopolies is concentrated (as it is), monopoly power leads to inequality. The power to raise prices means, in effect, that real wages are lower than they otherwise would be—workers are worse off. The existence and persistence of market power again reflects the importance of the rules of the economy: markets on their own are not naturally competitive. Countries can adopt rules that make the economy more competitive than it would be otherwise.11
Recent years have seen multiple demonstrations of how unregular and underregulated corporations can exploit a host of consumer and worker vulnerabilities—pushing dangerous addictive products (like cigarettes, opioids, and carbohydrate-rich foods and drinks), dishonestly selling polluting diesel cars, and, in the private for-profit education and financial sectors, engaging in a wide range of deceptive and exploitative practices.
My earliest work focused on inequalities arising in a competitive model, but I soon realized how unrealistic and unrobust that model was. Even a little bit of information imperfection changed the results dramatically, leading to outcomes that were more akin to those associated with markets with high levels of imperfect competition and market power.12 It is hard to reconcile key observed phenomena with the just deserts interpretation based on a theory with perfect competition whereby each is rewarded according to his “contribution,” but a model in which there has been an increase in exploitation and rents (returns in excess of what would emerge in a competitive market) is broadly consistent with what has been observed. I have thus increasingly become convinced that a significant part of the increase in inequality has to do with an increase in the market power of corporations and the decrease in that of workers, especially unskilled workers.13
Still, even in a world of imperfect competition, the forces identified in the competitive model play an important role, so we begin our discussion with the determinants of inequality in that framework.
THE DISTRIBUTION OF FACTOR INCOMES IN A COMPETITIVE MODEL
The rich own more capital, get a better education, have better health, and have more opportunities; these are among the reasons they are rich. They get richer still by increasing their ownership of financial and human capital, increasing the returns they get on their assets and, more broadly, their opportunities relative to others—a process we describe in greater detail later in this chapter. They also get richer when the returns to capital or CEO pay or the returns to skills increase; they get relatively richer when the share of capital increases. Thus, the study of inequality and its changes begins with an analysis of the distribution of factor incomes. There are two key parts of this analysis: the distribution of income among workers—the differences in pay of skilled versus unskilled workers—and the distribution of income between workers and capital.
Competitive analyses focus on changes in factor supplies and demand. The story is simple: if there is increased scarcity of the factors owned by the rich, their factor prices will increase and so will inequality. There are two key elements: the distribution of labor income, including between skilled and unskilled labor, and the share of income going to capital.
SKILLED VERSUS UNSKILLED LABOR
Such a demand and supply analysis has been used to explain the skill premium, the higher income earned by skilled workers relative to unskilled workers. “Skilled biased technological change” has increased the productivity of skilled workers relative to unskilled workers, so it is claimed.14 This translates into a greater increase in the demand for skilled workers than for unskilled workers and an increase in the skill premium. This effect is so strong that (it is alleged) it has overcome a countervailing supply effect: that a larger fraction of the population is getting more educated, so that in the absence of such changes in relative productivities, the skill premium would have decreased.
The skilled bias theory lost favor as the primary explanation of the growth of inequality, especially in the years following the global financial crisis, as wages of even college graduates seem to have stagnated.15 In any case, it can explain only (part of) the change in the distribution in incomes; it cannot explain, say, the decreasing share of labor and the relative stagnation of average wages.
ENDOGENOUS FACTOR BIAS
The literature on skilled biased technological change has not addressed, for the most part, the question of why technological change has been skilled bias.16 Normally, in stable systems, one would think that research would try to offset factor scarcities: if some factor is becoming more expensive, research would be directed at economizing on the use of that factor. While the processes may be slow, they should again work to limit ever-growing inequality.17
THE ROLE OF GLOBALIZATION
Globalization—lowering barriers to trade (both artificial barriers and transportation and communication costs) particularly between developed and less developed countries—predictably leads in the advanced countries to lower returns to labor relative to capital and to lower unskilled wages relative to skilled. Increased imports of unskilled-intensive goods reduces the demand for such labor in developed countries, lowering wages.18 In the 1990s and early years of this century, advocates of globalization typically argued that skilled bias technological change played a more important role than globalization, but this presumption has come to be questioned, especially with the work of Autor and his colleagues on the “China shock.”19 This work has, moreover, made clear that the underlying hypothesis of the competitive model that labor is mobile, getting quickly reallocated in responses to changes in demand, is not valid.
EXPLAINING THE CHANGING SHARES OF CAPITAL AND LABOR
In the competitive theories, the second key question is how to explain the increasing share of capital, which is central to the growth of income inequality. The increasing share of capital plays such an important role because inequality in wealth is so great, so if there is a relative increase in the return to capital, income inequality will increase.
Figure 1.2a shows the high level of inequality in overall wealth holdings, which has increased over time, resulting in today’s top 1 percent owning upwards of 40 percent of all wealth, twice their share in income.20
Figure 1.2b makes the same point perhaps more poignantly by illustrating that in 2019, just eight men in the United States owned as much wealth as the bottom 50 percent—some 165 million.


Figure 1.2a Share of total wealth by wealth percentile group, 1989–2016.
Source: World Inequality Database, https://wid.world/.
Notes: Net personal wealth share held by a given percentile group. Net personal wealth is the total value of assets held by households minus their debts. (This leads to negative wealth for the bottom 50 percent for 2008–2013.) Adults over age 20. Wealth split equally within couples. “Middle 40%” is from the 50th to 90th percentile.


Figure 1.2b Eight men own as much as the bottom half of Americans.
Source: Bottom 50 percent data from Federal Reserve Board, 2019 Survey of Consumer Finances, https://www.federalreserve.gov/econres/scfindex.htm. Top eight data from the 2019 Forbes 400 list.
Notes: The data for the bottom 50 percent exclude wealth in automobiles, which constitutes a large fraction of the wealth of those at the bottom. However, such wealth does not generally provide much buffer against shocks that individuals experience, nor does it help much in meeting their needs, such as retirement. (Automobiles alone constitute nearly two-thirds of the wealth of the bottom 50 percent, which itself says a lot.) At the same time, financial wealth is even more inequitably distributed than these numbers suggest. The Federal Reserve’s Distributional Financial Accounts provide more comprehensive wealth estimates. This figure is similar to one that appears in Institute for Policy Studies, “Wealth Inequality in the United States” (2020), which is based on previous years of the same publicly available data. “Wealth Inequality in the United States,” Institute for Policy Studies, Inequality.org, https://inequality.org/facts/wealth-inequality/, accessed May 9, 2022.


Figure 1.2c Racial disparities in wealth (median U.S. wealth by age group and race and ethnicity, 2019 dollars).
Source: Federal Reserve Board, 2019 Survey of Consumer Finances, https://www.federalreserve.gov/econres/scfindex.htm.
Notes: This figure is similar to one that appears in Peterson Institute for International Economics, “How to Fix Economic Inequality? An Overview of Policies for the United States and Other High-Income Economies,” https://www.piie.com/microsites/how-fix-economic-inequality, which is based on the same publicly available data.


Figure 1.2d Share of U.S. assets by asset category, second quarter 2021. The richest 1 percent hold more than half of stock, less than 5 percent of debt.
Source: Federal Reserve Board, Distributional Financial Accounts, Q2 2021; data from https://www.federalreserve.gov/releases/z1/dataviz/dfa/distribute/chart/.
Note: This figure is similar to one that appears in Institute for Policy Studies, “Wealth Inequality in the United States,” which is based on a previous quarter of the same publicly available data. “Wealth Inequality in the United States,” Institute for Policy Studies, Inequality.org, https://inequality.org/facts/wealth-inequality/, accessed May 9, 2022.
Three strands of thought (within the competitive paradigm) attempt to explain the growing share of capital: one emphasizing the role of globalization, the second, a change in the relative supply of capital, and the third, changes in technology.
Globalization. Trade integration between developed and developing countries would (as we’ve discussed in the previous paragraphs) increase the relative return to capital in the advanced countries. There is one problem with this theory: the marginal return to capital (say, for a safe asset) has actually gone down.
Changes in relative supply. Some, like Piketty,21 have argued that the supply of capital has increased relative to that of labor.22 This view is supported by policy makers like Ben Bernanke, former chair of the Federal Reserve Board, who have talked about a savings glut. But an increase in the capital labor ratio should be associated with a rise in average wages, and if anything, wages appear to be relatively stagnant. Moreover, one would have expected the share of capital would decrease. The vast majority of empirical studies suggest that the elasticity of substitution (which measures how easy it is to substitute capital for labor) is less than unity,23 which implies that if there were a savings glut or an increase in capital per worker, the share of labor should have increased.
In many countries, including the United States, there is direct evidence that the capital labor ratio has probably decreased. One can trace, from national income data, the increases in the capital stock and compare that with the increase in the labor supply and income. National income accounts suggest that capital (as we normally measure it) has been not keeping pace with the growth of the national income, let alone the (“effective”) labor supply.24 At the same time, there is compelling evidence (including that presented by Piketty) that there has been an increase in the wealth income ratio. There is a simple resolution to the seeming contradiction of an increase in the wealth income ratio occurring simultaneously with a decrease in the capital income ratio: wealth can increase with an increase in (the capitalized value of) rents—land rents, intellectual property rents, or monopoly rents.25 Because the capitalized value of rents has been increasing (the value of nonproduced assets), wealth has been increasing even as capital may have been decreasing.26
An increase in land rents can, of course, be accommodated within a competitive framework. While land rents were important in the early development of the economics discipline—in a time when agriculture was the predominant sector—land seemed sufficiently unimportant in a manufacturing economy that most models simply ignored it. This was a mistake, because a large fraction of expenditure goes to housing and commercial real estate, and in an increasingly urbanized society, land rents become particularly important. Transportation costs are significant, as are the economies of agglomeration—individuals and firms want to be in urban centers, and land in such centers has increasingly high value.27
But what has been happening to the price of land is about more than urbanization and demographics. At least some of the increase in land values is a consequence of the conduct of monetary and financial regulatory policy, which has led to an appreciation in the value of certain nonproduced assets—most importantly, land—thereby contributing to the growth of wealth inequality.
Still, the increase in land rents can account for only part of the disparity between changes in wealth and changes in capital.28 At least a significant part has to do with an increase in monopoly and other forms of “exploitation” rents, to which I turn later in this chapter.
Technological change. There is a third possible explanation within the competitive paradigm for the changing share of capital: (endogenous) technological change, which may, for instance, have increased the effective labor supply (through labor-augmenting technological progress) relative to capital. This could be true even if there were a (slight) increase in the supply of capital relative to workers. If the elasticity of substitution between capital and labor is less than unity, a decrease in the ratio of capital to effective labor supply would increase the share of capital—consistent with what is observed. But the marginal return to capital should have then increased, and yet the safe return to capital seems to have decreased.29
Interestingly, in the standard induced technology model, in the long run, the share of labor is driven by the “innovation locus,” which determines the trade-off between labor- and capital-augmenting technological change. The long-run equilibrium share of labor is the share that induces pure labor-augmenting technological change30. Over the long run, changes in the factor distribution of income between capital and labor are then driven by changes in the innovation locus, not by globalization or changes in the relative supply of capital or labor.31
It can be shown that, in general, the market determination of the factor bias of technological change is not generally socially optimal. Indeed, there is a presumption that it leads to excessive innovation, replacing unskilled workers, which results in excessive unemployment. Moreover, those who make the decisions about the choice of technology—the managers and capitalists—may do so to enhance their own welfare at the expense of workers, and this may be so even in a decentralized economy without collusion.
There is thus a role for government to try to shift the direction of innovation in ways that enhance the return to labor relative to capital, and unskilled labor relative to skilled labor.32 Unfortunately, government policy may be doing exactly the opposite, with higher taxes on labor than on capital and with suppressed interest rates, especially in the period after the 2008 economic crisis.
RISK
Most of the standard models ignore risk. Different kinds of assets yield different returns. Normally, risk would increase expected returns, and that will affect (average) wealth dynamics. If ρ is the average after-tax rate of return, including compensation for bearing risk, and if sp is capitalists’ saving rate, then the average rate of accumulation of capital of capitalists is spρ. And if that exceeds the rate of growth of the economy, g, then capitalists’ capital will increase relative to the size of the economy. But as a matter of theory, were that to occur, eventually ρ would fall, so that eventually sp ρ ≤ g. If spρ < g, their wealth, relative to the size of the economy, will diminish. As we noted earlier, that seems to be what has been happening in the United States and some other advanced countries. To put rough numbers on this, if g = 2 percent, sp = .3, then so long as ρ < .066 percent, capitalists’ wealth is increasing less rapidly than the national income. And remember that ρ is the after-tax average return.
Of course, even if, for capitalists as a whole, spρ < g, for the richest of the rich, who often have a higher savings rate and a lower tax rate, just the reverse may be true.
It is natural that the rich own riskier assets—they are better able to bear the risk.33 And it is natural that riskier assets yield a return higher than safe assets—otherwise even the rich (who we assume are risk-averse, only less so than those who are less rich) would not be willing to hold them. If that is the case, then there can be growing inequality among the rich, with the richest of the rich pulling away from the others. Still, there may be centripetal forces preventing an ever-increasing concentration of wealth at the very top.34
Changes in policies will, of course, affect the risk premium (the disparity between ρ and the safe rate of return). Exposure of the economy to greater risk may lead to a higher risk premium, or a lowering of the degree of progressivity of the tax system leads to high after-tax returns.35 The data look consistent with this picture. Figure 1.2d shows the large differences in the portfolios of the rich and poor; the top 1 percent hold half of the stock shares but only 5 percent of the debt.36 And because they invest a higher proportion of their wealth in higher-return assets, they get a higher average return on their portfolio.37
Figure 1.3a shows the (real) return on T-bills (the return on the ten-year inflation-indexed Treasury bond); for the past decade, real returns have been under 1 percent and sometimes negative.38
Figure 1.3b shows the observed real returns to corporate equity, typically varying between 8 and 10 percent. It is clear that there is a large discrepancy—and one that has increased in the years immediately following the 2008 crisis—with inflation-indexed returns on government bonds turning negative.


Figure 1.3a Ten-year Treasury inflation-indexed security, constant maturity.
Source: Federal Reserve Board, retrieved from Federal Reserve Bank of St. Louis.
Notes: Monthly average, January 2003–June 2020. Not seasonally adjusted.

Figure 1.3b Corporate profits rate (with inventory valuation and capital consumption adjustments).
Source: U.S. Bureau of Economic Analysis, retrieved from Federal Reserve Bank of St. Louis.
Notes: Quarterly average, January 2003–January 2020. Corporate profits after tax, with inventory valuation and capital consumption adjustments, divided by GDP.
There is something curious about this result. The economy’s ability to manage risk over time has increased as new risk instruments have arisen. It is hard to see why the risk premium should have increased during the period of the Great Moderation, from 1983 to 2008. In some instances (say, the risk premium on Greek bonds), it shrank to absurd levels. The implication is that the disparity in observed returns to stocks and bonds cannot be explained just by an (increasing) risk premium; it has to do with something else: the increase in rents (monopoly returns), the subject of the next section.
THE DISTRIBUTION OF FACTOR INCOMES AND WEALTH IN AN ECONOMY WITH MARKET POWER
The previous section explained how the competitive model attempts to explain the changes in inequality, in particular, factor incomes and shares that have occurred in the United States and other advanced countries in recent decades. The conclusion I have reached is that the facts are not consistent with any reasonable competitive model. This brings us to the second major strand of thought described earlier, which sees inequalities as arising in part from exploitation of some individuals or groups of individuals by others. This exploitation can take many forms.
DISCRIMINATION
Slavery and the inequalities today that can be traced to slavery is the most obvious example of exploitation-driven inequality, but there are more and less subtle forms of exploitation. In South Africa, the dominant whites passed laws restricting Blacks from engaging in farming, in effect forcing them into working the mines. Restricting opportunities is a time-honored method of exploitation.39
There are myriad forms of discrimination, whether it’s based on gender, race, or ethnicity. Those who are discriminated against have lower wages and wealth. Figure 1.2c, for instance, shows the large disparities in wealth between Hispanics, African Americans, and whites. While income disparities were reduced after the passage of the civil rights bills in the 1960s, progress later stalled, and predatory lending—with a sometimes racial bias—contributed to an increase in wealth inequality in the years after the Great Recession.40
Some seem to have suggested that wage discrimination could not persist in a competitive economy,41 but that conclusion is wrong.42 If, for instance, there are imperfections of information or other market imperfections, the group discriminated against may not invest in high-quality education, because employers presume that they haven’t and don’t pay them accordingly. Those presumptions are, of course, consistent with what is observed, as those who (correctly) believe that they will be discriminated against may not make the investments that would enable them to be more productive.
But while discrimination can thus exist and persist in competitive models with imperfect information, in practice, much of the observed discrimination relates to imperfections of competition. One group can effectively collude to advantage themselves at the expense of others, exemplified by Jim Crow in the South. In economies with imperfect competition—all economies—it is easy for discrimination to persist and be self-perpetuating. Those who break the norm of discrimination will themselves be punished. Game theory and behavioral economics have given us tools by which we can understand better these patterns of discrimination.
In such situations, government actions to bar discrimination can enable the economy to move from an equilibrium with discrimination to one without—and in doing so, increase output and efficiency (a general result when inequalities arise from exploitation). In the United States, public policy has had ambiguous effects in recent decades. While affirmative action, desegregation, and other programs designed to reduce discrimination (as well as other civil rights programs designed to extend equality of political rights) bore some fruit in their early days, in the presence of counterforces, progress slowed and in some cases was reversed.43 Those same forces led to mass incarceration, further impeding progress.44 Meanwhile, economic segregation increased, even as there was some slight progress in racial integration, with the result that inequalities in access to education may have increased.
To deal with the long legacy of discrimination, government today will have to take a far more active stance than just prohibiting it or even just insisting on affirmative action. There will need to be large federally funded education programs, along the lines of the GI bill after World War II, ensuring that all those in discriminated groups (such as African Americans and Native Americans) can obtain all the education for which they are qualified at the best institutions for which they are qualified. And if the private labor market is slow to ensure full employment for these groups, government programs will need to step into the breach.
GROWTH IN MARKET POWER
One of the most important sources of growth in inequality is the growth in market power,45 especially in the United States, where an increasing part of GDP is in sectors in which only a few firms predominate. Changes in the structure of the economy have led to increased market concentration and market power. Examples are the growth of sectors in which network effects predominate (so that all individuals want to be on the same network, like Facebook), making competition virtually impossible; and the growth of the digital/innovation economy, in which marginal costs are low relative to fixed costs (again, precluding high levels of competition).46
A particularly problematic aspect of the change in market structure is the transition to the service-sector economy from manufacturing (and agriculture, which predominated before that). The natural unit of production in the service sector is smaller than in manufacturing, but the size of the market is larger; there is more accountability of individual contribution; and more product differentiation. As a result, competition may be limited and wage compression (where differences in wages are less than differences in productivities) reduced. The result is both more rents and more earnings dispersion: on both accounts, inequality may increase.
OTHER EXPLANATIONS OF INCREASES IN CORPORATE MARKET POWER
Not only may a few firms have more market power; the successful firms have also learned how to exploit this market power, to extend it and make it more durable. Contractual arrangements of the kind used by Microsoft47 and American Express48 leverage existing market power to create barriers to entry that enhance their market power and make it more lasting.
But firms have also learned other techniques of exploitation of both market power and consumer vulnerabilities. Silicon Valley firms have learned how to extract information from their customers, which can be used for price discrimination—transferring, in effect, wealth to them from their customers.49 Data constitute the new natural resource, and they have ruthlessly exploited their control over it.
Behavioral economics has also provided firms with new tools for exploiting individual vulnerabilities. There is, of course, a long tradition: for example, cigarette companies making cigarettes more addictive and denying their adverse health effects, and snake-oil companies pretending that there are medicinal benefits of their products. But modern technology has allowed this to be done on perhaps an unprecedented scale: the drug companies creating the opioid crisis, as they, too, claimed that their products were not addictive; the financial sector pushing mortgages that were beyond individuals’ ability to pay or credit cards with fine print that resulted in the unwary paying billions in hidden fees; the for-profit education sector exploiting the desire of poor but uninformed students to want to get ahead, to “sell” them education products that do not advance their careers, leaving them with debts but little more; or the food-processing and sugar-intensive soft drink companies pushing high-carb products that are addictive and have led to the epidemic of childhood obesity and diabetes.
But even as technology and market structure changed in ways that may naturally have led to more concentration of market power, and even as firms were innovative in devising new ways of extending, augmenting, and perpetuating market power, not only did public competition policy fail to keep up, but efforts by big business and conservatives to weaken antitrust policy met with considerable success.
WEAKENING OF WORKER POWER
Unions—the institution through which workers engage in collective action—have traditionally provided a check against some of the abuses of corporate power. Another change in the economy has been a weakening of unions, partly as a result of new legislation, partly because of the way existing legislation has been implemented, partly as a result of a change in market structure (toward sectors in which unions have been historically weak), and partly due to globalization, which has, in effect, pitted unskilled workers in advanced countries against the far more numerous unskilled in the developing countries and emerging markets. Firms can move abroad, hire cheap labor, and then ship the goods back to the advanced countries; this means workers’ jobs are under constant threat, and this, too, has weakened workers’ bargaining power.50 And the limited ability of unions to protect workers in the face of this onslaught has weakened the attractiveness of unions—a vicious downward cycle weakening workers’ position.51
Other factors may have contributed to workers’ weaker bargaining power. For instance, the growth of certain contractual arrangements—noncompete clauses and dispute resolution through compulsory arbitration, rather than through courts, without the possibility of class action—have weakened workers’ market power just as new contractual forms discussed earlier have strengthened corporate power in markets for goods and services.52
Public policy has played a large role.53 Labor legislation and its interpretation and enforcement have made collective action by workers more difficult. The minimum wage has been eviscerated—in 2020, adjusted for inflation, it stood at the same level that it was more than sixty years ago—as has hours and pay legislation (e.g., governing overtime; see figure 1.4).


Figure 1.4 U.S. real federal minimum wage.
Source: Federal minimum wage rates from U.S. Department of Labor, retrieved from Federal Reserve Bank of St. Louis. CPI-U from U.S. Bureau of Labor Statistics.
Notes: Federal minimum hourly wage for nonfarm workers, dollars per hour, annual, 1938–2020. Inflation measured using CPI-U. A similar figure, drawn from the same public data, appears in D. Cooper, “Raising the Federal Minimum Wage to $15 by 2024 Would Lift Pay for Nearly 40 million Workers,” Economic Policy Institute (February 2019), https://www.epi.org/publication/raising-the-federal-minimum-wage-to-15-by-2024-would-lift-pay-for-nearly-40-million-workers/ (2019). The figure here differs slightly from that in Cooper, which instead uses the CPI-U-RS and is shown in 2018 dollars.
OTHER IMPORTANT DEVIATIONS FROM THE COMPETITIVE MODEL
This section has focused on an important set of deviations from the competitive equilibrium analysis: pervasive market power and exploitation. But there are many other assumptions that go into the competitive model, and each has its implications for inequality. Most important, the model assumes full employment; the persistence over long periods of unemployment itself suggests limitations to that model. An increase in unemployment weakens workers’ bargaining power and, other things equal, leads to lower real wages.54 The shift of focus in monetary policy to fighting inflation beginning in the 1980s, rather than creating growth and ensuring full employment, led to an average unemployment rate higher than it otherwise would have been, and this has led to more inequality, both directly, because of more workers without jobs, and indirectly, due to downward pressure on wages.55 So, too, austerity policies or, more generally, worries about deficit spending have sometimes weakened fiscal stimulus when it is badly needed, prolonging downturns and exacerbating unemployment.
RENTS AND MACROECONOMIC PUZZLES
Our discussion so far has explained why one cannot understand today’s inequality without looking at rents and exploitation, and we have noted some of the changes in the economy that are responsible for the increase in these rents. Indeed, it is hard to make sense otherwise of the overall macrodata. We note some stark “stylized” facts, in addition to the relative stagnation of wages, which stand in marked contrast to those presented by Kaldor,56 which asserted, in particular, the constancy of relative shares and the capital output ratio.57
a. There has been a marked increase in the wealth income ratio in countries around the world. This was, of course, one of the main themes of Piketty’s book,58 illustrated in figure 1.5. In the United States, the wealth income ratio went from around 3 in 1975 to 5 in 2016. But, as we have noted, this has occurred even as the capital income ratio has fallen.
b. There has also been a seeming increase in the returns to capital, illustrated in figures 1.3b and 1.6, by U.S. corporate profits as a share of GDP. That is up markedly from an average 6 percent for the half-century beginning in 1950 to consistently more than 8 percent since the early 2000s (average value 2000–19 of 8.37 percent) and more than 10 percent in some years.
c. In spite of high profits, business investment (as a share of GDP) has been low, plunging from a high of 7 percent in the 1960s to around 3 percent in the years after the Great Recession (figure 1.7).
d. Whereas average wages have been stagnant, those at the top have done very well. Those areas of the economy where inequality has grown the most—for instance, in finance and CEO compensation—are where rent-seeking seems prevalent. It is in fact impossible to understand the increase in CEO compensation on the basis of a standard competitive neoclassical model, whereby pay is related to social marginal productivity. There is no evidence that productivity has increased anywhere to the extent that pay has increased, nor is there any evidence that the disparity in pay between American CEOs and those elsewhere in the advanced world can be accounted for by differences in productivity. Moreover, looking at the compensation schedules, it is clear that pay is based on factors that are totally unrelated to the CEO’s contribution: an airline company’s profits will go up when oil prices decline, and so then will his pay, but the executive typically played absolutely no role in the determination of the price of oil.59
e. There is growing disparity in compensation even at the top, illustrated in figure 1.8a, showing how the top .1 percent has seen their incomes grow so much faster than even the top 1 percent, and figure 1.8b, which shows how CEO pay has increased even faster than those in the top .1 percent. But intrafirm inequalities in compensation may not be as important as cross-firm inequalities. Furman and Orszag have argued that wages (of individuals of any measured skill level) are correlated with firm profitability, typically interpreted as “productivity.”60 The interpretation of these cross-firm inequalities in productivity remains unsettled—is it measurement error?61 Is it true that some firms are persistently more efficient than others—that knowledge about technology, including managerial practices, diffuses so slowly? Or is it that differences in profitability are related not so much to differences in productive efficiencies as to differences in market power? (The seeming persistence of differences in “measured” productivity across firms is itself testimony that the standard neoclassical model, in which knowledge disseminates freely within a country, may be wrong.62) I suspect that the observed differences in profitability most likely are at least partly attributable to differences in market power—highlighting the importance of rents, which we stress here. However, that leaves open the question of why firms with market power seem to share some of their rents with their workers—is it because of efficiency wage effects?63 And/or is it because at least part of the knowledge about how to maintain and extend market power resides in the workers—highly paid workers are to some extent holding their employers hostage and extracting a portion of rent?
f. Not only do those at the top have higher wage incomes and own more capital, they also get a higher return on their capital.
g. The flip side of so much money going to workers at the top is that the rest have not done well—as illustrated in figure 1.1. Political dissatisfaction has centered on males and especially among those with only a high school education. Figure 1.9a gives us a feeling about why: median income of a full-time male worker (and the full-time workers are the lucky ones) is the same as it was more than four decades ago (adjusting for inflation), and matters are even worse for those who have not graduated from college (figure 1.9b).64
h. The share of labor and capital—appropriately measured—has been declining, matched by an increasing share of rents. There is a way of getting at the magnitude of the increase in aggregate rents: look at the share of labor and the share of capital. The residual—what is left over—is the share of rents. Neither of these calculations is straightforward. Standard data on labor include, for instance, anyone who gets paid under a W-2—who is an employee.65 CEOs and bankers are, in this sense, workers—they work for others, but they are not workers in the sense that economists typically use the term to describe “laborers.” If we exclude the top 1 percent, we get a number closer to what we would normally mean by laborers. Figure 1.10, from Olivier Giovannoni at Bard College, does this:66 Elsby, Hobijn, and Şahin generate comparable results focusing only on the business sector.67 Constructing an imputed share of capital is only slightly more difficult. From the national income accounts we can calculate how much has been added to the capital stock each year. (We need to estimate depreciation to know how much preexisting capital has worn out. We can similarly calculate intangible forms of capital.) We know, from data in the financial market, the “risk-adjusted required return” on this capital, and multiplying the two together generates the competitive return to capital, as in the work of Simcha Barkai of the London Business School.68 Barkai shows that the share of capital is down substantially, the share of labor is down substantially, and that means the share of rents is up substantially. But just as the rich own a disproportionate share of the high-yield–high-risk assets, they own a disproportionate share of the high-rent assets. An increase in rents redounds to their benefit—it increases inequality.


Figure 1.5 Net private wealth to net national income ratio in rich countries, 1970–2016.
Source: World Inequality Database, World Inequality Report 2018, https://wir2018.wid.world/.
Notes: Net private wealth is equal to private assets minus private debt. Net national wealth is equal to net private wealth plus net public wealth.


Figure 1.6 U.S. corporate profits as a share of GDP.
Source: U.S. Bureau of Economic Analysis, retrieved from Federal Reserve Bank of St. Louis.
Notes: Annual average, 1947–2019. Corporate profits after tax, with inventory valuation and capital consumption adjustments, divided by GDP.


Figure 1.7 U.S. business investment as a share of GDP.
Source: U.S. Bureau of Economic Analysis, retrieved from Federal Reserve Bank of St. Louis.
Notes: Annual average, 1960–2019. Net private domestic business investment divided by GDP.

Figure 1.8a Increase in earnings among the wealthiest Americans.
Source: Data from Economic Policy Institute, “Top Charts of 2018” (Washington, DC: EPI, December 20, 2018), in which a similar figure using the same data set appears. These data are adapted from Lawrence Mishel and Julia Wolfe, “Top 1 Percent Reaches Highest Wages Ever—Up 157 Percent Since 1979” (blog, Economic Policy Institute, Washington, DC, October 18, 2018).
Note: Cumulative percentage change in real annual earnings by earnings group, 1979–2017.


Figure 1.8b Comparison of CEO compensation with top 0.1 percent wages, 1947–2017.
Source: Data from Lawrence Mishel and Julia Wolfe, “CEO Compensation Has Grown 940% Since 1978” (report, Economic Policy Institute, Washington, DC, August 14, 2019), where a similar figure using the same data set appears. These data are Mishel’s and Wolfe’s analysis of data on the top 0.1 percent wages from Mishel and Wolfe, “Top 1.0 Percent Reaches Highest Wages Ever,” and extrapolation of Steven N. Kaplan, “Executive Compensation and Corporate Governance in the U.S.: Perceptions, Facts and Challenges,” NBER Reporter no. 3 (September 2012), CEO compensation series.


Figure 1.9a Median weekly earnings of full-time male workers.
Source: U.S. Bureau of Labor Statistics, retrieved from Federal Reserve Bank of St. Louis.
Notes: Annual; men age 16 and over; wage and salary workers employed full-time; median usual weekly real earnings.


Figure 1.9b Median weekly earnings of non-college-educated men.
Sources: Earnings data from U.S. Bureau of Labor Statistics, retrieved from Federal Reserve Bank of St. Louis. CPI data from Federal Reserve Bank of Minneapolis.
Notes: Annual, not seasonally adjusted; men age 25 and over; wage and salary workers employed full-time; median usual weekly real earnings.


Figure 1.10 U.S. labor share, compared with EU-12 and Japan.
Source: Olivier Giovannoni, “What Do We Know About the Labor Share and the Profit Share? Part III: Measures and Structural Factors” (working paper no. 805, Levy Economics Institute of Bard College, Annandale-on-Hudson, NY, May 2014).
Notes: U.S. data from Bureau of Economic Analysis NIPA and Giovannoni’s calculations. European and Japanese data from European Commission AMECO (quarterized).
INEQUALITY IN THE LONG RUN, THE PERPETUATION OF INEQUALITY, AND THE ECONOMIC CONSEQUENCES OF INEQUALITY
We began our analysis of the drivers of the increase in inequality by focusing on the distribution of factor returns: the increase in the returns to factors owned by the rich relative to those of the rest would naturally generate increasing inequality. The second part of the analysis entails explaining differences in the ownership of factors, in particular, the perpetuation of inequality through the intergenerational transmission of advantage and disadvantage, the vicious cycle whereby the children of the poor have poorer health, poorer education, and fewer opportunities and inherit less capital than those at the top.
CLASSES, MERITOCRACY, THE 1 PERCENT, AND “WE’RE ALL MIDDLE CLASS NOW”
A dominant view in the nineteenth century and well into the twentieth was that society was divided into classes, with relatively little mobility from, say, the lower to the upper. The lower classes relied on their wages to live and spent most of what they earned; the upper class lived off inherited wealth. These socioeconomic classes differed in many other ways: in the United Kingdom, one could identify an individual’s class background by their speech. Their interests and preferences differed, too.
By the middle of the twentieth century, at least in America, the conception grew that, with few exceptions, everyone was middle class. It was as if there was one happy family, with small distinctions between lower- and upper-middle classes. That, like the American dream and the notion that the United States was a land of equal opportunity, was a myth, and the statistics on the country’s inequalities, presented here and later in this book, show the extent to which that was so. But it was a useful myth, especially in engendering the kind of solidarity needed in time of war. It was useful, too, for the elites, for it took attention of ordinary citizens away from their current plight and helped them focus on what might be. It even helped in engendering support for policies that were of benefit to the elite, such as the elimination of the estate tax. With the high threshold (below which no inheritance taxes are due), few Americans are at risk of paying the tax, a tax that nonetheless generates substantial revenue because of the extremes of the country’s inequalities in wealth.
When I wrote my 2011 Vanity Fair article, “Of the 1 Percent, for the 1 Percent, and by the 1 Percent,” I wanted to highlight these myths, emphasizing that those at the top had a disproportionate share of income, wealth, and political power.69 It was too much of a stretch to say that these individuals were just middle class.
A related myth developed: that those at the top got there out of merit, reflecting the just deserts view of inequality discussed earlier in this chapter. We were not like old Europe with its inherited aristocracy; we were a meritocracy. But as we will explain below, the chance of getting into that meritocracy for those with parents at the top was so much greater than for those with parents in the bottom that it was still apt to refer to the United States as largely an inherited plutocracy. In this plutocracy, those with wealth typically “work”—they are not the idle rich, the clippers of coupons, the caricature of nineteenth-century society. But even the nature of their work sets them apart from those in the rest of society.
The analysis presented here for the most part takes a narrow economic perspective on these issues: the equilibrium theory balancing centrifugal and centripetal forces can, for instance, explain the “fat tail” distributions, in which so much of the wealth is in the hands of those at the top and can generate the high correlation between wages and wealth that has been observed in the data. But for the most part, the analyses do not attribute the differences in wealth to differences in “behavior,” as suggested by standard class analysis; and if there are differences in behavior, they are more the consequence of differences in wealth rather than the other way around. But almost surely, such an approach underestimates the role of the social transmission of advantages and disadvantages, which is at the core of perspectives that emphasize class.70
THE INTERGENERATIONAL TRANSMISSION OF ADVANTAGE AND DISADVANTAGE
The theory of the distribution of factor endowments is concerned with the intergenerational transmission of advantages and disadvantages71 through the transmission across generations of abilities and preferences (e.g., for work vs. leisure or consumption now vs. consumption in the future), the intergenerational transfer of financial and other assets, and the provision of human capital. Wealthy parents naturally provide advantages to their children—better education, health, and, in an economy in which connections matter (that is, all economies), connections.72 Sometimes governments reinforce these “natural” patterns, and sometimes they lean against them, for instance, by providing compensatory education for the poor (that is education that attempts to make up for differences in home background).73
Left to themselves, many among the rich would be quite willing to ensure that their children had all the advantages of society; they would send their children to expensive schools that the poor could not afford, creating an elite meritocracy that few children of the poor could enter. Meritocracy legitimates a system of inherited privilege. Under meritocracy, the children of the rich must work for their place in society, unlike the old systems, in which societal positions were simply inherited. But they may not have to work hard: in the United States, a child of the poor who does well at school has poorer life prospects than a child of the well-off who does comparatively poorly.74 Of course, with greater income and health and education differences among parents, there are likely to be greater differences among children.75 This is especially problematic in countries like the United States and United Kingdom, where large fractions of children grow up in poverty.76
High-quality public education—starting before kindergarten77—and public programs ensuring access to health and adequate nutrition could, in principle, go some way in leveling the playing field. Conversely, when public education is local and there is extensive geographical segregation based on income, education, and wealth, public education itself may preserve—and possibly exacerbate—the inequalities that otherwise arise from the intergenerational transmission of advantage.78 The U.S. case demonstrates how important these early inequities are: even though the most selective colleges (like Harvard and Yale) are needs-blind—that is, they accept students regardless of financial need, filling, out of their endowment, the gap between the posted price of college and what the family can pay. And even though these colleges make a concerted effort to recruit individuals from lower socioeconomic groups, typically a very small percentage of the student body comes from the bottom half of the country’s economy.79 Even very bright students have a big handicap in overcoming backgrounds (from either the family or elementary and secondary schooling) that put them at a competitive disadvantage, especially in academic endeavors.
Of course, in their decisions about how many children to have and how much to invest in each child, parents have significant effects on the intergenerational transmission of inequalities. Those decisions are affected by economic variables—the direct and opportunity costs as well as income—as well as cultural and societal norms, though those too can change over time.80
The previous sections of this chapter have looked at inequalities in income and wealth. There are also huge inequalities in virtually every aspect of life that affect well-being: in voice, security, access to justice, opportunity, and health. When I was chief economist of the World Bank, we had a major project to ascertain which aspects of poverty—besides basic economic deprivation—were of most concern to the poor themselves. Their answer: insecurity and lack of voice.81 Lack of access to justice contributes, of course, to a sense of insecurity. And the mass incarceration that marks the United States and the deprivation of voting rights for many of those who have served time contributes to the lack of voice and perpetuation of the system of mass incarceration.82 Here, I note only two dimensions of inequality that are closely linked to income and wealth inequality and economic performance.
HEALTH INEQUALITIES
Especially in the United States, where there is no universal access to health care, there are large disparities in mortality related to income and education. Figure 1.11a shows, for instance, the large disparities in life expectancy across income.

Figure 1.11a Life expectancy for men by income quartile and year, 2001–2014.
Source: This figure is similar to one that appears in Raj Chetty, Michael Stepner, Sarah Abraham, et al. “The Association Between Income and Life Expectancy in the United States, 2001–2014,” JAMA 315, no. 16 (2016): 1750-66, which is based on the same data, available from The Health Inequality Project.
Notes: Mean quartile income across 2001–2004 (population weighted, rounded to the nearest thousand dollars) in parentheses.
There are feedback loops between economic and health inequalities, overall life expectancy, and economic performance. One of the reasons that U.S. life expectancy has been declining (figure 1.11b) is lack of access to health care and lack of opportunity. Poor health impairs economic opportunity, but lack of opportunity leads to what Anne Case and Angus Deaton83 have called “deaths of despair”—the epidemic-like increase in deaths from alcoholism, drug overdose, and suicide (figure 1.11c), of a kind that I have seen only once before, when, as chief economist of the World Bank, life expectancy declined with the dissolution of the Soviet Union, accompanied by a fall of some one-third in measured GDP. As Case and Deaton document, matters have become worse with each cohort and are worse in those parts of the country where there is less economic opportunity.


Figure 1.11b All-cause mortality by race and ethnicity, ages 50–54.
Source: Data from CDC Wonder Underlying Cause of Death Files, National Vital Statistics System individual death records, and the March Current Population Survey as provided by CEPR. This figure is similar to one that appears in A. Case and A. Deaton, “Mortality and Morbidity in the 21st Century,” Brookings Papers on Economic Activity (Spring 2017). https://www.brookings.edu/wp-content/uploads/2017/08/casetextsp17bpea.pdf, which is based on the same publicly available data set. Updated through 2018 using code and data appendix for Case and Deaton (available online).
Notes: 1999–2018. Four states (GA, OK, RI, SD) did not provide education on death certificates in the early 1990s, and thus that information is excluded through 2004. Case and Denton exclude these states in all years, but the publicly available NVSS records do not contain state of death from 2005 onward. Consequently, in this version all states are included from 2005 forward.


Figure 1.11c Drug, alcohol, and suicide mortality, men and women ages 50–54.
Source: Data from CDC Wonder Bridged Race Population Estimates, World Health Organization Mortality database, and United Nations World Population Prospects 2019. This figure is similar to one that appears in A. Case and A. Deaton (2017), “Mortality and Morbidity in the 21st Century.” Brookings Papers on Economic Activity (Spring 2017), https://www.brookings.edu/wp-content/uploads/2017/08/casetextsp17bpea.pdf, which is based on the same publicly available data set. Updated through 2018 using code and data appendix for Case and Deaton (available online).
Note: 1989–2018.
INEQUITIES IN OPPORTUNITIES
As inequality in income and wealth began to increase in the United States and many other countries in the late 1970s and early 1980s, popular rhetoric, especially among the right, began to emphasize the importance of opportunities. Individuals might differ in their income and wealth, but so what, if that was a result of hard work and effort? What mattered, in this view, was that everyone should have the same chances. As we noted earlier, the founding myth of the United States was that it was a land of opportunity—the American Dream—and the argument was that that was still true. A closer look at the data suggests otherwise—that the life prospects of a young American are more related to the income and education of their parents than in most other advanced countries; Italy and UK providing the only “competitor” for the position of least opportunity.
Figure 1.12a shows the relationship between income inequality (measured in the standard way by the Gini coefficient) and opportunity (estimated by a regression between the earnings of parent and child; the higher the intergenerational earnings elasticity, the lower is opportunity and social mobility). Two key insights emerge from the figure. First, there are large disparities among advanced countries in both inequality and opportunity, emphasizing the role of policy in determining each, a major theme of my earlier work on inequality; and, second, countries, like those in Scandinavia, that have low levels of inequality have high levels of opportunity.


Figure 1.12a Relationship between opportunity (mobility) and inequality.
Sources: Intergenerational earnings elasticities (between father and son earnings) as listed in figure 1 of Miles Corak, “Inequality from Generation to Generation: The United States in Comparison” (IZA Discussion Paper no. 9929, IZA Institute of Labor Economics, Bonn, Germany, 2016), http://dx.doi.org/10.2139/ssrn.2786013. Gini coefficient from World Bank, World Development Indicators, https://databank.worldbank.org/source/world-development-indicators, most recent year available. World Bank estimates are not available for New Zealand and Singapore; instead, World Institute for Development Research (WIDER) Gini estimates are used, accessed from the World Bank’s All the Ginis data set, https://www.worldbank.org/en/research/brief/all-the-ginis.
Note: Line is the least-squares fitted regression.
Figures 1.12b and 1.12c graphically illustrate both the diminution in opportunity over time and the lower level of opportunity in the United States compared with other countries. Figure 1.12b shows that America is distinctive in having few people at the top whose fathers were in the bottom quartile of the income distribution, while 1.12c shows the diminishing fraction of children earning more than their parents at the age of thirty. The latter result reflects the combined effect of less upward mobility and slower growth in income.


Figure 1.12b Percentage of men in bottom or top earnings quartile with fathers in the bottom quartile.
Source: This figure is similar to one that appears in Peterson Institute for International Economics, “How to Fix Economic Inequality?,” which is based on the same data, available in Organization for Economic Cooperation and Development (OECD), “A Broken Social Elevator? How to Promote Social Mobility” (report, June 15, 2018), https://www.oecd.org/social/broken-elevator-how-to-promote-social-mobility-9789264301085-en.htm.
Notes: Calculations based on 2011 data. Chile refers to 2009 data. Numbers shown on bars are rounded.


Figure 1.12c Percentage of U.S. children earning more than their parents at age 30 by year of birth, 1940–1984.
Source: This figure is similar to one that appears in Peterson Institute for International Economics, “How to Fix Economic Inequality?,” which is based on the same data, available in Raj Chetty, David Grusky, Maximilian Hell, Nathaniel Hendren, Robert Manduca, and Jimmy Narang, “The Fading American Dream: Trends in Absolute Income Mobility Since 1940,” Science 356, no. 6336 (2017): 398–406.
Notes: Children’s income is the sum of individual and spousal income at age 30, excluding immigrants after 1994. Parental income is the sum of the spouses’ income for families in which the highest earner is age 25–35.
The intuition for the strong correlation between inequalities in outcomes and inequalities in opportunities across countries is that if the rungs of the ladder are farther apart, it is harder to climb it, and those societies that have done well in offering public education and opportunity for all succeed in getting better outcomes. One simply cannot separate opportunities from outcomes. As we have emphasized elsewhere, there inevitably are high levels of intergenerational transfer of advantage and disadvantage, not only in resources and connections but also in preferences and modes of behavior.84
Similar patterns exist in the United States. The work of Chetty and his coauthors85 shows the large variation in intergenerational mobility, with low levels of mobility in the South and certain parts of the Midwest, locations noted for their lower incomes.
This discussion highlights the average relation between the income of a child and their parents; but such averages mask deeper structures: there can be poverty traps—with those at the bottom finding it particularly hard to get into the middle class—and wealth traps—with those born to privilege likely to have a life in the elite. (The formalization of these dynamics through a mobility matrix and the ranking of mobility matrices—when can we say that one society is unambiguously more mobile than another?—are discussed in Kanbur and Stiglitz 2016.86)
LOCATION
A factor that is increasingly recognized as related to all of the inequalities that we have described is location. Where people are born and live affects their life prospects in many ways: access to quality education and jobs and, especially in the United States—with its systemic racism—for African Americans, the extent of discrimination. Location is also tied up with wealth accumulation through homeownership and the large differentials in capital gains associated with it. The competitive equilibrium theory, discussed earlier in this chapter as the economists’ “benchmark model,” assumes that labor is highly mobile, so that locational differences in wages couldn’t persist. But they do, and these differences have come to play an increasingly important role in inequalities in the United States and some other countries. Locations suffering from, for instance, deindustrialization systematically and persistently lag behind in incomes.87
PUTTING IT ALL TOGETHER: THE DYNAMICS OF FACTOR ENDOWMENTS AND FACTOR SHARES
We began the analysis with a discussion of the determinants of the factor distribution of income in a competitive model. But that, we noted, in the long run depends on the aggregate accumulation of human and financial capital, and that in turn depends on the behavior of households and, importantly, on their transmission of human and financial capital from one generation to another. The aggregate changes are nothing more than the sums of the changes within the households. Modeling macro dynamics and micro dynamics simultaneously and in a consistent manner generates a simultaneous set of stochastic differential (or difference) equations, which, under some simplifying assumptions, can be solved for the steady state.88
As we noted earlier, the equilibrium depends on the balancing of centrifugal and centripetal forces, and the analysis has identified some of the critical forces and how they have changed. Each change can be analyzed in terms of its impact on the centripetal and centrifugal forces in the economy. “Noise”—for example, randomness in returns—associated with a riskier environment is a key centrifugal force. Increases in noise—for instance, as a result of less progressive capital taxation or greater financial and trade liberalization—lead to more inequality. Good public education, the universal provision of high-quality health care, and strong progressive redistributive taxes constitute centripetal forces; the weakening of either will lead to more inequality. Some changes, such as reducing capital taxation or making it less progressive, both increase the economy’s centrifugal force and reduce the centripetal force, increasing inequality on both accounts.
With inequalities in wealth playing such a central role in inequalities in income, an increase in the share of capital (including rents) naturally strengthens the centrifugal forces in the economy, leading to more inequality.89
But the share of capital is, of course, itself endogenous. Standard growth theory related the long-run distribution to the effective capital labor ratio, which in turn was related to the savings rate and growth rate. In Solovian economics, an increase in the aggregate savings rate or a reduction in the rate of growth of the labor force or the rate of labor-augmenting technological progress results in an increase in the capital-effective labor ratio—and a diminution in the share of capital, if the elasticity of substitution is less than unity. Distribution may affect the savings rate, as in Kaldor’s analysis.90
The dynamics of inequality perpetuation that we have just described applies as well to economies with imperfections of competition. In that case, however, there is another source of disparity in the economy: the ability to engage in exploitation and rent-seeking, which may be a quite different “skill” than the ability to generate conventional returns to capital. Moreover, those with market power typically work hard to maintain that power, creating entry barriers and reducing opportunities for others. It is another instance when wealth and power beget more wealth and power. And it is why competition policy should be viewed within the ambit of equality-generating policies.
Moreover, an increase in the market power of corporations and a weakening of that of workers diminishes the share of labor and, following the foregoing analysis, thereby increases the economy’s centrifugal forces, leading to, for instance, a fatter-tailed wealth distribution.
THE CONSEQUENCES OF INEQUALITY: POORER ECONOMIC PERFORMANCE
There is a fundamental consequence arising from the difference in perspectives on inequality provided in this chapter versus the standard competitive model. In that model, greater equality can be achieved only by intervening in the market economy, and such interventions have a cost. Arthur Okun, chair of the Council of Economic Advisers under President Lyndon Johnson, described this as “the big trade-off.”91 By contrast, if inequality arises from exploitation and other imperfections in markets, and if it is associated with the inequalities in health and opportunities that we have just described, then there exist policies (to be described in the next section) that increase economic performance and reduce inequality—a prediction consistent with the empirical evidence presented by Ostry et al.,92 and consistent with the historical experience of the United States, where the period after World War II was marked by low and decreasing inequality and faster growth compared with the preceding and following decades.93
HISTORICAL PERSPECTIVES
Inequality has not always been as high as it is today. Writing in the middle of the twentieth century, the Nobel Prize–winning economist Simon Kuznets suggested that though in early stages of development inequality would increase, later it would decrease.94 The argument was simple: early on, some parts of the economy pull ahead, taking advantage of the opportunities afforded by modernization (at the time, industrialization and urbanization). Later on, others catch up, and the lagging part of the economy increases its share. As he was writing, the evidence supported his hypothesis; but he could not have understood what was to happen a couple of decades later—the sudden and large increase in inequality, especially in the United States (though the pattern is present elsewhere, just diminished in magnitude), evidenced in figures 1.8a and 1.13. (While these charts show the dramatic increase in wealth of the top 1 percent other measures of income and wealth inequality show similar patterns.)


Figure 1.13a Top 1 percent income share in the United States.
Source: World Inequality Database.
Notes: Pretax national income, 1913–2018; adults age 20 and over; income equally split within couples.


Figure 1.13b Top 1 percent household wealth share, 1913–2019.
Source: This figure is similar to figure VI in E. Saez and G. Zucman, “Wealth Inequality in the United States Since 1913: Evidence from Capitalized Income Tax Data,” Quarterly Journal of Economics 131, no. 2 (2016): 519–78. Updated using data from T. Piketty, E. Saez, and G. Zuckman, “Distributional National Accounts: Methods and Estimates for the United States,” Quarterly Journal of Economics 133, no. 2 (2018): 553–609, appendix table II, table TE1.
Notes: Share of household wealth; adults over age 20; wealth equally split within couples.
The question is, why? The alternative perspectives, outlined earlier in this chapter, provide alternative hypotheses: Piketty’s view that growing inequality is an inevitable feature of capitalism (in the absence of, say, a tax on capital that would lower the after-tax return to capital) is that the decline in inequality from the beginning of the Great Depression until the mid-1970s was a historical aberration, brought about particularly by the solidarity following World War II.
By contrast, the equilibrium theories argue that we have moved (or are moving) from one equilibrium distribution to another, with the new equilibrium income and distribution far more unequal than the earlier prevailing one. While formal models using, say, stochastic diffusion equations focus on analytic issues—what kinds of changes in the relevant “parameters” of the economy, both those related to structure (for instance, the advent of globalization) and policy (such as marginal tax rates at the top), lead to what kinds of changes in the equilibrium wealth distribution—a deeper analysis requires an understanding of the intellectual, social, economic, and political forces that have led to these changes, including the changes in policy.
In this respect, the two perspectives are in accord: social, economic, and political forces in mid-twentieth century, such as the greater solidarity brought about by World War II, led to policy changes that, in turn, led to a more egalitarian (equilibrium) income and wealth distribution. While a fuller exploration of these historical forces would take us beyond this chapter, we provide some speculative observations in the next section.
POWER, POLITICS, AND POLICY
The different theories we have outlined have markedly different implications not only for the consequences of inequality for the economy but also for the effectiveness and desirability of different policies.
POLICIES TO REDUCE INEQUALITY
Models focusing on competitive markets stress changes in the balance of supply and demand.95 These are important; particularly germane are the large structural changes in the economy: in some parts of the world the move from a rural agrarian economy to an urban industrial economy, and in more advanced countries, as they move from a manufacturing economy to a service and innovation economy.96 Changes in preferences, technology, and globalization have been central to these structural transformations.
But as we have emphasized here, equally if not more important are how these changes have affected competition, how they have given rise to rents and market power, and how the economic rules of the game—those governing, for instance, competition and labor relations—have changed. Thus, changes in technology, including transportation costs, might have led on their own to greater inequalities in competitive markets; but the inequalities may have been compounded by changes in corporate market power, changes that, in turn, were affected by both the changes in technology and policy changes; for example, the weakening of competition laws and their enforcement.
The different theories not only direct attention to different variables but provide different predictions as to the consequences of government interventions that attempt to improve the distribution of income and wealth. The competitive theories, for instance, imply that tax interventions to reduce inequalities may have adverse incentive effects—which may be so large as to undo the intended benefit. Moreover, short-run effects—focusing on changes in the distribution of factor incomes today, given the distribution of factor endowments—may be different from the long-run effects when the distribution of factor endowments changes. A long-run analysis needs to focus on the changes in economic structure and policy that change the balance between centrifugal and centripetal forces, leading to an equilibrium characterized by greater or lesser wealth inequality.
Critics of policies that might lead to greater equality often stress the possibility of these long-run adverse effects that undermine the positive short-run effects, making the measures counterproductive in the long turn. But this should be only the beginning of the analysis. For instance, a tax on capital, the proceeds of which are redistributed to workers, can lead to greater inequality because of adverse effects on capital accumulation. The question is, are there sets of policies, or policy “packages,”—for instance, a capital income tax the proceeds of which are used for investments in human capital and/or infrastructure—that reduce inequality and improve economic performance not just in the short run (when factor endowments are given) but also in the long run (when they change)? The answer is, under quite general conditions, yes.97 And this is especially so if there are other market failures, such as imperfect capital markets. The existence of competition does not mean that there are no other market failures that contribute to both economic inefficiency and inequality.98 Because of imperfect information, capital markets are inherently imperfect, and this will result in especially the poor investing too little in education. Egalitarian public education can, as a result, both reduce inequality and increase economic performance.
Well-designed tax and expenditure policies can have a direct effect on inequalities in opportunities and outcomes and their perpetuation (whether or not markets are competitive). Regressive taxes99—where those at the top pay a lower percentage of their income in taxation than those with lower income—clearly result in more inequality in after-tax disposable income. (The effects are obvious in the short run, but they can compound over time as the rich reinvest their higher disposable incomes.) By contrast, progressive expenditure policies—whereby the government finances, for instance, health care for all—can result in greater equality of well-being and, again, greater equalities in income and wealth over the long term.100
In the United States, there is evidence that safety net programs have helped to reduce poverty—mitigating inequality at the bottom (figure 1.14).


Figure 1.14 U.S. poverty levels with and without tax relief and government assistance programs, 1967–2015.
Source: Reprinted by permission, Peterson Institute for International Economics, “How to Fix Economic Inequality?” (https://www.piie.com/microsites/how-fix-economic-inequality), 2020.
Notes: Refers to market income poverty and supplemental poverty measure (post-tax-and-transfer). Based on Christopher Wimer, Liana Fox, Irv Garfinkel, Neeraj Kaushal, and Jane Waldfogel, “Trends in Poverty with an Anchored Supplemental Poverty Measure” (DP1416-13, Institute for Research on Poverty, Madison, WI, December 2013), as reported in Jason Furman, “Reducing Poverty: The Progress We Have Made and the Path Forward,” Center on Budget and Policy Priorities, January 17, 2017, Washington, DC.
Inheritance taxes and the structure of public education are, of course, two of the major determinants of inequalities in income and opportunity. Though good public education could play an important role in offsetting inherited inequalities, in practice, it often seems to reinforce them, especially in a country such as the United States, which are marked by extensive economic segregation and with locally provided education—where communities in which the poor live also provide poorer educational opportunities. If public education is to offset inherited advantages and disadvantages, there has to be a significant compensatory element—there has to be more spending on the poor than on the rich.
Many seeking to create a more equal society have focused their efforts on education. But though that will go some way toward improving matters, it will not suffice. Ironically, while public discussion has focused on equalizing opportunities through education—equalizing intergenerational transfers of human capital—in many countries, and especially the United States, there have been great efforts on the part of one party to increase inequalities in the intergenerational transfer of financial wealth through lowering (or briefly, for one year under the administration of President George W. Bush, eliminating) the inheritance tax. Not surprisingly, such policies result in the growth of inequality. More broadly, regressive taxation both enables and incentivizes those at the top to grow richer relative to those below (figure 1.15).101 While a host of policies can increase equality of income, wealth, and opportunity within a competitive framework, the possibility of doing so—and even further increasing efficiency and growth—is even greater in real-world economies marked by high levels of rents and exploitation. Curbing monopoly power gives a double dividend of eliminating a distortion and increasing equality. Tax increases at the top may in fact be salutary because they may discourage rent-seeking. There can even be a triple dividend: the reduced value of rent capital (the capitalized value of rents) induces more capital accumulation, increasing wages.


Figure 1.15 Average tax rate by pretax income group in the United States, 1950 and 2018.
Source: This figure is similar to one that appears in Peterson Institute for International Economics, “How to Fix Economic Inequality?,” which is based on the same data from Saez and Zucman, The Triumph of Injustice: How the Rich Dodge Taxes and How to Make Them Pay (New York: Norton, 2019), appendix tables C1, C8, and D1.
Notes: Tax rate includes all federal, state, and local taxes. Taxes are expressed as a fraction of pretax income. 0–10th percentile denotes the bottom 10 percent of the income distribution. Top 400 refers to the Forbes list of the 400 highest-earning Americans.
COMPLEXITY IN THE DESIGN OF EGALITARIAN POLICIES
Because the poor have different assets, policies that are seemingly neutral can have large distributive effects. The fraction of their income that is derived, on average, from labor is higher than that from capital, so that any policy with adverse effects on the return to labor relative to capital has adverse distributive consequences. Similarly, we noted that the rich disproportionately own assets that yield returns in the form of capital gains, so that the lowering of the capital gains tax was inequality-increasing. And to the extent that the capital gains arise from land or other fixed assets, the lower tax rate is de facto a lowering of taxes on rents—thus having no direct incentive effect but possibly an adverse effect in inducing lower capital accumulation (with high rent wealth substituting for capital.) So, too, monetary policies like quantity easing (QE), the effect of which is to increase the price of equities, increases wealth inequality, even if it might have some benefits in increasing employment. As Julia Ott in chapter 8 emphasizes in regard to capital gains tax policy, any policy that exacerbates wealth inequality also widens the racial wealth gap.
INTERACTIONS BETWEEN SOCIAL AND ECONOMIC INEQUALITIES
Earlier in this chapter we discussed how inequalities in access to justice and health care not only give rise to inequalities in well-being but also contribute directly to inequalities in income and wealth. Behavioral economists have called attention to how social interactions—especially excesses of inequality—may lead, for instance, to a lack of aspiration at the bottom and/or a sense of entitlement at the top and how these affect economic performance and the perpetuation of inequalities.
POLITICS AND ECONOMICS
Politics and economics are inextricably linked. We have emphasized the importance of the rules of the game and, more broadly, policy. But these—as well as the evolution of technology—should simultaneously be viewed as endogenous. The rules of the economic game are set through political processes.102 While rules matter even in competitive economies, the rules themselves affect the extent to which an economy is marked by exploitation and the importance of rents. We’ve already noted multiple examples: competition policy, policies aimed at reducing discrimination, and monetary policy.
Regulations could have prevented some of the worst instances of exploitation discussed earlier in this chapter. Sometimes the legal framework has exacerbated problems: America’s system of mass incarceration provides an obvious example. But there are many more subtle examples. The country’s 2005 bankruptcy law made it virtually impossible for students to discharge their debt, even when they go bankrupt, encouraging exploitation by for-profit universities. That same law made bankruptcy in general more difficult, encouraging predatory lending. Corporate governance laws provided CEOs with the freedom to construct “incentive” compensation schemes that directed an increasing fraction of corporate revenues toward top management—without leading to any commensurate improvement in corporate performance. Accounting laws and legislation enabled corporations to avoid meaningfully disclosing the full value of the benefits they were conferring on their executives.103 Laws weakening workers’ bargaining power or consumers’ ability to get redress from corporations that have exploited them through class action suit also contribute to inequality.
WEALTH INEQUALITY AND INEQUALITIES OF POWER
Perhaps the most important are inequalities in power, those that are exhibited in day-to-day interactions in every sphere of society, in the workplace, and in politics. Such inequalities undermine the nature of democratic politics and society. Large inequalities of economic power get translated—especially in a political system that allows money to matter as much as it does in the U.S. system—into inequalities in political power; and that means those with money have the ability to get the economic and political rules of the game written in their favor, perpetuating and exacerbating these economic, political, and power inequalities.104 Elsewhere I have shown that there may be multiple political and economic equilibria: one with a high level of inequality, generating rules that sustain that inequality; and another with a low level of inequality, giving rise to rules that sustain a more equalitarian society.105 It is even possible that there is ever-increasing inequality—as the rich get richer, they use their power to continually reset the rules to advantage themselves more.106
Most fundamentally, inequality may thus affect the nature of society and democratic politics. Elsewhere I have suggested that it is even hard for a system of checks and balances to work over the long run if inequality is too high: those at the top will prevail.107 On the other hand, there may be political forces that prevent this, at least in nominally democratic countries, provided that the influence of money in politics can be curtailed. Eventually, in one way or another, the voice of the vast majority, whose interests are not served by growing inequality, gets heard.

In this chapter, I’ve attempted to provide a concise summary of the major strands of thought that have affected our understanding of inequalities. There is a close connection between our understanding of the causes of inequality (say, in income and wealth) and that of its consequences and what can and should be done about it. The neoclassical theory, which argued that income differences are a result of differences in individuals’ societal contributions, suggested that individuals were getting their just deserts and that there would be a cost to reducing inequality. But when inequalities are attributed to a variety of market failures and distortions, reducing those factors would actually both improve economic efficiency and reduce inequality. Inequality arising out of discrimination and the abuse of market power are obvious examples. But so, too, are inequalities of opportunities arising out of lack of access to education; many children of the poor are never able to fully live up to their potential.
There is a multitude of policies that have contributed to the growth of inequality and a multiplicity of reforms that can help to reduce it. Our richer discussion of the sources of inequality, going beyond the competitive model, has identified a richer set of policies for reducing inequalities, including those associated was reducing the market power of corporations, increasing that of workers, and addressing a host of other “market failures.” In The Price of Inequality and People, Power, and Profits, I lay out the agenda more fully. Here I summarize with a brief taxonomy, building off the analysis of this chapter, and illustrate with a few examples. Inequality can be reduced either by reducing inequalities in market incomes (what is commonly called now “predistribution”) or by redistribution. Inequalities in market income are affected by inequalities in ownership of assets—for instance, by inheritances, which is itself affected by inheritance taxation, and the provision of public education (human capital)—and the relative returns to and property rights in different assets. Here we have emphasized the importance not only of demand and supply but of market power, the balance between the power of large corporations and that of workers. A host of rules and regulations—labor legislation, corporate governance, and competition laws—affect this balance. The conduct of monetary policy has an impact on the average level of unemployment and thus the bargaining power of workers. Tax and technology policy affects the factor bias of technological change.
Redistribution, in turn, can take multiple forms: progressive taxation or progressive expenditures. There is, of course, no neat separation: if the government pays higher salaries to its workers, that will drive up wages and increase the share of labor. What government spends money on affects the demand for workers of different skills.
Central to our analysis has been the thought that there is, at any moment in time, an equilibrium income and wealth distribution, in which centripetal and centrifugal forces are balanced. Regressive taxation acts as a centrifugal force, fattening tail-inequality, while more progressive taxation reduces income and wealth inequality at the top. Better public education acts as a centripetal force, pulling the economy toward greater equality, and inheritance taxation—if the proceeds are well invested in education and public goods, like infrastructure—can both help to prevent the creation of an inherited plutocracy and increase the wages of workers.
Perhaps the most important lesson of this chapter is that the level of inequality is not an inevitable feature of capitalism; rather, it is greatly affected by the rules of the game—by, of course, tax and expenditure policies (i.e., how progressive they are) but also by the legal and economic framework. The rules restrict, for instance, the ability of corporations to exploit consumers through market power and deceptive practices, workers through an imbalance of bargaining power, or, through corporate governance laws, the ability of corporate executives to extract more corporate income for themselves. Similarly, rules governing globalization and monetary policy affect the bargaining power of workers.
In this perspective, capitalism might even function better with rules that result in greater equality. As I have put it elsewhere, inequality is a choice.108 The problem is not with the economic system called “capitalism” but with the political system that sets the rules. But critics of capitalism might legitimately respond by claiming that capitalism is an economic and political system, and the economic inequalities to which it gives rise inevitably give rise to political inequalities, which results in rules favoring the capitalists.
During the past forty years, in the United States, the rules have been rewritten to favor those at the top—and this increase in inequality has been accompanied, perhaps not surprisingly, by a slowing of growth and (until the pandemic) the largest economic downturn since the Great Depression. The United States is paying a high price for its inequality: it is dividing society, undermining the country’s democracy, and weakening the economy.
NOTES
1. In this chapter, we provide some of the standard data supporting these conclusions. One of the big advances in the economics of inequality in the past decade is the increased availability of data, especially from administrative sources such as tax records. Much of the data cited here rely on four major sources: Luxembourg Income Study (LIS) Cross-National Data Center, https://www.lisdatacenter.org/; the world inequality database, https://wid.world/; the UN’s World Income Inequality Database, https://www.wider.unu.edu/project/wiid-world-income-inequality-database; and a Harvard database focusing on mobility, Opportunity Insights, https://opportunityinsights.org/. Some additional websites have assembled data on inequality in a useful and thoughtful way. See, for instance, Peterson Institute for International Economics, “How to Fix Economic Inequality? An Overview of Policies for the United States and Other High-Income Economies,” accessed March 29, 2022, https://www.piie.com/microsites/how-fix-economic-inequality; and CORE—Economics for a changing world, https://www.core-econ.org.
There is broad consensus that inequality has increased over the last couple of decades and that inequality—in both market income and after-tax and transfer income—is larger in the United States than other advanced countries. But there are some, especially on the right, who contend that inequality is less than these numbers suggest and has increased less. While this chapter makes no pretense of providing a comprehensive view of the data, and our theoretical models would still be relevant even if the increase in inequality were more limited than these data suggest, it still might be useful to review some of the points in contention.
Inequality in market income. Current estimates rely heavily on income tax data. There are, of course, reporting problems, perhaps especially significant at the very top and the very bottom. But the incomes of those at the bottom are sufficiently small that they have no affect on the overall picture. On the other hand, there are reasons to believe that there is significant underreporting at the top, partly because much of these individuals’ income is in the form of capital gains, and only realized capital gains are reported. Indeed, people have an incentive to realize losses and not gains, providing a further bias to the reported data. Critics note that changes in the tax law (particularly the 1986 bill) resulted in incentives for CEOs and other corporate executives to get more of their compensation in cash and less in shares and other forms of compensation that were not reflected well in income tax data. Accordingly, the subsequent increase in reported income at the top did not really reflect an increase in inequality.
But inequality at the top continued to grow in subsequent years. Not including capital gains, as Auten and Splinter effectively do in their analysis, is to leave out an important part of income. And because capital gains accrue disproportionately to the top, estimates based on such a construction of income may vastly underestimate inequality. See Gerald Auten and David Splinter, “Top 1 Percent Income Shares: Comparing Estimates Using Tax Data,” AEA Papers & Proceedings 109 (2019): 307–11. In particular, as our later analysis emphasizes, the value of a corporation can increase not just because of invested earnings but also because of an increase in market power (monopoly profits) or the value of its real estate holdings. For a further discussion of tax evasion and the measurement of inequality, see Annette Alstadsæter, Niels Johannesen, and Gabriel Zucman, “Tax Evasion and Inequality,” American Economic Review 109, no. 6 (2019): 2073–2103.
A second factor that has some bearing on the measured degree of inequality among households is that there have been changes in household formation (e.g., whether individuals marry), and these changes have affected differently those at various points in the income distribution. The adequacy of various procedures to account for these demographic changes seems to be a point of contention. In any case, however, this cannot account for the measured increase in inequality in the upper tail of the distribution. Nor does it provide any explanation of why lower-income individuals are less prone to be married; for many, it may be that they feel that they cannot afford to marry. The manifold consequences of income inequality may induce even greater inequalities in well-being.
Inequality in after-tax and transfer income. Here, one of the critical issues is the treatment of the large increases in payments under Medicare and Medicaid. When appropriate account is taken of the costs of providing medical services—except in one year, when there was an extension of drug benefits to Medicare recipients—real expenditures on health care have gone down. It is hard to see how decreases in real health care benefits can contribute to slowing the pace of increase in market income inequality.
Inequality in wealth. Here the fact that so much wealth at the top is held in off-shore trusts and assets (like paintings) that are hard to evaluate or even detect, suggests that wealth inequality may be much larger than the standard numbers indicate. See Gabriel Zucman, “The Missing Wealth of Nations: Are Europe and the U.S. Net Debtors or Net Creditors?” Quarterly Journal of Economics 128, no. 3 (2013): 1321–64; and Zucman, The Hidden Wealth of Nations (Chicago: University of Chicago Press, 2015).
Inequalities in well-being. Later in the chapter we discuss some of the inequalities in key factors affecting well-being, such as health. There are still others, such as insecurity. Many of these inequalities, to the extent that they can be measured, appear greater than inequalities in income and seem to have risen even more.
For further discussions, see the online appendix to Thomas Piketty, Emmanuel Saez, and Gabriel Zucman, “Distributional National Accounts: Methods and Estimates for the United States,” Quarterly Journal of Economics 133, no. 2 (2018): 553–609.
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Recasting the Evidence in a New Light



CHAPTER 2
Labor Market Segmentation and the Distribution of Income
Ellis Scharfenaker and Markus Schneider
In this chapter, we seek to demonstrate the empirical segmentation of labor markets by showing how the distribution of income in the United States can be characterized by a mixture of equilibrium frequency distributions with a finite number of components. Using internal Census Bureau data, we show that the stability of the functional form of the distribution of income as represented by distinct frequency distributions supports the hypothesis that labor markets are segmented, that each segment is characterized by unique institutions within the segment, and that the division between labor markets is maintained by broader institutional structures of inequality. We also demonstrate how the use of finite mixture models (FMMs) resolves identification issues that have led to the abandonment of labor market segmentation as a stylized fact. In this chapter, we outline the motivations for our approach and present new results that show its promise.
We propose a finite mixture distributional model as a way to reconcile economists’ traditional intuitions about the shape of the distribution of income, including segmentation, with physicists’ more recent findings that incomes appear roughly exponentially distributed up to relatively high levels. Following Schneider we show that an FMM consisting of an exponential component and a log-normal component fits the data better than either the exponential or the log-normal distributions alone.1 Schneider also showed that this mixture with a power-law tail performs on par with the commonly used generalized beta of the second kind (GB2) distribution used by Feng, Burkhauser, and Butler; Burkhauser, Feng, Jenkins, and Larrymore; and Jenkins.2 The use of an FMM permits an interpretation of the distribution of income as representing multiple labor market “segments” defined by distinct income-generating dynamics.3 Specifically, the changes in the parameter estimates provide novel insights about the segmentation of labor markets and evolution of the earnings distribution from 1975 to the present. The distinct components of the mixture model capture the idea of labor market segmentation more intuitively than do distributions like the GB2.
Our project adds to a growing recent literature using publicly available data from the Internal Revenue Service and the Current Population Survey (CPS) to estimate finite mixture models with distinctive components, yielding remarkably accurate fits of the observed frequencies.4 These models effectively identify the presence of at least two distinct and formally persistent “signals” in the U.S. distribution of income: a power-law distribution for high-income individuals and an exponential for the bulk of income earners.5 In addition, they compellingly argue that the observed stability in the number and type of components provides evidence for their salience toward understanding the underlying generating mechanisms. Schneider has suggested the possibility of an additional log-normal component in the mixture. Since this literature relies on publicly available data, a verification using the restricted-access data available through the U.S. Census Bureau constitutes an important contribution, not least of all because top-coding and binning procedures for the public-use data periodically change over time.6
In what follows, we provide a cursory overview of the literature, briefly outline the intuition behind the specific two-component mixture model, and discuss a variety of unresolved issues. We then present the results for the exponential/log-normal mixture based on internal census data for earnings from 1974 to 2016 and identify salient characteristics about each component, including the prevalence of part-time work in the exponential part of the income distribution.
BACKGROUND
Dagum contrasted two approaches to describing the observed frequency distributions of income: taking fitted distributions to represent a tractable expression of the processes conditioning individual incomes or simply fitting a shape to the observed distribution.7 Much recent work effectively rejects the proposition that there is a tractable connection between the best-fitting functional form of a distribution and the underlying mechanism that generated the data. Loosely speaking, regional, sectoral, and other variations among labor markets means that the distribution of income at the national level is best viewed as an amorphous amalgam of signals from each labor market. No salient shape that can be linked to an underlying dynamic should be expected. The counterpoint to this view is that these variations are small compared with the regulating logic of markets in a capitalist economy that is indifferent to specific market locality, and that it is this deeper underlying logic that produces a discoverable signature in market outcomes.
Current approaches emphasize the identification of the best-fitting general shapes for the observed distributions, paying little attention to what this may imply for economic theory. Explanatory parsimony is downplayed in favor of goodness of fit.8 Crucially, no attempts are made to theoretically justify the distribution based on proposed labor market features or to explore whether it can capture features like labor market segmentation.
The alternative approach seeks to understand well-fitting distributions as expressions of the underlying market processes that generate the observed data. Work following this approach seeks to establish analytical linkages between the distribution(s) it identifies and plausible economic behavior or functioning. Parsimony and the ability to inform economic theorization are the central principles of analysis.
The earliest contributions in this tradition date from the turn of the last century. Vilfredo Pareto devoted considerable effort to the construction of income and wealth frequency distributions for several countries, leading to his discovery at the very top of income ranges of the kind of “fat tail” distributions that today bear his name. Pareto postulated that this common distribution constituted a fundamental “social law” in capitalist economies. This work was furthered by Gibrat, who considered that the growth of enterprises followed geometric processes, which he associated with log-normal distributions for their size.9 Analogous multiplicative “laws of motion” were soon put forward for income-generating processes and linked to specific predictions concerning individual distributions of income. Kalecki pointed out that such a process could lead either to log-normal or to power-law distributions.10
Problems for this approach arose by the middle of the twentieth century, when Lydall showed that the observed distribution of income did not appear to be log-normal.11 More recent contributions grounded on this methodological approach have consistently uncovered evidence for power-law behavior among high incomes and rejected the proposition that incomes are log-normally distributed, but they failed to settle on a convincing fit for the bulk of the distribution.12
LABOR MARKET SEGMENTATION
Concurrently, economists developed ideas about labor market segmentation that, on the one hand, would suggest that the observed distribution of income pools observations from different processes, but, on the other hand, would also suggest that the number of processes is limited in number. Furthermore, each process is characterized by distinct features so that, under the assumption that markets are entropy-maximizing processes, each labor market segment should be assumed to produce a distinct stable distributional signature.13 It is unclear whether the failure to settle on a satisfactory fit of observed distribution of income in the twentieth century resulted from the fact that segmentation was not considered in the candidate models until much more recently.
This may have been because one version of labor market segmentation, the “dual labor market” theory of Reich, Gordon, and Edwards, offered a historically informed narrative for characterizing the qualitative differences between labor market processes governed by different informal and formal institutions.14 Specifically, Reich et al. describe a primary labor market bifurcated into subordinate and independent jobs and a secondary labor market composed of unstable low-wage jobs that require no particular attributes from the workers filling them.15
Others provided more formal models of segmentation but did not explore the implications for the stable shape of the observed distribution. Weitzman proposed a formal model based on wage stickiness and uncertainty about labor demand, which he suggests is consistent with Reich et al.16 The thrust of Weitzman’s model is that two employer strategies evolve to coexist in what he calls “sticky wage stochastic competitive equilibrium”: some employers offer higher wages to maintain a stable workforce, which works because they also commit to higher per-employee capital intensity in production, whereas other employers ensure against economic uncertainty through a strategy of low-wage/low-capital intensity in order to “thrust the burden of unstable business on a casual work force.”17
Importantly, Weitzman argues that the emergent pattern of segmentation is likely to be largely independent of any initial skill distribution, because any arbitrary sorting into one or the other kind of job can result in an employee being labeled in a way that proves self-reenforcing.18 This leaves open a mechanism for characteristics that are unrelated to actual productivity differences to become determinants of a worker’s employment trajectory. Economic stratification, for example, seems like an easily reconcilable feature of the kind of segmentation described by Weitzman, where implicit bias, previous wages, differential educational opportunities, and the like all serve as the kind of “self-fulfilling labeling system” that sorts female and minority workers into lower-wage, precarious employment.19 A somewhat different argument for a similarly racialized segmentation is given by Temin, who suggests that the United States is regressing toward a dual economy, as characterized by the Lewis model originally proposed to explain disparate sectors in developing countries.20 There are clear differences in this conception from the one offered by Weitzman’s model,21 though it is unclear to us whether these differences might not be reconcilable.
Schneider attributes the recent stagnation of this line of work to the failure to consider finite mixture models, which offer a systematic approach for testing the evidence in favor of segmentation without the presorting of observations.22 Osterman recognizes the identification problem resulting from sorting worker observations a priori, and Dickens and Lang directly address the sentiment that labor market segmentation is regarded as an untestable proposition.23 Unfortunately, empirical investigators in this literature apparently did not discover latent variable models, which can be understood as FMMs, as a way to resolve this identification problem.24
Our interpretation of labor market segmentation is that it implies a finite set of qualitatively different signals in the overall observed distribution of income from labor. That claim can be tested by looking at the fit—and especially the stability of fit over time—of finite mixture models that vary in the number and type of their constituent components.
STATISTICAL EQUILIBRIUM IN ECONOMICS
The abandonment of the idea that the observed distribution of incomes reveals key characteristics of the underlying generating mechanism and the failure to fully incorporate the implications of labor market segmentation into empirical investigations reflects, at least partly, a disciplinary limitation in how economists think about equilibrium. Their instinct is to think of prices as uniquely determined and thus any distribution of prices reflects only some underlying distribution of determinants (e.g., innate ability, human capital, preferences). It is exactly in this regard that Foley offers a novel deviation by showing what happens when the restriction that agents make only maximizing exchanges is relaxed to allow for all Pareto-improving exchanges.25 The result is that a statistical equilibrium distribution of prices—and horizontal inequality between identical agents—emerges as the result of an entropy-maximizing process. The empirical implication is that if we can identify the distribution consistent with this statistical equilibrium, it can help us characterize the specific features of the underlying market process as the constraints in an entropy-maximization program (MaxEnt). This is a statistical equilibrium approach to understanding observed distributional data.
In this regard, we follow the recent innovations by Schneider and Scharfenaker; Scharfenaker; Borzadaran, and Behdani; Scharfenaker and Yang; Scharfenaker and Semieniuk; Scharfenaker and Foley; and dos Santos, which draw on information theory and statistical mechanics to develop economically meaningful accounts of these inferred distributions.26 In reference to individual incomes, the observation of frequencies that are consistently well described by a specific functional distribution allows the use of the principle of maximum entropy to infer the aggregate, mathematical forms taken by the processes shaping those distributions. Those will be given by the aggregate constraints defining the statistical ensemble over which the observed distributions are entropy-maximizing, as argued by E. T. Jaynes.27 From this perspective, it is likely that distinct “signals” in the observed distribution of income reveal the existence of formally distinct modes of income appropriation in line with the theory of labor market segmentation.
The reverse implication of this approach is that any process that is consistent with the identified constraints in the MaxEnt program is a possible explanation for the data. That is, this approach allows us to demarcate between theories that have distinctly different distributional implications but not between theories that have the same distributional implications. Only additional information that leads us to favor the premises behind one position over the others could be used to demarcate between different explanations.
In the present chapter, we will show empirical evidence for the number and plausible type of distributional components, but we do not endeavor to discriminate which plausible explanation for labor market segmentation may be ruled out by these findings. More work needs to be done to answer this broader question with any satisfaction. As an illustration of how our model and findings might be interpreted, we offer the following speculative account, though we emphasize that we cannot rule out alternatives at this stage in our project. Both the narrative theory of Reich et al. and the model by Weitzman posit a labor market segment that matches workers to positions that fundamentally do not rely on the individual attributes of a given worker.28 These may be positions described as “low skill” (or, better, highly routinized) whereby workers filling them can be treated as homogeneous, not because they are but because their attributes and skills matter very little to getting the job done. Thus, a relatively constant average wage should prevail in this segment. As Weitzman makes clear, the key feature of this segment is that workers absorb all uncertainty, and thus pay fluctuates from one period to the next.29 As we will argue, this combination of relatively constant average wage and high earnings churn as the result of precarious employment (or at least hours) is consistent with an exponential distribution of earnings. By contrast, another labor market (itself perhaps bifurcated) does match employers and employees based on the individual worker’s work history. Here, the multiplicative combination of past experience (and pay) should give rise to either a log-normal or power-law distribution of wages.
We further posit that by looking at earnings, we are necessarily conflating the wage and the number of hours worked. However, workers in the latter segment are much more likely to hold full-time positions with an expectation of forty hours of work per week. Variations in hours is likely to be much less than variation in wages, and thus the distribution of incomes should be expected to largely reflect the distribution of wages. On the other hand, workers who fill positions that require simply a body are more likely to occupy jobs with less than full-time hours and have highly variable hours across the year (e.g., seasonal hires in retail, services, or agriculture). For this segment, variation in earnings is more likely to come from the hours worked than the wages paid. We speculate that it is this latter labor market segment that is captured by the apparent exponential distribution of low to moderate incomes discovered by physicists in the early 2000s.30 Rather than a conservation law of money (as the physicists in question postulated), we posit that the exponential reflects a relatively constant overall demand for basic labor with a lot of dynamic churn across sectors in a given year as to where exactly basic labor is required.
A simple preliminary test to see if this line of reasoning might prove salient is to see if the specific components in our mixture model are correlated with the appropriate worker type. We use the administrative variable that designates workers as “full-time” or “part-time” as a proxy for the relevant worker type, although Lewchuk and Bureau of Labor Statistics data on “contingent” workers referred to therein makes clear that not all precarious work is part-time.31 Finding the expected correlation between the exponential component in our mixture model between earnings of part-time workers does not prove our story right, but not finding such a correlation would indicate that our speculation is incorrect.
If it is indeed the case that part-time workers dominate the exponential component of the mixture, it also provides a link to the framing provided in the literature on stratification. That literature has shown that who performs basic labor in the economy—defined by low wages, no benefits, and variable hours below full-time—is gendered and racialized. Contrary to the popular belief that part-time jobs paying the minimum wage are filled predominantly by high schoolers getting their first work experience, they are much more likely to be filled by men and women of color past high school age. If the correlation between worker type holds, it will warrant further investigation whether the expected correlation with workers’ race and gender also holds, and this will reveal exactly who occupies each of the labor market segments. It also gives credence to the role of “labeling” mechanisms postulated by Weitzman, as well as offering a connection between segmentation and stratification.32
In this chapter, we show how an exponential/log-normal mixture provides a stable fit of the observed distribution of earnings, thus validating Schneider’s main findings, and then tests the correlation between worker type and mixture component to show that, indeed, part-time workers dominate the exponential component of the mixture.33 The further considerations put forth in the preceding paragraph present valuable directions for future research but are beyond the scope of the present chapter.
DATA
Following Schneider, we use CPS person-level earnings data from the Annual Social and Economic Supplement (ASEC, March supplement). The variable WSAL-VAL combines wage and salary income across multiple jobs but excludes self-employment income as well as nonlabor income.34 Because of availability issues, Schneider was limited to a series of public-use data from 1996 to 2007.35 Furthermore, the public-use data were subject to relatively low top-code limits, which were accounted for in the estimation by using the top-code limit as a censoring limit and the top-code flag as a count of censored observations.
The analysis in this chapter uses restricted-access CPS ASEC data gathered from the Federal Statistical Research Data Center (RDC). With this restricted-access data we can examine the WSAL-VAL variable from 1974 to 2016, which is also subject to a much higher (less restrictive) top-code limit. We still treat top-coded observations as censored and make the appropriate adjustment in our maximum likelihood estimations, but our robustness checks indicate that this has only a minor (and not economically meaningful) impact on the actual estimates.
There are several procedural changes to the CPS ASEC dataset during the study window,36 two of which deserve explicit mention. First, data collection changed from paper-and-pencil to computer-assisted around 1993. Along with this change, certain recording limits on income variables were adjusted; most relevantly for us, earnings up to $999,999 were now recorded. There were also expected adjustments to implement the 1990 census population controls in 1992 and further adjustments in 1994 to update the sample design. These changes appear to produce a notable “jump” in some estimates presented in this chapter (similar jumps are seen in Larrimore et al. and in Schneider).37 There was also a significant redesign of the CPS ASEC in 2014, but that does not appear to produce the kind of discontinuity that resulted from the changes in 1993.
Second, there is a large change in sample size in 2002. From 1975 to 2001, the CPS ASEC contained 60,000 to 87,000 raw observations; from 2002 to 2008, more than 100,000 observations were recorded before it slowly declined back to 87,000 by 2017. However, the March supplement weights used to match the CPS ASEC sample to the larger CPS and last census seem to successfully adjust for variations in sample sizes, such that estimates do not seem to fluctuate with sample size in any notable way because the sample weights, MARSUPWT, sufficiently ensure that samples remain representative of the population.38
MODEL
The basic idea of using a finite mixture model (FMM) is that the observed data pool random draws from several different underlying distributions.39 In our case, each underlying distribution that is a component of the mixture represents a different earnings-generating mechanism, whereby the difference could be one simply of scale or a more fundamental difference. By varying the component types being considered in addition to the number of mixture components, we can allow for heterogeneity both in terms of the number of segments and their underlying generating mechanisms. While this is an important part of the larger ongoing project, here we focus on one particular model specification that we believe captures key features of labor market segmentation.
Since we are looking at fundamentally one-dimensional data (earnings or income from labor), mixture models are relatively straightforward to estimate using maximum likelihood estimation (MLE).40 In general, we specify the total distribution of income as X where p[x] is a probability density function of X such that p[x]≥0 and ∫p[x]dx = 1. Assuming the distribution of income is generated by a K-component finite-mixture distribution, this implies X is a linear combination of K-component density functions each with a respective weight λk (with ), and each parameterized by a vector θk. The probability density assigned to making the observation xi is therefore given by
 (1)
This model defines a likelihood for the N observed incomes {xi}N conditional on the K-component mixture model:
 (2)
The discovery that an FMM provides a thorough and stable statistical description of the distribution of income shows that heterogeneity inherent in labor markets and allows us to obtain good estimates of the evolution of the parameters for each distributional form that we identify, as well as of their relative weights in the overall distribution. The result is that each labor market segment is endogenously determined by the data themselves (or that segment membership can be interpreted as an unobserved latent variable). The specific model we fit in this chapter is the two-component exponential/log-normal mixture model first applied to publicly available CPS data in Schneider, which focuses on segmentation among the bulk of earnings observations (low to moderately high earnings).41 A possible interpretation of the components is that they capture jobs in the secondary labor market and subordinate jobs in the primary labor market according to the definitions of these offered by Reich et al. and Osterman.42 This model takes the following four-parameter form:
 (3)
The use of finite mixture models thus allows for overlapping distributions without ad hoc sorting of workers into each proposed segment or with hard cut-off incomes, as is common in the existing literature.43 However, we do not allow for a power-law tail for earnings, and we make no attempt to test whether high earnings are better fit by a power-law or the log-normal in this chapter. Thus, this model excludes the possibility of accurately capturing independent jobs in the primary labor market.44 Without a rich set of observations from the right tail of the distribution, distinguishing between a power-law and log-normal tail can be statistically difficult.45 While we acknowledge that the exclusion of a power-law tail may understate inequality driven by top incomes through our estimates, our purpose in this chapter is to study the bulk and often-neglected lower end of the income distribution; dealing with the upper tail of the income distribution is part of our continuing work.
To test what type of worker falls into each component of the mixture, we can estimate the component weight, λ, as conditional on worker type. For the initial analysis presented here, we use an administrative dummy variable that codes all workers reporting that they typically work fewer than thirty-five hours per week as part-time (PT) and all workers who typically work thirty-five hours or more as full-time (FT) as our proxy for those more likely to be in precarious employment. The conditional expression of λ is simply
λ = β0 + β1
FT. (3)
The estimated propensity for a PT worker to be in the exponential component of the mixture is therefore given by  and that of a FT worker by . If PT workers indeed dominate the exponential component of the mixture, then we expect a negative and statistically significant estimate of β1.
RESULTS
For the sake of brevity, we do not present formal fit comparisons with other models in this chapter and instead concentrate on interpreting what the fit of the proposed mixture model given by equation (3) tells us.46 However, based on Schwarz’s Bayesian information criteria (BIC), the mixture model provides an overwhelmingly better fit of the earnings data than either the exponential or log-normal component alone. It also provides a better fit than the gamma distribution, which only very modestly improves on the fit of the exponential. The GB2 distribution does provide a slightly better fit of the data, which is largely attributable to its greater ability to fit a power-law tail, though, again, it is difficult to find any economically meaningful interpretation of this distribution.47
Figure 2.1 plots the evolution of the estimated model parameters and allows easy comparison to the results published in Schneider.48 While the magnitudes of the estimates differ somewhat, which we suspect largely reflects the differences in top-code limits between the public-use and restricted-access CPS data, overall they show very similar trends. Note that the parameter β is the inverse of the exponential scale parameter and is the mean of the exponential component of the mixture model. Both μ and β are adjusted for inflation using the CPI.

Figure 2.1 Parameter estimates for the exponential and log-normal components in the mixture.
Notes: The shaded region extends two standard errors above and below the line of point estimates, and the gray line shows the estimates published in M. P. A. Schneider, “Evidence for Multiple Labor Market Segments: An Entropic Analysis of US Earned Income, 1996–2007,” Journal of Income Distribution 22, no. 2 (2013): 60–98.
We now note a few trends in the parameter evolutions and provide some interpretation. The scale parameters of both components of the mixture, when adjusted for inflation, decline over the period 1975 to 2017. This is consistent with stagnant median incomes and slow growth in mean incomes. What our model adds is that mean and median incomes captured in the exponential component declined significantly after 1975 (see the top-right panel in figure 2.1). If, as we speculate, the exponential component is dominated by workers earning the minimum wage or near it, this makes sense, as the minimum wage persistently eroded in real value from its peak in 1968.
The decline in μ (bottom-left panel) is less precipitous and more steady, consistent with the log-normal component’s reflecting somewhat less precarious employment. The implication is still a declining real value of median income for this component. The rise in σ, the shape parameter of the log-normal component, indicates that inequality in that component increased considerably, as did the real mean income associated with it. Overall, these parameters indicate a falling behind of the labor market segment captured by the exponential component, in addition to growing disparity within the labor market segment captured by the log-normal component.
An unexpected result is that the weight of the exponential component is declining steadily over the entire period, although Schneider’s results show the same trend.49 This trend may reflect that part-time basic labor simply does not pay sufficiently well in real terms. Notable is that the growth in the labor force (estimated from the sum of the weights used in the analysis) offsets this decline until around 1990, so that the number of workers associated with the exponential component remained relatively constant from 1975 until 1990. After 1992, the number of workers in the exponential component declined from around thirty to twenty million because labor force growth slowed. (Note that the trend in λ shown in the top-left panel does not show a notable change around 1990–92.)
These trends can also be revealed by looking at the evolution of different average incomes based on the parameter estimates from our model. Figure 2.2 shows the evolution of the mean of the exponential component (estimated as $8,800 in 1975; all monetary estimates are given in 2016 dollars) versus the mode of the log-normal component, the median of the log-normal component, and the mean of the log-normal component ($31,700, $43,300, and $50,600 in 1975, respectively). What is clear is that the mode of the log-normal component follows a parallel trajectory to the mean of the exponential component and declines by 30 percent over the study period, while the mean of the log-normal component increases by just over 10 percent. The “vanishing middle class” is very apparent in these trends as increasing polarization between the exponential component and the bulk of earnings observations near the mode of the log-normal component, and the mean of the log-normal component that is being dragged upward by high-income earners.50 The volatile movement in the estimated mean of the exponential component tracks quite closely with increases in the federal minimum wage at the end of the 1970s and in 1981, 1991–92, and 1997–98 (when there was no downturn in the business cycle to obscure the relevance of minimum wage policy) and from 2008 to 2010.


Figure 2.2 Evolution of the mean of the exponential component compared with the evolution of the log-normal component’s mean, median, and mode (all indexed so their value in 1975 equals 100).
Figure 2.3 shows the fitted densities over inflation-adjusted incomes for 1974 and 2016. The declining weigh of the exponential component and left shift of the log-normal component’s mode implied by our parameter estimates are very clear.

Figure 2.3 Fitted earnings densities for 1974 and 2016 illustrating the evolution of the distribution of incomes based on the two-component mixture.
Notes: The thin dashed lines show the components for 1974 (weighted by λ), and the thin solid lines show the components for 2016.
CORRELATION WITH WORKER TYPE
The estimated population proportion of full-time workers fluctuates with the business cycle between 82.5 and 86.0 percent during the study period around a relatively constant average, while the weight of the exponential component overall appears to decline from 1974 to 2016, as discussed previously. Reestimating the model allowing λ to be conditional on worker type (PT or FT) leads to the results shown in figure 2.4. Our first finding is that income observations associated with PT workers are overwhelmingly likely to fall in the exponential component: their conditional λ is over 90 percent for the entire study period. However, the exponential weight for PT workers also steadily declines from 97 percent in 1974 to around 93 percent by 2016.


Figure 2.4 Exponential component weights conditional on worker type (scale for full-time workers given on right y-axis).
Interpreting the conditional weight of the exponential component as a propensity for a specific worker type to fall in the exponential component, we can interpret the estimation results as follows. The estimated parameter for β1 in equation (4) (the difference in the propensity to be in the exponential component between PT and FT workers) is negative and highly statistically significant for all years. It varies between −0.83 and −0.87, suggesting that the propensity for a FT worker to fall in the exponential component declines from around 11 percent in the 1970s to just under 6 percent by 2017 (see the dashed line in figure 2.4 read against the right-side y-axis).
The decline in the propensity of full-time workers’ earnings to be captured by the exponential component in the mixture is greater in absolute terms and much more dramatic in percentage terms compared with the modest decline in β0 in equation (4) over time. Hence, the relative propensity of a full-time worker’s earnings to be in the exponential component has decreased significantly over the study period, and this is likely driving the observed decline in λ in figure 2.1. The result is striking given that the mode (and mass) of the log-normal component shifted left toward lower incomes between 1974 and 2016, as illustrated in figure 2.3, yet the exponential component is almost entirely populated by earnings from individuals identified as part-time workers by 2016. Insofar as PT workers are more likely to be younger, people of color, and women, based on these results we would expect to find statistically significant correlations with λ and race, gender, and age in future work. These results further suggest, however, that more low-pay work is becoming “professionalized” in a way that changes the labor market dynamics, so that low earnings observations that used to be captured by the exponential component are now placed in the left mass of the log-normal component. More work needs to be done to better understand what changes in the nature of work are responsible for this shift.
It is important to emphasize that PT or FT worker status is simply a proxy for the relevant worker characteristics that we speculate are relevant (or, in fact, not relevant) in each segment. There is no sensitivity in these findings toward workers who hold precarious positions in which they are employed for more than thirty-five hours per week on average, for example. This warrants further investigation, which is part of our ongoing project, but these results indicate that our theoretical speculation about who is represented by each segment in our model is not obviously inconsistent with the data.
IMPLICATIONS FOR INEQUALITY
Economists study the distribution of income in order to provide a sound basis for public policy that aims to reduce harmful social and economic effects of inequality. Both earlier work on the dual-labor market and recent work on the dual structure of the U.S. economy suggests that single summary statistics of income inequality are insufficient for understanding the relationship between policy and programs and their distributional consequences.51
The benefit of a segmented labor market approach is the ability to identify not only distinct labor market segments but also a more detailed measure of inequality in the economy by examining the within and between inequalities of each component. In our analysis, we find two opposing effects in the overall measure of inequality. The exponential distribution has a constant Gini of 0.5, which is higher than the overall Gini for earnings, and the declining share of the exponential in the mixture thus suggests decreasing inequality. The leftward shift of the mode of the log-normal probably also reduces inequality at the lower end.
The steady increase in the shape parameter of the log-normal, which is driving the “fattening” of the log-normal component’s upper tail and rightward shift of that component’s mean, implies growing inequality within the log-normal component. The moving apart of the components’ means also implies increasing between-component inequality. Especially the pulling away of high earnings driving the rapid rise in the estimated shape parameter of the log-normal component appears consistent with the findings of Piketty, who shows the income share of the top earners as increasing dramatically after 1990.52 Together, these movements—declining inequality at the bottom and rising inequality driven by top earnings—is consistent with the trend from the late 1970s to the present reported in Schneider and Tavani.53

The search for the best functional fit for the observed distribution of income has often ignored fundamental differences in income-generating mechanisms across labor markets. The concept of a homogeneous labor market naturally leads to explanations of the variation in income as arising from individual characteristics. This conceptualization of a labor market process operating uniformly on all individuals leads to the modeling of the income distribution in a single encompassing functional form. The theory of labor market segmentation identifies qualitative differences between various labor market processes and has a natural interpretation in finite mixture models. In this chapter, we have demonstrated the usefulness of finite mixture modeling for analyzing a heterogeneous labor market incorporating the complexities of the various functional forms that arise from theoretical considerations reflecting differences in institutions, rules and policies, and power arrangements across labor markets.
Using restricted-access Census Bureau data, our initial results indicate that the exponential/log-normal mixture model provides a stable fit to the distribution of income for the period 1975–2017 and a rich update to the results published in Schneider.54 The parameter evolution over a much longer study window clarifies details of the changing distribution of income over the past four decades. Most notably, incomes captured by the log-normal component become more dispersed, while the exponential component’s relative contribution to the mixture appears to shrink.
We also find highly significant statistical evidence that the exponential component is strongly correlated with workers’ part-time status, supporting our prior belief that it represents the labor market for workers supplying basic labor and facing highly variable hours of work. The implications for earnings inequality of our estimates appear broadly consistent with others’ findings for this period.
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CHAPTER 3
The Cost of Gender Inequality
STRUCTURAL CHANGE AND THE LABOR SHARE OF INCOME
Stephanie Seguino and Elissa Braunstein
As emphasized throughout this book, markets are embedded in society and thereby reflect the institutions, structures, and policies that undergird them. Gender is an important vantage point from which to consider these dynamics. Global trends in gender equality over the last two decades have been contradictory. Gender gaps in educational attainment have narrowed substantially around the world, and women’s share of employment has risen in many countries. But gender job segregation has worsened, with women increasingly excluded from what may be called “good” jobs in the industrial sector.1 What factors have impeded women’s ability to parlay greater educational equality into employment equality? This chapter explores those issues and provides evidence that processes of structural change and global macroeconomic conditions that influence the level and structure of aggregate demand have played a role. It takes a global perspective to show how, despite differences in economic structure and levels of development, gender and class inequalities reinforce each other.
Modern processes of structural change and globalization policies, it would appear, have failed to produce sufficient high-quality jobs, with the result that women more than men are crowded into low-quality employment. This may be due to the impact of job scarcity, which heightens competition for good jobs and contributes to opportunity hoarding based on gender norms that privilege male access to prized economic assets. This trend is consistent with economic stratification processes whereby subordinate groups face exclusion from the most desirable material assets such as good jobs, a tendency that is exacerbated under conditions of economic scarcity or duress. We also find that that exclusion has a negative effect on the labor share of income. Our findings illustrate how nonclass systems of power and conflict interact with class to shape production and distribution. Gendered norms and hierarchies of the past get reconstituted within—rather than driven out by—markets. Gender job segregation and inequality thus contribute to class inequality.
THE ECONOMICS OF GENDERED LABOR MARKETS
To understand gender employment dynamics in developing countries in the context of globalization and structural change—in particular, how workers are allocated to various sectors—requires an analytical framework able to explore the determinants of intergroup inequality. A stratification framework offers this, linking processes of group and identity formation from sociology to economic perspectives on (collective) self-interested behavior motivated by material rewards.
Gender inequality results from systemic conditions that reproduce stratification over time and are embedded in institutions. The system is buttressed by social and psychological processes that construct gender roles in ways that economically advantage men as a group relative to women. An important mechanism by which gender stratification is reproduced is opportunity hoarding, whereby members of the dominant group monopolize valuable positions or resources. In the labor market, this may take the form of women’s exclusion from access to good jobs that offer conditions consistent with decent work. Exclusion (or opportunity hoarding) intensifies when high-quality jobs are in short supply, leading to rationing on the basis of social forces.2 Exclusion is facilitated by norms (rules about appropriate behavior) and stereotypes (generalizations about the behavior of group members) concerning the suitability of different types of work for men and women based on their gender roles.
Norms and stereotypes work to consolidate perceptions of group differences that justify exclusion. In the case of gender, for example, a widely held norm is that men are the primary breadwinners, whereas women are expected to perform the bulk of unpaid caring labor. Individuals tend to internalize norms under the threat of disapproval or other social consequences if they fail to conform to social expectations. Norms then create boundaries on behavior that can inhibit choices. They also shape the perceptions of those who control resources, such as employers. In the case of the norm (expectation) that women provide the bulk of caring labor, for example, women are less likely to be hired for jobs in skill- and capital-intensive industries that require on-the-job training due to employers’ fear of losing the sunk costs of their investments in training. Instead, women are seen as secondary wage earners, more appropriately suited to labor-intensive, low-skill, or high-turnover jobs. Mechanisms of gender stratification provide a foundation for dual or segmented labor markets, which allocate employment in ways that reflect and perpetuate prevailing gender hierarchies both within and outside labor markets.
DUAL LABOR MARKETS
Theories of dual or segmented labor markets help to explain gender stratification. Dual labor markets are composed of two technologically and institutionally distinct labor markets: the core and peripheral sectors.3 These differ by wage-setting mechanisms and conditions of work. Dual labor markets have a “glass wall”; institutional practices and social norms (such as noted earlier) make it difficult for women to move from the peripheral to the core sector.4
Jobs in the core sector are highly coveted. They are more likely to be in the formal sector of the economy, which pays higher wages, offers greater benefits and job security, and grants opportunities for job upgrading and better-regulated working conditions. Core-sector firms often have market power, which generates rents that can be shared with workers and, as a result, offer higher wages than those in the peripheral sector. Higher profitability also enables more investment, boosting productivity, which further increases the gap between workers in the core and peripheral sectors.5
In contrast, jobs in the peripheral labor market are more insecure, intermittent, and generally dead-end, with fewer opportunities for on-the-job training and upward mobility. Firms in the peripheral sector tend to have little market power and thin profit margins, which inhibits investments that raise productivity and wages. The peripheral labor market in developing countries is composed largely of informal service-sector jobs (more likely reflecting residual unemployment than remunerative work), as well as work in agriculture and small-scale, often informal, manufacturing.6
The availability of and thus access to good jobs in the core sector depends on the structure of an economy. While industrial policies can facilitate structural change, macroeconomic conditions and policies also help to determine the availability of jobs in the core sector, including the level of demand and a country’s trade and investment relations with the rest of the world.
In recent years, patterns of stalled industrialization or premature deindustrialization have been observed in a number of developing countries, thus limiting the growth of industrial-sector jobs.7 This suggests a relative downsizing of the core sector. Research also shows that opportunity hoarding worsens during times of economic hardship and insecurity.8 Consequently, competition for the fewer available jobs is likely to intensify, triggering the forces of stratification that influence job access. In well-paid jobs, such as in capital-intensive or information technology industries, opportunity hoarding may be facilitated by stereotypes portraying women as less technically adept than men and therefore less qualified for such positions.
Employers may also perpetuate stereotypes by “crowding” women into jobs such as in labor-intensive export manufacturing as a means of depressing women’s wages and lowering export prices. Indeed, the profit motive may induce firms to actively engage in segregating workers by race and gender, as a divided workforce would likely exhibit less solidarity and thus have weaker bargaining power.9 Moreover, in segregated labor markets, men are less likely to demand higher wages for fear of either losing their jobs or being relegated to peripheral labor markets that offer the lower wages and poor working conditions that women endure.10 Insofar as this dynamic is occurring, there are also likely to be negative effects on the labor share of income resulting from women’s exclusion from good jobs. This suggests that processes that contribute to gender inequality in employment may also exacerbate class inequality.
GENDER EMPLOYMENT TRENDS IN INCLUSION AND EXCLUSION
An important determinant of gender equality in employment is equality in education. Efforts over the past twenty-five years by national governments and international organizations to close the gender-based education gap have resulted in significant progress.11 Employment gaps have narrowed over the past two decades, although they remain significantly wider than educational gaps. Figure 3.1 displays a kernel density function12 that shows the distribution of developing countries according to the ratio of women’s to men’s employment-to-population rate (fifteen years and older), comparing 1991 and 2010. In developing countries,13 the mean ratio barely rose, from 57.1 percent in 1991 to 64.1 percent in 2010.


Figure 3.1 Distribution of women’s to men’s employment to population rates in the population age 15 years and older.
That women’s employment rates relative to men’s have been rising since 1991 is a positive sign in terms of gender equality. Various push-and-pull factors have contributed to this phenomenon. Women desire employment on its own merits and also because earning their own incomes outside the traditional family expands their choices in a wide variety of areas. However, women may also be “pushed” into employment as a result of the impact of global stagnation and unemployment on men’s earnings, economic crises, cuts in public provisioning, or simply the increasing commodification of daily life that accompanies globalization regardless of level of development. In these cases, women are said to engage in “distress” sales of labor to buttress family income as male earnings decline and/or financial pressures increase.
These contradictory forces can be observed in Figure 3.2, which plots changes in women’s employment rates relative to those of men over the period 1991 to 2014. In the majority of these countries, women’s relative employment rates rose at the same time that men’s employment rates fell (the upper-left quadrant), reflecting potentially conflictive gender equality in the sense that improvements for women may have been occurring in the context of declining job opportunities for men.


Figure 3.2 Changes in women’s/men’s employment rates versus men’s employment rates, 1991–2014 (percentage points).
Source: Authors’ calculations, based on ILO-modeled employment rates.
Notes: Employment rates refer to the proportion of the wage-earning population age 15 years and older. Changes are percentage point changes in three-year average values.
Given the push-and-pull factors driving women’s labor force participation, it is problematic that distress sales of labor might be playing a role in what superficially appears to be greater gender equality in employment. That is, women’s higher relative employment rates in a number of countries may be due not to job competition between women and men but, rather, to women taking on inferior jobs in order to maintain family incomes in response to men’s declining job opportunities and slow wage growth. This highlights the importance of achieving inclusive gender equality, in the sense of improvements for women not being at the expense of men. Increasing women’s employment participation without addressing demand-side constraints, or acknowledging the widespread failure of growth—when it occurs—to generate good jobs, will merely escalate labor market competition, ultimately to the detriment of both women and men.
INDUSTRY AND GOOD JOBS
Although women’s relative employment has been rising in most developing countries, their share of good jobs has been falling. That is, during the past twenty-five years of growing global integration, women have been increasingly excluded, compared with men, from prized jobs, even as their educational attainment and labor force participation have risen. We identify jobs in the industrial sector, as opposed to agricultural or services-sector employment, as a proxy for good jobs. This is because for developing countries, industrial work is less likely than agriculture or services to be informal work, or what the International Labour Organization (ILO) calls “vulnerable employment,” which refers either to work that is on one’s own account or contributing family work.14 Workers in vulnerable employment face greater economic risk; they are less likely to have formal work arrangements and access to social insurance while earning less income and facing more income volatility overall.15
Measures of decent work, as defined by the ILO, also provide a good basis for comparing the quality of employment in services and industry. Decent work is defined as work that is productive, has workplace protections, and offers social protection and prospects for individual development (such as skills upgrading). In the absence of an international data set on decent work opportunities by sector, a measure of relative job quality can be calculated using the ratio of labor productivity in the services sector to that in the industrial sector. The rationale for this comparison is that higher productivity measures are associated with greater remuneration and benefits.16 Seguino and Braunstein conducted a detailed analysis of services sector and industrial sector relative productivities and found that the median ratio of market services to industry productivities for all nondeveloped regions is close to 0.85, suggesting that average productivity is roughly 15 percent lower in the market services sector than the industrial sector.17
To the extent that these measures of relative productivity mirror relative wages, this outcome is in line with the predictions about how gender stratification manifests in dual labor markets: the better the job quality, the more likely it is that members of the dominant group will opportunity hoard and thus the less likely that members of the subordinate group—in this case, women—will have those jobs. Given that jobs in the industrial sector are more likely to be part of the core labor market (that is, formal jobs with associated benefits and protections) than jobs in the agricultural or market services sectors, we use women’s relative access to industrial jobs as a proxy for gender employment equality.
WOMEN’S EXCLUSION FROM GOOD JOBS
The availability of industrial-sector jobs has declined since the early 1990s. On average, industrial-sector employment as a percentage of total employment declined in all groups of countries (figure 3.3), a trend most pronounced in developed countries. Figure 3.4 shows the distribution of countries in 2013 according to women’s employment-to-population rate relative to men’s. The sample mean of that ratio fell from 61.8 percent in 1991 to 47.2 percent. The latter measure is referred to as “women’s relative concentration in industrial employment” for the remainder of the article, and it proxies for women’s relative access to good jobs.


Figure 3.3 Trends in industrial employment as a share of total employment, 1991–2014.
Source: Authors’ calculations, based on ILO-modeled employment rates.
Note: Values refer to the unweighted average by year for country group, which is consistent across years.


Figure 3.4 Distribution of developing countries by women’s to men’s economy-wide employment rates and shares of industrial-sector jobs, 2013.
Source: Authors’ calculations, based on ILO-modeled employment rates.
Note: Women’s relative concentration is calculated as a three-year average of the share of women employed in the industrial sector relative to men’s share.
As illustrated by figure 3.4, women’s relative concentration in industry is 47.2 percent, much lower (and more widely dispersed) on average than women’s relative employment participation overall (61.8). This phenomenon occurred in all developing country regions, with African countries showing the largest decline. Even in Asia, where industrialization and export-oriented manufacturing have been more substantial, a decline in women’s concentration in good jobs in the industrial sector can be observed despite the increase in their relative share of employment overall.
Taken together, these figures indicate that gender stratification in labor markets has worsened, with women increasingly excluded from good jobs and instead crowded into work that is less remunerative and secure. Thus, contradictory forces appear to be at work in developing country labor markets: women’s increasing relative share of paid jobs, but their growing exclusion from good jobs, suggest the crowding of women into poor-quality employment. This process has occurred in the context of the industrial sector’s weakening role as a generator of high-quality employment, manifested as deindustrialization in developed and middle-income economies and stalled industrialization or premature deindustrialization in developing countries.18
The decline in women’s relative concentration also may be due to the changing structure of the industrial sector itself, coupled with relatively rigid gender-differentiated employment in that sector. As countries upgrade to more skill- or capital-intensive production and away from labor-intensive production, it has been found that in the manufacturing sector, a process of defeminization of employment has been occurring since the mid-1980s.19
There are several reasons that this may be occurring. First, low wages are not an important cost factor in capital-intensive industries, reducing the incentive for employers to hire women workers. Second, insofar as firms make significant investments in human capital to complement physical capital upgrading, employers may make hiring decisions on the basis of stereotypes about women’s and men’s roles in performing unpaid labor and therefore their long-term attachment to the labor force (with the assumption that women are more likely to have work interruptions due to their disproportionate care burdens). Finally, men may resist women’s employment in such jobs, seeing them as of lower status and therefore lowering the perception of job quality.
GENDER-BASED EXCLUSION IN THE CONTEXT OF STRUCTURAL CHANGE, GLOBALIZATION, AND GROWTH
We developed an empirical model to better understand the determinants of job competition and exclusion from industrial-sector employment based on gender, focusing primarily on developing countries, using women’s relative concentration in industrial-sector jobs as the dependent variable. Specifically, we assess the effect of stratification in the context of four sets of structural factors: (i) structural transformation and the inclusiveness of technological change, (ii) the structural and policy consequences of hyperglobalization, (iii) overall growth, and (iv) changing conditions on the supply side of the labor market.
Industrial employment as a percentage of total employment and total value added as a share of GDP capture the effect of structural transformation. Increases in either represent productivity-enhancing structural changes that are a key source of catch-up development.20 Their effects on employment are, however, contradictory, and therefore they need to be assessed independently of each other. Specifically, while the growth of industrial value added suggests increased availability of good jobs, the consequent employment generated may be insufficient to move much of the labor force into higher-productivity (and higher-paid) work. Given the stratification dynamics discussed earlier, this sort of employment failure would be expected to affect women more than men.
The capital-labor ratio is used as a proxy for technological sophistication; an increase represents a shift toward more capital-intensive production. As noted, a number of studies have linked defeminization of employment in manufacturing in recent decades to processes of technological upgrading, even more so than changes in trade. Given that the model controls for women’s education relative to that of men (to be discussed under labor supply),21 a negative association between capital intensity and women’s relative concentration in industrial employment would suggest a gender employment asymmetry associated with technological change.
Global integration is measured by the shares of trade and foreign director investment (FDI) in GDP. Most econometric studies measure trade by exports plus imports as a share of GDP, but due to the increasing import content of exports among developing countries, such measures can be misleading. What seems to matter more for growth and employment is the value-added aspect of trade. Therefore, we use the share of net exports of manufactures in GDP as a proxy. The traditional association between exports of manufactures and the feminization of industrial employment, at least when the former is more labor-intensive, is often cited as a benefit of export-led growth strategies. Similarly, to the extent that FDI is linked with exporting labor-intensive manufactures, or more industrial activity overall, it could expand women’s relative access to industrial employment.
Although trade and FDI quantify the extent of an economy’s global integration, they are not proxies for trade policy, as a variety of trade policies can coexist with high levels of trade or FDI. Trade policy stance is therefore measured by applied tariffs weighted by the share of product imports, with higher values indicative of less trade liberalization.
Fiscal policy stance, measured as the share of government consumption in GDP, is included to understand how public spending affects gender equality in employment. In many developed countries, the public sector is a significant source of employment for women, though much of it occurs in the services sector.22 If public spending is associated with more industrial-sector activity, perhaps as a result of implementing industrial policy or crowding in private industrial investment more generally, or an easing of women’s unpaid labor burdens through the provision of social or physical infrastructure, fiscal policy may promote women’s relative access to good jobs.
Per capita GDP growth is included on the assumption that stronger growth should ease job competition, with more women accessing higher-quality jobs in industry. The effects of growth, however, depend on its structure and the distribution of its benefits. “Jobless growth,” a challenge associated with recent growth trajectories for both developed and developing countries, implies that growth may not alleviate gender-based job competition.
The last set of variables are labor supply controls. Given that industrial-sector jobs tend to be more skill-intensive than other types of work, the model controls for gender differences in education, measured as the ratio of women’s to men’s gross secondary school enrollment rates. An increase in this ratio is expected to promote women’s relative concentration in industrial-sector employment. Further, women’s relative concentration in industrial-sector jobs will be affected by relative labor supply, and we therefore control for the ratio of female to male labor force participation rates for those age fifteen and over. A rise in that ratio signals an increase in the relative supply of women’s labor, with potentially positive effects on employment concentration in industry.
The fixed-effects model was estimated using a panel data set that spans the period 1991 to 2014.23
Table 3.1 presents the results of the analysis for developing and developed countries separately, as a number of the results differ significantly for the two groups. If one focuses primarily on results of developing countries, coefficient estimates can be interpreted as the percentage change in women’s relative concentration in industrial employment as a result of a one percent increase in the independent variable in question (because they are measured in natural logs). There are two exceptions: coefficients on per-capita GDP growth and net manufacturing exports as a share of GDP give the percentage change in women’s relative concentration in industrial employment as a result of a one percentage point increase in either variable.
Table 3.1 Determinants of women’s relative access to “good” jobs, developing and developed countries
	  	Dependent variable: Women’s relative concentration in industrial employment  
	Developing (1)  	Developed (2)  	Developing (3)  	Developed (4)  	Developing (5)  	Developed (6)  
	Industrial emp./total emp. 
	0.350* 
	−0.148 
	0.350* 
	−0.166 
	0.372** 
	−0.012 

	  	(0.180) 
	(0.171) 
	(0.180) 
	(0.168) 
	(0.164) 
	(0.127) 

	Industry value-added/GDP 
	0.099 
	0.217 
	0.101 
	0.229 
	  	  
	  	(0.138) 
	(0.143) 
	(0.133) 
	(0.138) 
	  	  
	Capital-labor ratio 
	−0.283** 
	−0.198*** 
	−0.284** 
	−0.200*** 
	−0.297*** 
	−0.218*** 

	  	(0.110) 
	(0.063) 
	(0.111) 
	(0.063) 
	(0.098) 
	(0.064) 

	Net manufacturing exports/GDP 
	0.006* 
	−0.001 
	0.006* 
	−0.001 
	0.0067** 
	−0.001 

	  	(0.003) 
	(0.002) 
	(0.003) 
	(0.002) 
	(0.003) 
	(0.002) 

	Inward FDI/GDP 
	−0.001 
	0.0035 
	−0.001 
	0.006 
	−0.003 
	0.005 

	  	(0.024) 
	(0.005) 
	(0.025) 
	(0.004) 
	(0.024) 
	(0.005) 

	Weighted tariff 
	0.062** 
	0.087*** 
	0.062** 
	0.087*** 
	0.064** 
	0.081*** 

	  	(0.028) 
	(0.018) 
	(0.029) 
	(0.018) 
	(0.028) 
	(0.019) 

	Government consumption/GDP 
	0.156* 
	0.046 
	0.153* 
	0.003 
	0.144* 
	−0.051 

	  	(0.080) 
	(0.115) 
	(0.079) 
	(0.101) 
	(0.079) 
	(0.084) 

	Per capita GDP growth 
	0.0003 
	0.003 
	  	  	  	  
	  	(0.003) 
	(0.002) 
	  	  	  	  
	Female/male labor force participation 
	−0.468 
	−0.952** 
	−0.468 
	−0.984** 
	−0.437 
	−0.947** 

	  	(0.334) 
	(0.404) 
	(0.333) 
	(0.401) 
	(0.335) 
	(0.351) 

	Female/male secondary school enrollment 
	0.191 
	0.387** 
	0.190 
	0.395** 
	0.200 
	0.379** 

	  	(0.295) 
	(0.185) 
	(0.293) 
	(0.189) 
	(0.268) 
	(0.176) 

	Observations 
	437 
	599 
	437 
	602 
	443 
	653 

	 R-squared
	0.267 
	0.728 
	0.267 
	0.728 
	0.277 
	0.742 

	 F-stat
	8.41 
	66.24 
	9.35 
	54.51 
	9.16 
	56.84 

	Number of countries 
	61 
	33 
	61 
	33 
	62 
	34 


Notes: All variables except for net exports of manufactures as a share of GDP and per-capita GDP growth are measured in logs. All regressions are based on annual observations for the period 1991−2014 and include country fixed effects; constants are not reported. Robust standard errors, all of which are clustered by country, are shown in parentheses. Including time dummies for the Asian financial crisis and the most recent global financial crisis of 2008–9 does not affect the results. Further details on data are provided in the appendix. FDI = foreign direct investment. Statistical significance is indicated as follows: *10 percent; ** 5 percent; *** 1 percent.
Industrial employment—as opposed to industrial value-added—has a statistically significant positive effect on women’s relative concentration in industrial employment in developing countries. The negative capital-labor ratio coefficient confirms that increases in capital intensity (and, by extension, improvements in average job quality) are associated with relative employment losses for women in industry in both developing and developed countries.
Estimates indicate that FDI is not important in influencing women’s relative access to good jobs. On the other hand, the extent of trade, as measured by net exports of manufactures, is positive and statistically and economically significant for developing countries. This is in line with the trade-related links between export-oriented manufacturing and women’s employment. Other measures of trade (total trade, or taking imports and exports separately) are not correlated with significant changes in women’s relative access to industrial employment. What seems to be more important is the extent of domestic value-added in trade in manufactures. This casts doubt on the popularity of using participation in global value chains (GVCs) as a proxy for successful globalization, or simply targeting women’s involvement in GVCs as evidence of their greater inclusiveness in the benefits of trade.
Weighted tariffs have a robust positive effect on women’s relative concentration in industry. That less trade liberalization seems to be associated with employment gains for women is not the same as saying trade per se is not good for inclusive development. The extent of trade or global integration is distinct from the policy environment that manages it. Less trade liberalization, especially in developing countries, may in fact promote the expansion of domestic manufacturing and thereby women’s industrial employment. In contrast, unfettered import competition can compromise local manufacturing and the job opportunities that go with it, with negative consequences for gender equality.
The results also show that in developing countries, a stronger fiscal policy stance is associated with a higher share of women’s employment in industry relative to men’s. Economic growth is not an economically important factor in determining women’s relative access to high-quality employment, based on its record over the past couple of decades. This result indicates that the failure of growth to produce sufficient employment is also a failure for gender equality, and it confirms that simply targeting growth in the current global/macro context will not, on its own, bring about inclusive development.
With regard to labor supply variables, women’s relative secondary school enrollment rates result in their higher relative concentration in the skilled work associated with industrial-sector jobs. The relationship is significant only for developed countries, however. In contrast, the higher the ratio of women’s to men’s labor force participation rates, the lower is women’s relative concentration in industrial-sector employment. This result is consistent with the segregation and crowding hypotheses discussed earlier: as women’s participation in the labor force increases, they tend to be crowded into services-sector employment because their access to industrial-sector jobs is blocked. This finding highlights the problem of exclusively supply-side-oriented calls for increasing women’s labor force participation as a source of both growth and inclusivity. Increasing women’s labor force participation on its own—without complementary policies that extend and structure aggregate demand in ways that spark the growth of good jobs—tends to compromise women’s relative access to quality employment.
In sum, the economically largest factors explaining women’s relative concentration in industrial employment are those relating to structural change and technology. The increasing capital intensity of production is found to be particularly problematic for women, after controlling for gender differences in education. An increase in employment opportunities in the industrial sector (as opposed to industrial value-added) offers a gender-inclusive alternative but requires a sustainable expansion of demand for industrial goods.
Further, higher net exports of manufactures improve industrial job prospects for women, as do public policies that provide some protection against import competition. An expansive fiscal policy also contributes to inclusion by increasing labor demand in ways that reduce job competition, thereby increasing women’s industrial employment, but not at the expense of men’s. Increasing women’s labor force participation without supportive demand-side policies and structures to productively absorb these new market entrants tends to worsen gender segregation and encourages the crowding of women into low-value-added, informal services-sector activities.
GENDERED EXCLUSION AND THE LABOR SHARE OF INCOME
An important question is, does job segregation by gender have a negative impact on all workers, as reflected in the labor share of income? A number of studies point to the negative impact of globalization and financialization on the labor share of income. The question of how job segregation by gender—or its obverse, job integration by gender—affects the functional distribution of income, however, has received little attention in the inequality, growth, and development literature.
Given global evidence of gender wage gaps, an increase in women’s share of employment in a sector may depress average wages in that sector.24 This suggests that men may benefit from job segregation that excludes women from better-paid, male-dominated sectors, providing an economic incentive for occupational hoarding. Job segregation by gender, however, can also influence labor’s bargaining power overall. Previous research has underscored that labor market segmentation has been a strategy used by employers to divide workers, hold down wages, and raise profits, though that work emphasized job segregation by race.25
In the context of gender, poor working conditions and remuneration associated with women’s jobs in the peripheral sector may demonstrate to men the “cost” of job loss if they lose their privileged positions in the core sector. This effectively weakens their fallback positions and bargaining power in the industrial sector, depressing wages and making it difficult for workers to capture the benefits of any increase in productivity growth. These dynamics can exert downward pressure on the labor share of income even though some subgroups of workers maintain privileged positions relative to others.
We tested this latter proposition for developing countries over the period 1991−2014, using the approach adopted in the few studies that econometrically evaluate the determinants of the labor share of income for developing countries.26 Control variables include the set used in the previous analysis to measure structural transformation and the gender inclusivity of increasing capital intensity, as well as those used to measure the structural and policy consequences of globalization. Real interest rates are a standard in most specifications and reflect the ability or willingness of governments to maintain low interest rates in the context of the liberalization of global capital flows. We added women’s relative concentration in industrial employment as an explanatory variable and the ratio of women’s to men’s labor force participation rates to control for the potential wage effects of the changing structure of the labor force as women enter the labor market.
Table 3.2 presents results of two specifications: fixed effects in column 1 and two-stage least-squares (2SLS, also run with fixed effects) in column 2. The latter specification accounts for the endogeneity of women’s relative concentration in industrial employment.27 We focus our discussion on the relationship between gender equality in the labor market and the labor share, using results in column 2 as a basis for discussion.
Table 3.2 Determinants of labor share of income
	  	Dependent variable: Labor share of income  
	Fixed effects (1)  	Two-stage least squares (2)  
	Women’s relative concentration in industrial employment 
	0.080** 
	0.137** 

	  	(0.037) 
	(0.055) 

	Female/male labor force participation 
	−0.154 
	−0.091 

	  	(0.100) 
	(0.107) 

	Industrial emp./total emp. 
	−0.021 
	0.042 

	  	(0.051) 
	(0.052) 

	Industrial value-added/GDP 
	−0.183* 
	−0.258*** 

	  	(0.092) 
	(0.086) 

	Capital-labor ratio 
	0.033 
	0.071 

	  	(0.064) 
	(0.066) 

	Trade/GDP 
	−0.037 
	−0.004 

	  	(0.024) 
	(0.004) 

	Inward FDI/GDP 
	−0.005 
	−0.025 

	  	(0.004) 
	(0.024) 

	Weighted tariffs 
	0.036** 
	0.039** 

	  	(0.016) 
	(0.016) 

	Government consumption/GDP 
	0.157*** 
	0.173*** 

	  	(0.055) 
	(0.058) 

	Real interest rates 
	0.0003 
	0.0002 

	  	(0.001) 
	(0.001) 

	Observations 
	469 
	421 

	 R-squared
	0.446 
	0.481 

	 F-stat
	4.9 
	4.7 

	 F-stat for excluded instruments
	  	95.07 

	 P value, Hansen J
	  	0.280 

	Number of countries 
	48 
	48 


Notes: All variables except for real interest rates are measured in logs. FDI = foreign direct investment. Statistical significance is indicated as follows: *10 percent; ** 5 percent; *** 1 percent.
Women’s relative industrial concentration (that is, increased job integration in the industrial sector) has a positive and statistically significant effect on the labor share of income. Thus, efforts to improve women’s access to high-quality jobs in the industrial sector (and, by extension, reduce their crowding into lower-quality jobs) can be a win-win for both women and men. It can thereby reduce gender conflict as women’s relative employment rises. To gain a sense of magnitude, and using the estimates in column 2, between 1991 and 2013, the sample mean of women’s relative concentration decreased from 67.2 to 48.4 percent, which was associated with a 3.8 percent decline in the labor share. Considering that the sample mean of the labor share of income declined by about 4 percent between the early 1990s and the late 2010s, the potential impact of changes in women’s relative share of industrial employment was economically very significant by comparison.
Interestingly, the female-to-male (F/M) labor force participation ratio (which increased by about seven percentage points between 1991 and 2010) was associated with a decline in the labor share of about one percent. So while there is weak evidence of a negative association between women’s increasing entry into the labor market and the labor share, when that entry is associated with good jobs, there is a net positive effect on the labor share of income. In sum, this analysis indicates that occupational hoarding by gender—as reflected in women’s exclusion from industrial-sector jobs and their crowding into lower-quality jobs—has a significant negative impact on the labor share of income. This class dynamic is gender-cooperative, in that what is good for women workers is also good for labor overall, including men.

This chapter illustrates how gender exclusion in the current global era follows prevailing social norms and economic structures. In many countries, women’s employment participation is increasing as that of men declines, and what appears to be more gender equality is partly due to men’s loss of employment. Because the current era of growth and globalization has failed to produce sufficient high-quality jobs, women have been increasingly integrated into the labor market only on inferior terms, with gender still one of the ways that economic opportunity and security are rationed. This worsens overall inequality by lowering labor’s share of income, with negative consequences for aggregate demand and, ultimately, growth.
This connection reveals how inequality can breed more inequality and that it is endogenous to economic systems. The expanding reach of markets, increasing global integration, and the structural changes that have accompanied them have worsened conditions for labor. And gender has become an unfortunate aspect of how inequality manifests and persists. The employment losses associated with structural and technological change have been especially costly for women’s access to the higher-quality jobs associated with industrial-sector work in developing countries.
As emphasized throughout this volume, policy can play a major role in reversing this development. On its own, growth has not done much to improve gender inclusion in employment, partly because of its failure to generate sufficient employment overall. On the question of trade, more is not necessarily better. What matters is the extent of domestic value-added, at least in manufacturing. Trade policy stances involving less liberalization of imports appear to support women’s relative access to industrial work in ways that preserve men’s access to employment as well, suggesting that managing trade can improve the gender inclusivity of development.
Combating gender stereotypes and otherwise fostering and facilitating women’s access to core-sector employment, especially through social infrastructure investments that better enable women to combine paid work and their responsibilities for care, are important interventions to consider. Pairing such efforts with demand-side interventions, including through more expansive fiscal stances, can increase the demand for labor and make growth more gender-inclusive. This would also improve economic prospects for men. Policy can attenuate how markets reflect and reconstitute existing hierarchies, with more equitable outcomes in terms of gender and class.
APPENDIX
COUNTRY GROUPS
Developing countries: Algeria, Argentina, Bangladesh, Benin, Bolivia, Botswana, Brazil, Burkina Faso, Cambodia, Chile, China, Colombia, Costa Rica, Dominican Republic, Ecuador, Egypt, El Salvador, Ethiopia, Ghana, Guatemala, Honduras, India, Indonesia, Jamaica, Jordan, Kenya, Korea, Kuwait, Madagascar, Malawi, Mali, Mauritius, Mexico, Mongolia, Morocco, Namibia, Nepal, Nicaragua, Niger, Pakistan, Panama, Paraguay, Peru, Philippines, Qatar, Rwanda, Saudi Arabia, Senegal, South Africa, Sri Lanka, Sudan, Syria, Thailand, Togo, Trinidad and Tobago, Turkey, Uganda, Uruguay, Venezuela.
Developed countries: Australia, Austria, Belgium, Bulgaria, Canada Switzerland, Cyprus, Czech Republic, Germany, Denmark, Spain, Estonia, Finland, France, United Kingdom, Greece, Croatia, Hungary, Ireland, Italy, Japan, Lithuania, Latvia, Netherlands, Norway, New Zealand, Poland, Portugal, Romania, Slovak Republic, Slovenia, Sweden, United States.
Table 3.3 Data descriptions and sources
	Variable  	Explanation  	Source  
	Relative women’s/men’s industrial emp.  	Women’s relative concentration in industrial employment, which equals (women’s industrial employment/women’s total employment) / (men’s industrial employment/men’s total employment)  	Calculations based on WDI database and ILO modeled estimates.  
	Industrial emp./total emp.  	Industrial employment as a share of total employment (percentage)  	Calculation based on WDI database  
	Industry value-added/GDP  	Industry value-added as a share of GDP (percentage)  	WDI database  
	Capital-labor ratio  	Capital stock at constant 2011 national prices (in 2011 dollars) divided by total employment  	Calculated based on Penn World Tables 9.0  
	Per-capita GDP growth  	Annual per-capita GDP growth based on real local currency (percentage)  	WDI database  
	Net manufacturing exports/GDP  	Manufacturing exports less manufacturing imports as a share of GDP (percentage)  	Calculation based on UN Comtrade and WDI databases.  
	Trade/GDP  	Exports plus imports as a share of GDP  	Calculation based on UN Comtrade and WDI databases.  
	Weighted tariff  	Weighted mean of applied tariff rate, all products (percentage), taken at the two-digit HS level  	Calculated based on the UNCTAD Trade Analysis Information System (TRAINS) database  
	Inward FDI/GDP  	Net FDI inflows as a share of GDP (percentage)  	WDI database  
	Government consumption/GDP  	General government final consumption expenditure as a share of GDP (percentage)  	WDI database  
	F/M labor force participation  	Ratio of women’s to men’s labor force participation rates, in the population aged 15–64 years (percentage)  	Calculation based on WDI database and modeled ILO estimates  
	F/M secondary school enrollment  	Ratio of women’s to men’s gross secondary school enrollment rates (percentage)  	Calculation based on WDI database  
	Labor share of income  	Share of labor compensation, including estimates for the self-employed, in national income  	Penn World Tables 9.0  
	Real interest rate  	Real interest rate (percentage)  	WDI database  

Note: FDI = foreign direct investment; WDI = World Bank world development indicators.
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CHAPTER 4
The Postwar Trajectory of the U.S. Labor Share
STRUCTURAL CHANGE AND SECULAR STAGNATION
Jose Barrales-Ruiz, Ivan Mendieta-Muñoz, Codrina Rada, Ansel Schiavone, and Rudiger L. von Arnim
This chapter makes a simple argument: high inequality and structural change are important and interrelated factors in economic stagnation throughout the neoliberal era. The link from inequality to stagnation is often seen in the crucial role of wages in funding consumption demand. In contrast to this view, we consider three mechanisms: first, suppression of wages following institutional change in labor markets has had a deleterious effect on productivity growth; second, employment shifts to low-wage activities undermine bargaining and productivity growth; and third, failures in macroeconomic policy making have exacerbated these trends.1 In combination, these trends imply a decoupling of real wages from labor productivity growth. We discuss these issues in the context of theory, which is informed and complemented by empirics on the post–World War II trajectory of the United States.
In all of those mechanisms, the labor share of income takes center stage. It is the portion of total income that individuals receive in exchange for work. It is also conceptually equivalent to the ratio of real wage to labor productivity, and as such provides a key entry point for debates about the relationship between earned income and technology. By any measure, the labor share of income has been declining since roughly 1980, and this trend accelerated after 2000. Hence, by any measure, the growth of average real wages significantly lags behind the growth of average labor productivity. At the same time, this rate of labor productivity growth has also decreased: if there is a robot revolution, it yet has to manifest in aggregate productivity statistics.
Indeed, the slowdown in labor productivity precedes the Great Recession by more than a decade, and runaway technological improvements are definitely not the cause of the decline in the labor share. Concurrently, the economy is undergoing deindustrialization at a rapid clip. The share of employment in manufacturing has declined precipitously since at least 1980, a trend that accelerated after 2000. The labor force is absorbed in service sectors, where wages and productivity tend to be lower. These trends are strong enough to fuel debate on reemerging dualism. Further, each of the last three recoveries have been termed “jobless.” Apparently, macroeconomic policy—monetary, long unconventional but ineffective, but also fiscal policy for the purpose of stabilization, and public expenditures targeting all of the physical and socioeconomic infrastructure for the long run—has been unable to generate sufficient growth, employment, or inflation.2
In combination, these phenomena circumscribe the dilemmas and bottlenecks in this polarized society: the specter of secular stagnation haunts the halls of power (and the ivory tower). In this chapter, we will make an attempt to connect some of the dots. Ultimately, the goal is to foster new discussions on how we got into this trap and how to escape again. The argument builds on two distinct theories.
INTRODUCTORY REMARKS ON THEORIES OF CYCLICAL GROWTH AND DUALISM
The first batch of literature builds on Richard M. Goodwin’s theory of Marxian cyclical growth and Charles Kennedy’s theory of induced technical change. It has since been developed further to incorporate Keynesian concerns with aggregate demand.3 The story goes like this: firms accumulate capital based on their profitability, which is constrained by worker’s wage demands. Worker’s wage demands, in turn, are constrained by firms’ employment needs, and those who are unemployed are parked in a “reserve army of labor.”
The result is a perpetual cyclical movement between employment rate and labor share of income. Labor and capital are locked into a conflictual yet symbiotic relationship. This cycle unfolds around an equilibrium that is defined by the natural rate of growth: the sum of the growth rates of labor productivity and labor force. Moreover, firms also invest more into labor-saving technical change if the labor share is relatively high. The consequence is a trade-off between short- and long-run objectives: a lower labor share implies higher accumulation in the short run but lower aggregate labor productivity growth in the long run. The observed positive correlation between the downward trends in labor share and labor productivity growth have lent strong support to further investigations in this area. Importantly, the incorporation of an independent investment function in these frameworks allows for a role of Keynesian aggregate demand. If one interprets the retreat of the state throughout the neoliberal era (post-1980, roughly) to imply structural austerity, this mismanagement of demand itself is sufficient to worsen both macroeconomic performance and the distribution of income.
The second batch of literature builds on the enduring contributions of W. Arthur Lewis and William J. Baumol.4 The starting point in both is a two-sector economy in which the two differ in their ability to generate gains in labor productivity. One sector is dynamic, modern, or progressive, and the other is backward, informal, or stagnant. Baumol wrote about the vicious implications of structural change from progressive manufacturing toward stagnant service activities, and Lewis worked on the virtuous possibilities of structural change from stagnant agricultural to progressive manufacturing activities. For the purposes of our discussion, we do not want to emphasize these differences, which appear predicated merely on their specific interests and time of writing. Instead, our focus lies on the very different treatment of labor markets.
Crucially, in Baumol’s theory, real wages in stagnant activities are required to grow at the rate of aggregate productivity growth, to continually attract labor in a competitive labor market. In sharp contrast, in Lewis’s theory, jobs in the progressive sector are limited, and while its real wages feature a premium, they remain depressed by the existence of a pool of underemployed—a reserve army of labor—in the stagnant sector. The decoupling of real wage from labor productivity growth directly follows.
Conceiving of the United States in the twenty-first century as such a Lewisian economy is a fruitful thought experiment. As the economy matured and manufacturing relocated to the global south, U.S. employment shifted to stagnant service activities: arts and entertainment, health, education, and professional and business services; a “reverse-Lewis” shift, as labeled by Lance Taylor. These sectors are characterized by relatively low productivity, relatively low wages, and relatively low productivity growth. The ratio of low wages and low productivity, however, is higher than in progressive activities: in other words, stagnant-sector labor shares are relatively high. Crucially, “McJobs” today play the role that informal activities did in Lewis’s developing economy: the surplus labor sink. And as employment shifts into these areas, aggregate labor productivity slows—but aggregate real wage growth slows even further (and the labor share declines), given that remaining progressive sectors do not need to continue to pay high wages.
In both literatures, a careful distinction between the short run and the long run is critical. We will use the term “short run” as synonymous with the business cycle, that is, the more or less regular and cyclical features of the macroeconomy; and we will use the term “long run” to describe trend changes that occur over several such business cycles. The classical growth cycle evolves in the short run; induced technical change connects the cycle to the long run. The labor share determines labor productivity growth and hence the natural growth rate. Structural change also pertains to the long run. It describes shifts in sectoral activity and employment separate from the gyrations of the business cycle. While it can critically accelerate with a recessionary crisis, it usually manifests over longer time horizons.
The crux of the matter, in the present context, is the reserve army of labor, which is quintessential for the functioning of the growth cycle. Such cyclical changes in the reserve army, however, are distinct from changes in the underlying trend. The former are regulated by unemployment. In contrast, and in a nutshell, structural change has led to excessive trend growth in the reserve army of labor. This reserve, however, is very much hidden. It is hidden in the many McJobs that people take on only to survive, and all too often on the most meager of wages. It is hidden unemployment in the sense that little of value is produced, and in exactly this sense, it is just like the unemployment hidden in informality in a Lewisian dual economy.
What arises in consequence is the detrimental mix of a depressed labor share and depressed labor productivity growth. The labor share declines because people shift into jobs with low wages, and those with the luck to sustain employment in progressive activities can’t ask for raises. Seen from this angle, the breakdown of the Phillips curve and the disappearance of (wage) inflation are no surprise, even with the unemployment rate (pre-COVID-19) at 3 percent. Labor productivity growth declines because people shift into activities with low potential for it, and because the depressed labor share renders innovation less pressing in itself. In a vicious downward cycle, wages and productivity mutually reinforce their slowing growth. Indeed, it is the very opposite of the so-called golden age between roughly 1948 and 1973 or 1979).
That golden age was above all characterized by vigorous growth in manufacturing.5 Employment in that sector was relatively strong. Its productivity and real wage growth performance vastly exceeded those of any other sector but, furthermore, matched each other: the manufacturing labor share during the golden age was relatively stable across cycles. Importantly, it also featured a strong cyclical profit squeeze, and this cyclical increase in the labor share was far more pronounced in manufacturing than any other sector. We’re thus connecting the dots: as deindustrialization accelerated, manufacturing’s hold over the cyclical profit squeeze diminished, and the shift toward services led to a trend decline in labor share. Viewed from this perspective, manufacturing is confirmed to be different: its presence and its absence are absolutely central to macroeconomic performance in the postwar United States in terms of both growth and distribution.
This is not to argue, however, that we ought to go back to the future. Structural change is here to stay. None of these dials can be turned back, and where reshoring occurs, it does with plenty of machinery and intense competition for the few remaining jobs. The task is, rather, to think critically about the interaction of economics and politics. Structural change might indeed imply lower average productivity growth, but the natural growth rate does not need to be depressed further by counterproductive declines in the labor share. Such declines—wage restraint!—are presented as necessary for attracting investment, in a cacophonous and repetitive incantation of the neoliberal race to the bottom.
Policies such as wage restraint, however, mean not to play the long game. Indeed, all the relevant questions are about how to create institutions and policies that facilitate a focus on the long run. A renewed golden age urgently requires us to find sectors to fill manufacturing’s big shoes: decent employment at high enough wages and with enough clout for labor to argue for cyclical gains. That appears a modest demand, as it would merely keep capitalism afloat. The type of structural change currently observed—leaving few decent employment opportunities for a significant share of the workforce—is not predetermined. Instead, it is induced by policy—or the absence thereof: the absence of aggressive innovation, infrastructure, education, health, and labor market policies.
THE GROWTH CYCLE AND SECULAR STAGNATION
In this section, we outline in more detail the workings of the classical growth cycle and its connections to current stagnation.6 The original impetus for the theory was given by Marx and formulated—famously, succinctly, and true to its classical roots—by Goodwin in the 1967 book chapter. In the original contribution, labor and capital play the role of predator and prey in a biological model of species competition.
The simple setup of the original model implies that (i) the rate of accumulation is constrained by the rate of profits, which varies inversely with the labor share of income, but in steady state, the rate of profit is equal to the rate of accumulation and the natural rate of growth; (ii) the rate of real wage growth is constrained by the employment rate, but in steady state, the rate of real wage growth is equal to the rate of labor productivity growth, which implies that the labor share is constant (and all of Kaldor’s stylized facts are satisfied); and (iii) the solution of the model leads to a perpetual cycle.7 This summary emphasizes that employment and wages paid for it are only appendages—albeit necessary—of accumulation, which in turn occurs only when surplus is available.
Indeed, the two all-important aspects of the distributive cycle are the combination of profit-driven capitalist accumulation and the reserve army mechanism. Marx saw clearly that accumulation and deepening of capital require the continuous and elastic availability of labor at a reasonable cost. The institution of the reserve army serves this purpose, and underemployment is seen as functional to capitalism. The implication is that this classical economy is capital-constrained in Wassily Leontief’s sense but labor-constrained in the sense that the growth rate of output converges to (or fluctuates around) the growth rate of the effective labor force. The reserve army mechanism is crucial here: labor is elastically supplied at the prevailing real wage at a point in time, but a diminishing pool of surplus labor leads to real wage increases. Real wage growth (relative to labor productivity growth) manifests with the threat of reserve army depletion and directly reduces profitability and, in consequence, accumulation and employment. The collapse of employment restores the reserve army, weakens real wage growth, and thus buttresses profitability. Round and round it goes.
Importantly, in the baseline model, strengthening worker’s bargaining power implies a lower steady-state employment rate, but no effect on labor share or natural growth, whereas a rise in the exogenous growth rate of labor productivity increases the steady-state rates of employment and accumulation and decreases the labor share. In other words, the baseline model does not link the institutions of the labor market to the labor share itself and macroeconomic performance as described by the natural growth rate—which remains exogenous.
This is where Kennedy’s theory of induced technical change becomes centrally important. If the natural rate is exogenous, the long-run growth performance of the economy depends on “manna from heaven,” just as in the neoclassical textbook model. However, the growth rate of labor productivity can be modeled as endogenous to the labor share. Several papers have extended Goodwin’s original to include this theory of induced innovation while maintaining the classical assumption of Say’s law.8 Key conclusions are that the perpetual (conservative) oscillation, extended and altered in this fashion, collapses to a (slowly) convergent cycle, and that the natural rate of growth now increases in the labor share. This is the critical issue: the classical growth cycle cum induced technical change implies a negative association between labor share and accumulation in the short run and over the course of the cycle, but with technical change induced by a higher labor share, the key variables can be linked positively at the steady state. Nevertheless, complications abound, since the firm’s attempt to maximize the rate of unit cost reduction fully determines the labor share via the shape of the innovation possibility frontier. In consequence, the change in labor market institutions has to be interpreted to affect this frontier rather than real wage bargaining (i.e., the Phillips curve), because—just as in the baseline model—the steady-state labor share is invariant to these parameters.9
In this literature, the investment decision is implied by the savings decision rather than independent. This implies that the positive long-run relationships among labor share, growth, and the income-capital ratio arise entirely due to technological linkages. However, in the real world of monetary production economies, aggregate demand clearly does matter.10 It can be incorporated in the model in straightforward fashion, though it requires abandonment of microfoundations and optimizing procedures: Keynesian aggregate demand is an externality that has proven difficult to incorporate in a manner that satisfies Storm’s “purists.”11 Modeling aggregates, however, offers the tremendous rewards of realism and flexibility. In a nutshell, the abandonment of Say’s law implies that the growth cycle retains its qualitative features but is now demand-driven, and the “inequality shock” emanates in labor markets and percolates from there and in the short run to the natural rate and the long run.
Let us consider a thought experiment in such an aggregate Keynesian model of the distributive cycle. Suppose that the economy is humming along, golden age–style. The average labor share is relatively high and shows pronounced cyclicality. The implications are that labor successfully bargains for real wage increases over the course of the cycle, but also that firms implement a robust labor productivity growth regime in order to continuously economize on high real unit labor costs. In come Reagan and Volcker, tasked to solve the conflictual high inflation regime of the 1970s. Union-busting and contractionary policy reduce the ability of employees to extract cyclical gains, so that real wage increases late in the business cycle are less pronounced and take longer to materialize. The key effects in the model are to reduce the average labor share, reduce the average growth rate, and increase the employment rate: inequality-induced secular stagnation in the wake of political battles won by conservatives and the capitalists they represent comes along with a faux sense of stability due to low unemployment.12
Figure 4.1 illustrates the key issue: an estimated “potential” growth rate of real GDP, conditional on short-run cycles, has been low and declining throughout the entire neoliberal era.


Figure 4.1 Labor share and estimated potential growth rate.
Notes: The figure reports the index (2012 = 100) of the U.S. nonfarm business labor share (Federal Reserve Economic Data series, code PRS85006173) in gray and an estimate of the U.S. potential growth rate of real GDP, conditional on the business cycle, in black. The sample used here covers annual data from 1947 to 2019. Details on estimation method, confidence intervals, and further discussion are available in D. Kiefer, I. Mendieta-Muñoz, C. Rada, and R. von Arnim, “Secular Stagnation and Income Distribution Dynamics,” Review of Radical Political Economics, 52, no. 2 (2020): 189–207.
A corollary is that the business cycle lengthens, as the squeeze on profits and investment is further delayed and weaker than in a golden age. This result is consistent with the so-called disappearance of inflation since the mid-1990s: with vigorous and successful bargaining for nominal wages and concomitant price pressures, monetary authorities are compelled to raise interest rates and thus help along the contraction. Taking the foot off the brakes then aids recovery. All of this, of course, is just a different way of saying that monetary policy is effective only when the economy is on average near full employment. In summary, a simple Keynesian model of a distributive cycle cum induced technical change successfully conforms to key stylized facts of the neoliberal era: dismantling of proworker labor market institutions leads to lower growth and a lower labor share—at a higher employment rate. The lack of dynamism manifests in slow recoveries and a lengthening of the business cycle that is post hoc and euphemistically labeled a “Great Moderation.”
What role does structural change play in this story? It is entirely plausible to connect the decline in labor’s bargaining power to the shift of employment to low-wage service sectors. Traditional (golden age) manufacturing had higher unionization rates and a stronger cyclical profit squeeze than any other sector. Its contribution to the annual change in the aggregate U.S. labor share strongly dominates throughout the entire postwar period; see figure 4.2 for illustrative data. As is clear from the chart, the contribution of manufacturing to the annual labor share change is of fundamental importance throughout. It shows the strongest cyclicality, and dominates in magnitude, but also has declined precipitously in the neoliberal era.13 Importantly, no other sector is picking up the slack.


Figure 4.2 Sectoral contributions to annual labor share change.
Notes: Sectoral annual contributions to change in U.S. labor share, 1949–2017. The figure is adapted from appendix figure A.3 in I. Mendieta-Muñoz, C. Rada, and R. von Arnim, “The Decline of the US Labor Share Across Sectors,” Review of Income and Wealth (2020). Each line represents one of fourteen sectors’ contribution to the annual change of the aggregate U.S. labor share, based on a Divisia decomposition. See next section for further discussion. The thick black line is manufacturing; thin gray lines represent the thirteen other sectors.
In summary, deindustrialization by itself puts downward pressure on the labor share. As will be seen in our discussion of sectoral issues and structural change in the next section, this is counterintuitive, given that the manufacturing labor share is relatively low. It does, however, make sense when interpreted in the context of Lewis’s theory of dualism, which states that the paucity of well-paying jobs in progressive activities undermines bargaining everywhere.
STRUCTURAL CHANGE AND THE LABOR SHARE
This section presents a discussion of recent research on disaggregations of the U.S. postwar labor share. These disaggregations consider the aggregate U.S. labor share across sectors, or within states across sectors. Key results are that real wages and labor productivity growth are decoupling and that observed phenomena are consistent with “reverse-Lewis” rather than Baumolian structural change: both describe the shift from progressive to stagnant activities in advanced economies, but only the former builds on realistic assumptions about labor markets.
The decomposition technique is labeled a “Divisia index decomposition,” and we begin here by briefly introducing it.14 Index decomposition analysis dates from the 1970s, when it was used to assess the effect of changes in the structure of industrial production on energy demand. Decomposition techniques have since been refined and applied widely across disciplines, including economics. Development and growth economics, in particular, have been concerned with the interaction of changing economic structure and economic growth ever since the mercantilists and, more formally, since Leontief’s seminal contribution on input-output analysis. Crucially, the log mean Divisia index (LMDI) decomposition employed in the research discussed here satisfies the factor reversal test and has desirable theoretical properties, such as being a symmetric and additive indicator of relative change, thus making it a perfect decomposition.
Recall that the labor share is conceptually equivalent to the ratio of real wage and labor productivity. However, a decomposition across sectors also needs to take into account sectoral prices and employment. In short, this technique decomposes the change of the aggregate labor share into contributions from four components: real wages, labor productivity, employment shares, and relative prices. These arise in each sector: the sum across component contributions for one sector represents the total sectoral contribution to the change of the aggregate; and the sum across all sectors for, say, the real wage contribution represents the total contribution of real wages to the change of the aggregate.
Although this decomposition technique is straightforward, measurement of the labor share is not. Several problems typically arise. First, it is not clear what properly can be counted as compensation for work. Is the contracted salary of “superstar” CEOs really labor income, or are such flows rather rents and therefore profit-like income? What portion of income from self-employment should be treated as remuneration for work? Which economic activities should or should not be included in an accounting of the total? The measure of the labor share used in the analysis here focuses on private economic activity, is based on gross income flows, excludes real estate and the associated imputed rental income, applies the corporate payroll share to noncorporate income streams, and excludes taxes on production and imports. The resulting aggregate labor share shows an increase of 5.8 percentage points during the golden age (1949–1979) and a decrease of −4.8 percentage points in the neoliberal era, which is consistent with other measures discussed as preferred alternatives to the Bureau of Labor Statistics’ “headline” measure of the nonfarm business sector.15
The data set covers fourteen sectors organized by the two-digit classification: AGR: agriculture, forestry, and fishing; MIN: mining; UTI: utilities; CON: construction; MAN: manufacturing; WTR: wholesale trade; RTR: retail trade; TRW: transportation and warehousing; INF: information; FIN: finance and insurance; PBS: professional and business services; EHS: education, health, and social services; AER: arts, entertainment, and recreation; and OTH: other services. Figure 4.3 summarizes the results.


Figure 4.3 Sectoral contributions across golden age and neoliberal era.
Notes: The top two panels show total sectoral contributions and the bottom two panels, sectoral component contributions. In the bottom panels, real wage contribution is black, employment structure white, labor productivity light gray, and relative prices dark gray. Data are reported in percentage point change. The sum across stacked bars in each sector in the bottom panel is equal to the bar height in the top panel. The sum across sectors represents the aggregate labor share change, +5.8 and -4.8 in golden age and neoliberal era, respectively. AGR: agriculture, forestry, and fishing; MIN: mining; UTI: utilities; CON: construction; MAN: manufacturing; WTR: wholesale trade; RTR: retail trade; TRW: transportation and warehousing; INF: information; FIN: finance and insurance; PBS: professional and business services; EHS: education, health, and social services; AER: arts, entertainment, and recreation; OTH: other services.
First, changes in real consumption wages and labor productivity dominate. Of the four components, real wages and labor productivity clearly have the largest impact. Second, manufacturing matters: despite its rapidly falling employment share, the manufacturing sector plays an outsized role in contributions of real wages and labor productivity. It is the only sector with double-digit productivity contributions over the entire sample and both subperiods. During the golden age, the real wage contribution is roughly on par with that of productivity, totaling 18.5 and −19.8, respectively. The sector also consistently exhibits the largest positive impact on the overall labor share from relative price changes.
Third, structural change puts upward pressure on the labor share: the contribution from employment shares is consistently positive. Ceteris paribus, the labor share would have risen 5.7 percentage points during the neoliberal era. The dominant sectors here are AGR, MAN, PBS, and EHS—all of which have a positive impact on the overall labor share. However, and as already alluded to, this does not necessarily bode well for workers: service sectors with swelling employment shares have relatively high labor shares but also feature relatively low real wages and labor productivity. In contrast, labor shares in AGR and MAN are lower, so that a decline of employment here has a positive effect, while at least manufacturing real wages and labor productivity are certainly higher than in many services.
Finally, relative price changes show a pattern consistent with Baumol’s cost disease. Yet, of the four components, these have the smallest impact on the aggregate labor share. At the sectoral level, the impact of relative price changes on labor shares tends to be positive in progressive sectors (such as MAN and WTR) and negative in stagnant sectors (such as PBS and EHS). Put simply, stagnant service sectors experienced sustained relative price increases in both periods and an acceleration of these trends in the neoliberal era. In contrast, manufacturing and some services often considered susceptible to productivity increases through the use of information technology experienced sustained relative price decreases in both periods and an acceleration thereof in the neoliberal era.
The critically important issue is that the golden age exhibits a sense of balance. While some sectors contribute negatively, others contribute positively. In the aggregate, the labor share rises, but no single sector’s total contribution stands out. The reason is to be seen in the fact that across sectors, contributions from the real compensation component are roughly proportional to that of productivity. In sharp contrast, the neoliberal era is marked by large negative contributions from MAN, WTR, INF, and FIN and large positive contributions from PBS and EHS. The former exhibit relatively high productivity growth and the latter, relatively low productivity growth. In a nutshell, we observe decoupling: contributions from labor productivity components exceed that of real compensation, and this gap is especially dramatic in the progressive sectors: MAN, WTR, RTR, and INF but also FIN.
The importance of the manufacturing sector for the overall change of the labor share cannot be overstated. The very large contribution from MAN to the aggregate labor productivity component in both periods—holding steady at 46 and 5 percent, respectively—is one side of this coin, and the difference in the sector’s contribution to the aggregate real compensation component—falling from 40 to 20 percent—is the other. In summary, it is widely recognized and confirmed here that the overall change in the labor share is driven by within-sector changes. These findings furthermore suggest, however, that the nature of structural change is indeed important. At the center is a sustained decline of employment and an increase in the real wage-productivity growth gap in progressive sectors.
These findings are consistent with the hypothesis outlined throughout: structural change critically undermines labor’s ability to bargain for real wage increases, and as a result, a decoupling of real wage growth from labor productivity growth is observed. Whereas labor shares in stagnant activities are higher, real wages (and labor productivity) are significantly lower. The disappearance of well-paid jobs in manufacturing, in combination with the absorption of released labor in McJobs, drains labor individually and collectively of power. Crucially, the emerging progressive service activities have not been able to pick up the slack.
To further investigate the role of structural change—and manufacturing specifically—we consider labor shares across U.S. states. The Divisia decomposition technique is then applied to a state’s labor share.16 The key advantage is to considerably increase the number of observations, despite the fact that the sample also becomes restricted to the period 1977–2017. An important step is to classify sectors in four distinct categories. Baumol and Lewis suggest classification in progressive and stagnant activities, but the presence of progressive service sectors such as INF and WTR in figure 4.3 indicates that a more nuanced perspective is required.
Specifically, we consider manufacturing (m: MAN), stagnant service sectors (s: AER, CON, EHS, OTH, PBS), progressive service sectors (p: FIN, INF, RTT, WTR, TRW), and primary (or extractive) sectors (e: AGR, MIN, UTI). (See the caption to Figure 4.3 for further detail on sectors.) The differences across these groups are stark and can be briefly summarized as follows: m shows high productivity growth and a collapsing employment share; s sectors show low or negative productivity growth and sustained increases in employment shares; whereas p and e sectors show some productivity growth and an overall mixed and muted picture on employment shares. Agriculture continually sheds labor, and, overall, e sectors make up an exceedingly small portion of overall employment (of about 3 percent in 1977 and 2 percent in 2017). More important for the discussion here, p sectors do not absorb a lot of the labor released from manufacturing.
To illustrate, consider the change in employment share, Δλ. Across the four categories in any state, these changes necessarily sum to zero. Rearranging this accounting identity leads to the following relationship:
 (1)
The left-hand side of equation (1) shows the ratio of the change in s-sector employment share to that of manufacturing, and the right-hand side involves the ratio of the sum of p- and e-sector employment share to that of manufacturing. Δλ > 0 and Δλm < 0 in all states, whereas the others are a mixed bag. This enables a classification of structural change: if the left-hand side is equal to or near −1, all or nearly all labor shed from manufacturing is absorbed in stagnant sectors. Further, if Δλp + Δλe > 0, p and e sectors are also absorbing labor shed from manufacturing, −1 < Δλs / Δλm < 0. In words, and vice versa, if the ratio of the change in employment share of stagnant sectors and manufacturing is even smaller than −1, p and e sectors are collectively also shedding labor. In consequence, s sectors would be the sole sink for surplus labor. Figure 4.4 illustrates the issue.


Figure 4.4 Structural change and change in labor share at the state level.
Notes: The horizontal axis denotes a state-level index of structural change as the ratio of the change in s sectors’ employment share to that in manufacturing, and the vertical axis the change in the state-level labor share. The line represents a linear regression. The ellipses demonstrate clusters, which indicate statistically significant differences in these three groups of states according to Gaussian mixture models. For details on the methodology, see I. Mendieta-Muñoz, C. Rada, A. Schiavone, and R. von Arnim, R. “Dualism and Payroll Shares Across US States,” Regional Studies 56, no. 2 (2022), 313.
The following results stand out. First, structural change in all states pushes labor into s sectors. Not a single state exhibits sufficiently vigorous expansion in progressive activities to absorb labor shed from m. Second, the type of structural change matters. If labor transfer occurs predominantly from manufacturing to s sectors, the decline in the labor share is most pronounced. Hence, first the presence and then the absence of manufacturing takes center stage. These results are in direct contrast to Baumol’s theory, according to which a shift of employment toward stagnant activities should increase the labor share.
The picture painted by these data is clear. Employment opportunities in manufacturing are rapidly disappearing, and similarly well-paid jobs in new and emerging progressive activities do not arise in sufficient numbers. Instead, these sectors actually shed labor. Never fear, though: there’s always a burger to flip or an Uber ride to offer somewhere, as stagnant sectors are absorbing virtually all of the released labor. This trajectory would still not need to imply the observed decline in the labor share and the associated immiseration of so many workers if labor productivity gains in progressive sectors were shared broadly. That, however, is not the case and the crux of the matter. Our central hypothesis is that these observed patterns of structural and distributional change can be made sense of only through a Lewisian lens. Bargaining over productivity gains in progressive sectors is critically undermined by the declining value of the fallback option—a low-paying job in a stagnant sector.

Technology plays a key role in all of this. The decline in the labor share itself leads to a slowdown in productivity growth. This linkage presents a supply-side, technological relationship between distribution and macroeconomic performance. Structural change from manufacturing to stagnant sectors is also a technological phenomenon, common to all maturing economies, and implies a slowdown in labor productivity growth. The recognition of this fact, however, does not in any sense lead to an exercise in apologetics. Technological change does not need to go along with the distributive changes observed. The profession has accepted for far too long the notion that labor markets are efficient in the sense that polarization in pay is merely the result of polarization in skills demanded. Only more recently, institutions—such as unions, as well as laws and regulations—and the political power they wield have been reconsidered more carefully.17
The theoretical literatures drawn on here do so naturally. A classical-Keynesian growth cycle coherently depicts the stylized facts of inequality-driven secular stagnation. Lewis’s theory of dualism links the growth cycle to structural change. For the functioning of the growth cycle, the profit squeeze is essential—and a reverse-Lewis shift of employment toward stagnant sectors crucially weakens it. What is to be done? The answer appears to be surprisingly simple. Structural change leads to a vicious cycle of declining real wages and labor productivity only if institutions are left to a Lewisian, market-driven rock bottom. Reform of labor market institutions, demand management with an expansionary bias, and aggressive investments in the socioeconomic infrastructures of health care, education, and research and development would support labor productivity growth, have the potential to support the expansion of employment opportunities in progressive activities, and—importantly—reinvigorate the positive linkages between labor share and labor productivity growth in the long run.
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7. The cycle defines a recurring pattern of counterclockwise movement in the macroeconomic activity-labor share plane that empirically matches expansions and contractions in the U.S. postwar economy. This pattern features a profit-led growth regime and a cyclical profit squeeze distributive regime. The evidence in favor of this cycle is very strong. Various empirical techniques support the existence of this cycle, although the underlying mechanisms appear to have weakened in recent years. See Barrales-Ruiz et al., “The Distributive Cycle,” sec. 4, for a comprehensive discussion and further references. Our focus here is not strictly on the cycle. However, as further discussion shows, it critically affects the long run.
8. An important early contribution is A. Shah and M. Desai, “Growth Cycles with Induced Technical Change,” Economic Journal 91, no. 364 (1981): 1006–10. Stiglitz, “Samuelson,” 246, succinctly summarizes the appeal of the induced innovation hypothesis: “At one level of analysis, the difference between this model and the standard Solow model is small. In the standard model, firms choose the current technology among a set of available technologies so that the capital output ratio adjusts and eventually the warranted and natural rate are equated. Here, firms choose future technologies, and again, eventually the warranted and natural rates are equated. In both models, at the microeconomic level, firms are choosing technologies in response to maximizing profits (minimizing costs), given factor prices.” According to Stiglitz, there are also “profound differences”: this approach is likely to feature cycles, does not require the assumptions on full employment of labor, or factor substitution at a point in time or marginal factor pricing. In combination, all of it implies a significantly increased role for policy. See also Tavani and Zamparelli, “Endogenous Technical Change,” which surveys the more recent literature.
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CHAPTER 5
The Changing Patterns of Income Inequality in the United States, 1917–2017
Gérard Duménil and Dominique Lévy
The upward trends of income inequality during recent decades in the United States and the spectacular levels now reached are familiar. One particular trait of the present study is the emphasis on the prominent role of changing wage hierarchies in this rise. Given this emphasis, income inequality is approached in a somewhat unconventional fashion. Interpretations are provided pointing to the continuous transformation of relations of production within “managerial capitalism,” in combination with the varying configurations of class dominations and alliances that we denote as “social orders,” both manifesting the rising leadership of managers.
The first section is devoted to analysis of the changing degrees in the concentration of income to the benefit of the upper fractiles in the pyramid of incomes, measured as percentages of the income of all households since World War I. The focus is on the top 5 percent. The second section deals with the historical profiles of purchasing powers in seven fractiles during the same period, distinguishing between total income and wages. The two ensuing sections attend to historical interpretations in terms of relations of production and social orders. The last section provides estimates of managerial and capitalist “surpluses” and their historical profiles. (The managerial surplus is defined as the fraction of total value added going as wages to the top 5 percent of wage earners in the corporate sector; and the capitalist surplus, as corporate profits, broken down into their two potential uses as retained profits or profits paid out.)
THE CONCENTRATION OF INCOME AT THE TOP OF INCOME HIERARCHIES AND ITS BREAKDOWN BY INCOME CATEGORIES
Only two categories of income are considered: wages (including all supplements) and capital income—that is, the sum of interest, rents, dividends, and capital gains (notably real estate and stock market gains)—as revealed in tax returns. Abstraction is made of the remaining category, known as “entrepreneurial income,” included in the total but not explicitly addressed.
A basic variable in the assessment of the concentration of income at the top of income hierarchies is the share of the total income of all U.S households garnered by upper fractiles. There is, however, no clearcut notion of “upper fractiles” or “upper incomes” to which reference could be made in this investigation: inequality is a priori a continuous phenomenon, and no unquestionable break in the distribution of income can be spelled out. Available studies suggest the reference to a transitional zone isolating a few percentage points of households at the top. (Notably, specific laws of distributions of inequality prevail within the upper layers of income hierarchies.1) A relevant boundary appears to be located around 3 percent, thus setting apart a privileged fraction of about 4.5 million households from the remaining 97 percent of the population. Unfortunately, the necessary data are not available for this particular group. Thus, the investigation in this study focuses on the top 5 percent. (The 5 percent can be judged to be broad, but the 1 percent would be too narrow.)
Figure 5.1 shows the share of the income of fractile 95–100 in the total income of all U.S. households and its breakdown into wages and capital income since World War I. The following are noteworthy: (i) Prior to World War II, the top 5 percent used to receive about one third of the total income; (ii) a dramatic reduction of inequalities occurred during World War II, when percentages reduced to about 24 percent were reached; (iii) an almost horizontal plateau was maintained to the end of the 1970s; and (iv) a new upward trend was then established, and values of 37 percent were attained during the last years. This latter upward trend is what is known as the “rise of inequality,” actually a restoration.


Figure 5.1 Share of income of fractile 95–100 in the total income of all U.S. households and its breakdown into wages and capital income (percentages).
Source: T. Piketty and E. Saez, “Income Inequality in the United States, 1913–2002” (November 2004), http://emlab.berkeley.edu/users/saez/piketty-saezOUP04US.pdf. Tables and figures updated to 2017 in Excel format, October 2018, tables A2, A7, and A8, https://eml.berkeley.edu/∼saez/.
Notes: The third component of income—entrepreneurial income—is not represented, though it is included in the total. The data are pretax incomes from the IRS. (Pension fund benefits are treated as wage incomes.)
The second variable denotes the total wages garnered within the top 5 percent, expressed as a percentage of the total income of all households (that is, the same total as in the calculation of the previous variable whose numerator was the total income of the fractile). The profile of this variable limited to wages is similar to the aforementioned for the total income of the fractile. During the Great Depression, total wages earned by the households in the top 5 percent reached about 17 percent of the total income of all households (average 1932–1934); then a plateau at 12 percent was maintained during the two first postwar decades (instead of 24 percent for total income), preceding the ensuing upward trend. The rise was manifested almost a decade earlier for wages than for the total.
The contrast is sharp with the third variable, denoting capital income. Prior to the Great Depression, both capital income and wages in fractile 95–100 amounted to about 12 percent of the total income of all households. Thus, half the income of the top 5 percent was made up of wages and half of capital income. A spectacular decline is, then, apparent for capital income, the percentage falling to about 5 percent. The most surprising observation is the almost constant value of this variable during the ensuing decades, only slightly increased after 1980. (The fluctuation during the latter decades is the expression of the ups and downs in capital gains.)
The main observations can be summarized as follows:
• The rectangle in the lower part of figure 5.1 sets out the sharp decline of the capital income of the top 5 percent in the total income from 16 percent in 1928 (or 12 percent for the average in 1917–1929) to 5 percent.
• The two large arrows stress the distinct tendencies of the two categories of incomes. The rise in the percentage of wages is striking, while the trend of capital income can, in a first approximation, be judged horizontal.
• As shown by the two dotted segments, a closer examination reveals a shift upward in the two tendencies during the latter decades, manifesting as an increased concentration of both wages and capital income to the benefit of the top 5 percent.
• The two vertical dotted lines in 1939–1940 and 1978–1979 suggest the distinction between three periods: (i) 1917–1939, a first period marked by high degrees of inequality and their final decline (beginning in 1930 regarding capital income); (ii) 1940–1978, two plateaus at comparatively lower levels of inequality (with the variable for wages beginning its rise in the mid-1960s); and (iii) 1979–2017, the period of restoration of inequality.
In the interpretation of these tendencies, we separate between two categories of mechanisms: the rising importance of wages compared with capital income in fractile 95–100 since 1965 and, in a dramatic fashion, during the third period; and the specific traits of each period, notably the high concentration of capital income during the first period, the low ebb of capital income during the second period, and the simultaneous shifts of the two categories of incomes above their trends during the third period. The following section is devoted to this second set of observations: the features of inequality during each period.
THE CHANGING TRENDS OF INCOME INEQUALITY ALONG THE SEQUENCE OF THE THREE PERIODS
This section elaborates on the first approach to the historical profile of inequality in the previous section. (i) Total incomes are considered in a first step, without separating between wages and capital income; (ii) the distinction between the two categories of incomes is made in a second step; and (iii) seven fractiles are considered in the hierarchy of incomes. (There is no overlap between fractiles.)
In 2017, the last year of the period considered, the lower fractile, 0–90—that is, the great mass of the population—was composed of about 150 million households. The upper 10 percent could be divided into six fractiles, from fractile 90–95, more than 8 million households, to fractile 99.99–100; that is, one household out of 10,000, or approximately 17,000 households. The degrees of income inequality reached in 2017 are striking: from $34,600 of average yearly income for fractile 0–90 to more than $19 million for the top fractile—that is, a ratio of 556 (19,236/34.6).
The results of this investigation are illustrated in figure 5.2. A correction is made for inflation (deflating by the Consumer Price Index), and purchasing powers are thus described; and given the amplitude of inequalities, the variables are indexes allowing for the comparison between trends instead of levels. For each fractile, the series was rescaled to 100 for the average of the period 1960–1973. (During Those fourteen years, the purchasing powers of each fractile grew at approximately the same rate.) Vertical lines have been drawn in the same years as in figure 5.1 (1939–1940 and 1978–1979).


Figure 5.2 Average yearly real income per household in seven fractiles (constant dollars, 1960–1973 = 100).
Notes: For each of the seven fractiles, the series was rescaled to 100 for the average of the period 1960–1973. Vertical lines have been drawn in 1939–40 and 1978–79. One can observe, for example, that the purchasing power of fractile 0–90 grew from 23 in 1933 to 111 in 1973—that is, was multiplied by five in forty years—and then entered a phase of complete stagnation.
Source: Piketty and Saez, “Income Inequality in the United States, 1913–2002,” table A4.
1. Prior to World War II (on the left of the first vertical line). A basic feature was the original elevated degree of inequalities. Regarding trends, a distinction must be made between the top two fractiles (respectively, 9 and 1 households out of 10,000) and other fractiles. (i) The purchasing power of the 99.9–99.99 and 99.99–100 fractiles already manifested a downward trend, while (ii) the purchasing powers of other fractiles fluctuated horizontally.
2. From 1940 to the mid-1970s or early 1980s (between the two vertical lines). A strong reduction of income inequality occurred up to 1960, after which the hierarchy of incomes was prolonged. Notably, the purchasing power of the bulk of the population, in fractile 0–90, increased by 90 percent in only three years between 1940 and 1943. In comparing the purchasing powers in 1960 with their average values prior to 1929, a sharp contrast is seen between the fates of the lowest and highest fractiles, 0–90 and 99.99–100. The purchasing powers of these two groups were, respectively, multiplied by 2.5 and divided by 1.9. It is important to stress that if after-tax incomes were considered, the diminution of the purchasing power of the upper income categories would be even more spectacular as an effect of the large tax rates to which high incomes were subject during those years.
3. Since the mid-1970s or early 1980s (to the right of the second vertical line 1978–1979). At least up to 2000, a new dramatic course of rising inequality was established. Paralleling the stagnating purchasing power of fractile 0–90, the purchasing powers of the top fractiles skyrocketed. Again, focusing on the top fractile, 99.99–100, its purchasing power in 2000 was multiplied by 8 in comparison with its value in 1973.
These findings can be summarized in a small number of basic statements. Three periods are distinguished: a period of strong inequality up to the end of the 1930s; one of reduction of inequality up to 1960, followed by fourteen years of constant degrees; and after 1978, a period of dramatic restoration. The rise in inequalities between 1979 and 2000, manifesting what we denoted earlier as a “restoration,” was approximately of the same amplitude as the decline between World War II and the 1960s.
These new results straightforwardly echo those in the previous section: the fall of inequalities during the 1940s and 1950s and their rise beginning in the 1970s. Only the central role of wages disappeared. This aspect is, however, easy to recover. The same methodology as used in figure 5.2 can be reproduced considering only wages (instead of total income). The same periods are revealed. The most striking observation is, however, that the comparative rise in the wages received by upper fractiles was even steeper than the rise in their total income, at least up to 2000. Comparison of the purchasing powers in 2000 and 1973 shows the coefficient was 11.4 for wages instead of 7 for total income. (The observation that the increase in wage inequality began slightly earlier than the rise of income inequality is confirmed.)
Before closing this empirical investigation, it is important to return to the difference between the levels and trends of inequality and to provide minimal information regarding wealth inequality. During the period 1960–1973, marking the “low ebb” of inequality, the ratio between the average incomes of the 99.99–100 and 0–90 fractiles was still 73. The corresponding ratio regarding wealth stocks was 1,001: an average household in the 99.99–100 fractile was still one thousand times richer than an average household in the 0–90 fractile. Considering the period 2000–2012, the two figures were 533 (instead of 73) and 2,781 (instead of 1,001), respectively. As stated earlier, the sharpest increase in the degrees of inequality was, however, reached for wages, the two figures being 27 and 238. During the 1960s and early 1970s, the average wages received by a household belonging to the 99.99–100 fractile were 27 times larger than the average wages received by a household in the 0–90 fractile, but this ratio reached 238 during the years 2000–2012.
THE HISTORICAL DYNAMICS OF RELATIONS OF PRODUCTION
The prominent role of wages in the formation of high incomes as seen in figure 5.1 is striking in three respects: the amplitude, duration, and steady character of the transformation. These features testify, we believe, to the far-reaching historical character of these trends.
Considering the composition of incomes within upper fractiles, these tendencies can be grasped independently of the course of income inequality. The two main variables in figure 5.3 are the shares of wages in the total of wages and capital income for fractiles 95–100 and 90–95.


Figure 5.3 Share of wages in the sum of the wages and capital income of fractiles 90–95 and 95–100 (percentages of the sum).
Notes: The dashed lines show the same variables including capital gains. The shares of wages in the total including capital gains are obviously smaller (about 11 percentage points lower since 2000 for fractile 95–100) and fluctuates more as an effect of the volatility of gains. However, the same basic pattern is reproduced.
Source: Piketty and Saez, “Income Inequality in the United States, 1913–2002,” tables A7 and A8.
• In fractile 90–95, the bulk of incomes are wages. The households thus considered may hold limited financial and real estate investments, yielding income for a few percentage points; they also make small capital gains. This pattern of income was formed in the wake of the Great Depression and stabilized after World War II. (The broad fluctuation during the Depression, apparent in the figure, was the effect of the large wave of unemployment.)
• The profile observed for fractile 95–100 is fundamentally distinct. Excluding capital gains, wages amounted to 45 percent of the sum of the two categories of incomes during the 1920s. A sharp upward trend was then manifested, reaching 72 during World War II (average 1940–1945), the echo of the decline of capital income, followed by a steady course up to about 85 percent during the second half of the 2010s.
Given the permanent hybrid character of social relations, a social stratum such as fractile 95–100, whose incomes were formed of 55 percent of capital income prior to World War II had a prominent capitalist character. As of the 2010s, 12 or 22 percent of capital income (including or excluding capital gains) remain significant, but the members of this fractile are basically wage earners and becoming gradually more so. Their wages are comparatively high and, in our opinion, manifest the “managerial” social position of the individuals considered, in the broad sense we give to the term. A striking feature of this tendency is its steady progress since World War II, in the wake of the turmoil caused by the Depression and the war.
Given a broad set of other converging observations regarding the economy, politics, and ideologies, we interpret these tendencies with reference to relations of production, from the strictly capitalist features of modern societies (with capital income at the top) to societies manifesting growing managerial traits (with high wages at the top), as expressed in the notion of managerial capitalism. The thesis can be expressed in a straightforward manner: capitalism is transforming itself into a new mode of production, which we denote as “managerialism.”2
We assume that the basic principles underlying Marx’s theory of history—more appropriately, a “theory on history”—are known, in particular the concepts of mode of production (hence the interaction between productive forces and relations of production), class structures, and exploitation. (In this brief reminder, the emphasis is on firms and only secondarily on the government sector.)
1. Relations and modes of production. Marx described “relations of production,” as opposed to a “legal and political superstructure,” as the real foundation of social relations.
2. Class structures. The comparative positions of individuals in the network of relations of production define the class structure. The class structure in capitalism, based on the ownership of the means of production, contrasts the capitalist and proletarian classes (abstracting from landowners). The corresponding dual pattern typical of managerialism, based on the control of the means of production (and a broader network of social relations), is the managerial class and the new popular class of subaltern wage earners.
3. Exploitation: surplus labor. Still following Marx’s analysis, exploitation in all modes of production is based on the extraction of “surplus labor” (notably, fractions of the labor of the slave, serf, or factory worker). Surplus labor is the general analytical category, whose capitalist form is the surplus value. In managerialism, the channel of extraction of surplus labor is not the surplus value but is “shaped” by the polar configuration of wage hierarchies (and associated privileges) to the benefit of managers.
4. Managerial capitalism as social formation (to be distinguished from managerialism as new mode of production). Managerial capitalism is a hybrid social formation, the expression of the transition between two modes of production. The class pattern is, correspondingly, hybrid, specifically tripolar: capitalist owners–managers–popular classes. By the popular classes of subaltern wage earners we mean what is currently known as workers and commercial and office employees. Parallel splits exist within the private and government sectors; namely, private managers and subaltern wage earners on the one hand and the upper and lower categories of civil servants on the other. As an effect of the transition from capitalism to managerialism, the managerial component grew over time in terms of numbers and income; the importance of the functions of these classes increased steadily.
The reference to a transition from capitalism to managerialism is no more puzzling than the identification of the transition from feudalism to capitalism. “Secular trends” are involved in both instances. The emergence of capitalist relations of production was a historical process whose duration can be estimated to at least two centuries, in what is called the Ancien régime in France, knowing that similar trends were expressed in England (earlier to some extent). In both instances, complex structures of hybrid social relations were revealed, blurring the boundaries between classes and income channels, with descendants of the nobility engaged in capitalist endeavors and contracting alliances with the new bourgeois class, which itself sought the acquisition of the formal marks of nobility. A great confusion resulted from these mixed patterns, notably regarding the formation of incomes. A similar merger is observed within contemporary societies with the gradual concentration of decision making and income by managers within social structures that still bear the mark of capitalist social relations (notably the key role conferred on financial institutions).
The earlier forms of ownership and management, originally developed in Europe, were rapidly and innovatively imported into the United States during the nineteenth century. Besides the break with remnant features of feudal hierarchies still hovering in the background in Europe, a specific trait of the United States was the occurrence of the “managerial revolution” at the beginning of the twentieth century. Actually, three revolutions—corporate, financial, and managerial—combined their effects; their expressions were, respectively, the creation of large corporations, the establishment of large banks backing or dominating corporations, and the delegation of management to a specific layer of wage earners called managers. The leadership of the United States at the transition between the nineteenth and twentieth centuries with respect to the rise of managerial relations is directly evocative of the leading role of England in the Industrial Revolution in the seventeenth and eighteenth centuries and the consolidation of capitalist relations of production. England led the way to industrial capitalism, and the United States, to advanced managerial capitalism in large corporations.
The managerial revolution prolonged earlier trends, given that all complex organizations require organizational staffs, and this was true even prior to the Industrial Revolution. One can mention Sydney Pollard’s fascinating study and should not overlook Marx’s early diagnosis.3 A broad literature was devoted to the delegation of management in the United States (the separation between ownership and management), with famous names.4
Structural crises—that is, crises longer and deeper than the recessions punctuating the business cycle—play important roles in the transitions. The crisis in the late nineteenth century precipitated the sudden transformation of relations of production in the United States, ushering in the three aforementioned revolutions. The Great Depression, the second structural crisis, along with World War II, stimulated the “government” aspect of these social trends with a governmental revolution, including, notably, the central control of the macroeconomy.5 The third structural crisis, the crisis of the 1970s, accelerated the concentration of managerial power in the hands of financial managers within the large financial institutions. Each of these sets of developments must be understood as a step forward in the implementation of the new relations of production.
The cost for capitalist owners of the historical shift of initiative, capability, and power into the hands of managers was the rising wages in the upper layers of income hierarchies. And profits, from which capital income is derived, are determined after subtracting wages of all kinds, including high wages. But the benefit was also dramatic, allowing for the transitional perpetuation of capitalist relations of production and capital income. The action of managers was the key factor in the favorable wave of technical change between World War I and the mid-1960s, and the “management” of the macroeconomy is a managerial achievement that avoided the potentially fatal impact of deeper and longer crises.6
The criterion used in the present investigation of the course of social relations is the position of individuals and groups (denoted as classes on such grounds) within relations of production, not the channels of income distribution as technically defined in current practices or within various accounting frameworks. What makes managers a new upper class is the concentration of decision making and high incomes to their benefit, based on their contribution in private management or social organization; and what makes a lower class the bulk of wage earners is their subaltern position within this network of social relations. The fact that wage earners at all levels of income hierarchies contribute to pension funds and receive the corresponding benefits when they retire does not transform these groups into capitalists as upper class; instead, part of their income as wage earners is redirected through the channel of capital income. The fact that managers also contribute to and benefit from pension funds does not transform them into capitalists and does not offset the social split from the remainder of wage earners. The profits retained within corporations may potentially benefit managers as well as shareholders, as they condition the future of the careers and incomes of managers within larger and higher-performing firms. Contemporary social relations, as a component of historical dynamics, must be understood and deciphered as hybrid in character, notably regarding these distinctive income channels. The failure to identify these social relationships has major consequences, notably in the assessment of income inequality.
CONFIGURATIONS OF CLASS POWERS AND ALLIANCES IN SOCIAL ORDERS
This section attends to the interpretation of the varying trends of inequality in relation to the chain of the three periods, as documented in the previous sections. We define “social orders” as power configurations of domination and alliance between classes, and possibly fractions of classes, notably at the top. (There is, consequently, no possible identification of social orders independently of the previous analysis of relations of production and class patterns.)
Since the beginning of the twentieth century, a chain of three social orders was observed, separated by structural crises.
1. The first financial hegemony of large capitalist owners, from the beginning of the twentieth century to the Great Depression. The phrase “financial hegemony” stresses the central role played by financial institutions during those years, under the sway of the capitalist owners of the newly formed corporations, with a concentration of this power into large banks.
2. The post-Depression/post–World War II compromise between managers and popular classes under managerial leadership, up to the 1970s. (We sometimes resort to the phrase “social-democratic” compromise, thus pointing to the welfare features of the period.) Following the Great Depression and World War II, and stimulated by the dynamics of the worker movement worldwide, capitalist classes had to yield. Management and policies were radically transformed at considerable distance from the interest of shareholders.
3. The second managerial-capitalist financial hegemony in neoliberalism, supported by the alliance between capitalist and managerial classes gradually increasingly under managerial leadership, from the 1980s onward. In the wake of the structural crisis of the 1970s, and given the weakening of the worker movement, the alliance between the capitalist and managerial classes was substituted for the alliance between managerial and popular classes, the outcome of a struggle in which the upper classes had the edge. As during the first period, the role of financial institutions is central (under the sway of top-ranking financial managers). The features of this social order have often been described.7
4. Since the crisis of 2008–9. Basic neoliberal class dominations and alliances at the top were maintained in the wake of the crisis. Macro policies were, however, deeply transformed, and the election of Donald Trump in 2016 testifies to new uncertainties regarding political trends. It is still unclear whether a new social order is looming behind the present period of turmoil.8
These power configurations are manifested in the actions of decision makers in all institutions, notably governments. They are also supported or thwarted by the activism of individuals and social groups involved within trade unions, think tanks, educational or information networks, and the like. Thus, the political orientations of social orders typically materialize in particular sets of policies, (de)regulations, and reforms, affecting all aspects of sociopolitical life. The alliance between managerial and popular classes during the postwar compromise can be termed “to the left,” and the alliance between capitalist and managerial classes in neoliberalism, “to the right.” There is, however, no straightforward correspondence between party affiliations and social orders: in the United States, a general alternation of Democrat and Republican administrations is observed during social orders, while basic political options are maintained; important changes are enforced at the transition between social orders.9 Much beyond the limits of the present study, one must reassert that the consequences of the enforcement of neoliberal class power relations were devastating, in terms of global warming, far-right extremism, and radical religiosity.
The leadership of capitalist classes during the first financial hegemony was associated with the high degrees of inequality observed up to the Great Depression. A key aspect of the new power configuration after the Depression and World War II was the reduction of income inequality and the stabilization of income hierarchies after 1960 at a comparatively reduced level. Finally, the new upward trend of inequality was established, under neoliberalism, to the benefit of upper classes (see figure 5.4).


Figure 5.4 Inequalities and power configurations in the twentieth century.
The correspondence is, thus, tight between the two categories of developments. Combining the analyses in the previous sections, one can further stress that in the context of the still moderate advance of managers during the first financial hegemony, the pattern of inequality was expressed in the preeminence of capital income on top of income hierarchies—a high level of inequality mainly conveyed by capital income. New tendencies were, however, apparently under way, as manifested in the already declining trends of purchasing power in the top two income fractiles prior to the Great Depression (see figure 5.2). Conversely, during the second financial hegemony in neoliberalism, the new degrees of inequality and their upward trend were primarily supported by the rise of high wages as an expression of the advance of the managerial class at the top of social hierarchies—increased degrees of inequality primarily conveyed by high wages. The restoration of the concentration of income at the top of hierarchies, where large wealth is accumulated, was, specifically, spectacular.
Hence the general interpretation in this study: the roots of the historical patterns of inequalities—their degrees and contents (emphasizing capital income or wages)—must be sought in the joint effects of the historical trends of relations of production and the sequence of social orders.
THE SOURCES OF INCOME STREAMS: MANAGERIAL AND CAPITALIST SURPLUSES
Elaborating on the analysis in the previous sections in terms of relations of production and classes, the rise of inequality will logically be interpreted in terms of exploitation with reference to the creation of incomes primarily within firms. A “surplus” is extracted—a form of “surplus labor”—to the benefit of upper classes. Without surplus extraction, “classes” would only be layers, and the preservation of class relations and their historical transformation would not be governed by class struggles. Parenthetically, can recall that the consequences of the refusal to enter into these analytical territories are huge. Notably, neoliberalism cannot be interpreted as the outcome of an episode of, specifically, class struggle in which the alliance between the two upper classes allowed for victory at the top and ushered in a radical transformation of social dynamics. Neoliberalism cannot be understood.
A consequence of the hybrid character of relations of production in managerial capitalism is that two upper classes share power and concentrate income in their favor. Capitalist and managerial surpluses must be distinguished depending on the channels of extraction (and given the often hybrid belongings allowing for the benefits of the two sources of income and privileges to various degrees): the higher wages garnered by the top 5 percent of wage earners, and profits. When profits are paid out by firms as interest to households holding debt securities or dividends to shareholders, these flows can be identified unambiguously as fractions of the capitalist surplus.10 To these flows one can add equity buybacks as one of the channels by which profits are transformed into flows benefiting shareholders.11
The field of analysis is the U.S. corporate sector. In figure 5.5, profits are measured after taxes (taxes on production and corporate income) and prior to the payment of interest and dividends—that is, approached as potential sources of capital income. There is, however, no available breakdown of wages for the corporate sector. We use the spectrum that exists within the entire hierarchy of wages (including those paid by the government) in the U.S. economy as a broad estimate. The percentage of total wages going to the 5 percent top wage earners (as derived from Thomas Piketty’s and Emmanuel Saez’s data), thus determined, is applied to the total wages paid within the corporate sector, thereby providing a rough measure of the previously mentioned managerial surplus. We denote the sum of the two components—the capitalist and managerial surpluses—as the “total surplus.”


Figure 5.5 The total surplus (capitalist and managerial) extracted within the U.S. corporate sector, as a percentage of the total after-tax value added in the sector.
Sources: NIPA, table 1.14, and Piketty and Saez, “Income Inequality in the United States, 1913–2002,” table B2.
Figure 5.5 shows the results of this investigation.
1. The upward trend in the total surplus. The upper variable is the share of the total surplus as a percentage of the after-tax value added in the sector. The percentage during the period 1968–1976 is marked by the dotted segment at 28 percent. (This percentage had not been significantly altered since World War II.) One can then observe the rising rate of surplus, matching the new trends of income distribution from the 1970s onward. Twelve percentage points of total value added were gained during neoliberal decades, from 28 to 40 percent.
2. The capitalist and managerial surpluses. The lower variables divide this total into its two components. The capitalist and managerial surplus shares showed a common trend up to (roughly) 1980, after which a major divergence can be observed. This profile echoes the sharp rise of upper wages during the neoliberal decades, as could be expected from the analysis in the previous sections. A comparatively high plateau was reached after 2005, along which the two variables move in tandem, testifying to a comeback of the capitalist surplus.
3. These findings match other observations, notably regarding profit rates. A new dramatic upward trend of the profit rate of corporations is apparent since 1992 or 2002. (The damaging effects of the crises of 2001 and the 2008–9 were ephemeral.)
At the close of this study, it must be stressed that, in a puzzling fashion, neither the rise of the total surplus nor the rise of the specifically capitalist surplus resulted in an upward trend of investment in the nonfinancial corporate sector; rather, the opposite occurred.12
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CHAPTER 6
Policy Decisions’ Role in Wage Suppression and Inequality
Lawrence Mishel
The typical worker’s wages have grown very slowly or have been stagnant for several decades—acceptance of this fact is a welcome but small step in the right direction. However, a consensus narrative explaining wage stagnation has not developed yet. The frequently invoked conventional explanations attributing wage problems primarily to automation and, somewhat, to globalization cannot actually explain key wage developments over the last several decades. Moreover, portraying wage stagnation and growing wage inequality as the unfortunate by-products of inevitable, positive forces such as automation that one neither can nor would want to alter is deeply misleading and sometimes intentionally meant to absolve those with the most power—corporations and the wealthiest people—from their responsibility for the outcomes of their actions.
We must look further for explanations of wage stagnation. What is it that we must explain? First is to explain why wages (including benefits) rose so slowly in spite of overall growth of incomes corresponding to rising productivity (the growth of the “pie,” or output per hour). The wedge between rising productivity and wage and benefit growth for the typical worker was the increased amount of wages and benefits going to top earners, especially those in the top 1.0 and 0.1 percent, along with a declining share of income going to labor (or, equivalently, a rising share going to “profits” or as returns to capital). That is, the second item that must be explained to understand wage stagnation is rising wage inequality and a fall in labor’s share. Last, inequalities of wages and wage disparities by gender and race and ethnicity in the late 1970s remain with us, including disparities based on systemic sexism and racism. Any accounting of where we are and what policies are needed must address these issues.
This chapter offers a narrative and supporting evidence on the mechanisms that suppressed wage growth over the last four decades since the late 1970s. We label this wage suppression rather than wage stagnation because it was an actively sought outcome—engineered by the political power and organizational strategies of corporate management and its political and judicial allies—and was not the passive, unavoidable outcome of a so-called bad economy or the by-product of positive forces such as automation.
The key forces driving wage suppression have been changes in management practices and strategies and shifts in public policy—including both policy actions and omissions—that systematically undercut individual workers’ options and ability to obtain higher pay, job security, and high-quality jobs. These dynamics are primarily located in the labor market and the strengthening of employers’ power relative to their white-collar and blue-collar workers.
Specifically, this chapter elaborates the specific factors and mechanisms that have developed since the late 1970s to undercut workers’ individual and collective bargaining power. We offer assessments of the impact of particular mechanisms on wage growth and wage inequality to demonstrate that their aggregate and cumulative impact can readily explain wage suppression and wage inequality. Specifically, this chapter elaborates the specific factors and mechanisms that developed after the late 1970s to undercut workers’ individual and collective bargaining power. We offer assessments of the impact of particular mechanisms on wage growth and wage inequality to demonstrate that their aggregate and cumulative impact can readily explain wage suppression and wage inequality. In particular, we examine the wage impacts of six factors: (1) excessive unemployment, resulting from faulty monetary (and budget) policies; (2) eroded collective bargaining, resulting from corporate practices and adverse judicial and policy choices; (3) weaker labor standards, the result of a declining minimum wage, eroded overtime protections, and weaker enforcement of standards leading to greater “wage theft”; (4) globalization, resulting from policy choices that undercut wages and job security of non-college-educated workers, as well as gender and race and ethnic discrimination; (5) new employer-imposed contract terms, such as agreements not to compete after leaving employment and to submit to forced private and individualized arbitration of grievances; and (6) shifts in corporate structures such as fissuring (or domestic outsourcing), industry deregulation, privatization, the impact of dominant buyers on entire supply chains, and increases in the concentration of employers. A more elaborate discussion can be found in Lawrence Mishel and Josh Bivens.1
These decisions were most adverse for workers with low and middling wages, especially for African Americans and women so situated. It was this growth in wage inequality and a shift of income from workers to owners of capital that explains the failure of wages for the vast majority to improve adequately. This was a “failure by design”2 caused by policy shifts sought by those with the most wealth and power and abetted by a rightward shift in the economics profession, which accommodated and even propelled policy changes that weakened worker protections.
This chapter offers a narrative and supporting evidence explaining the suppression of wages in the last four decades, documenting and reinforcing a theme of this volume that policy choices are responsible for shaping inequalities in the United States. By documenting, and measuring the impact of, the policies and enabled employer practices that have disempowered workers, suppressed wages, and generated the divergence between productivity and median hourly compensation growth, the chapter fleshes out the mechanisms by which the rules of the economy have been rigged against workers, as Joseph Stiglitz’s introduction rightly contends.
The first step is to examine the basic wage and profit trends that any explanation of wage trends needs to be able to explain. The second section examines and critiques the conventional explanation of these trends: that workers lack the skills necessary for more automated production systems—the skill-biased technological change (SBTC) explanation. The third section identifies a range of factors that have indeed generated wage suppression: excessive unemployment, weakened labor standards, weakened collective bargaining, globalization, employer-imposed contract terms, and other structural factors.
EVOLVING ASSESSMENTS OF WAGE STAGNATION AND SUPPRESSION
Major shifts in the public debate about wage stagnation and wage inequality have occurred in recent years. First, there has been a new and growing consensus that wage stagnation has been present for many years because of the influence of conservatives, Republican officials, and the entire center-left, among others. Second, the idea that adverse economic outcomes for the vast majority are due to a “rigged” system has taken hold across the political spectrum, though how the “rigging” works and who benefits varies. In other words, there is increased agreement that adverse outcomes are not the inevitable by-product of positive forces like technology but, rather, are due to powerful interests that dominate decision-making. Despite these developments, many officials, economists, and pundits continue to explain wage trends as the result of automation, or SBTC. There is, however, increased acknowledgment that it is important to take race and gender discrimination and disparate outcomes seriously lest we misunderstand economic dynamics and poorly design appropriate policies.
Significantly, major establishment economists on the center-left, advisers to Democratic leaders, have increasingly accepted that a shift in “power” in the economy to employers is an important factor in driving the relevant wage and factor share trends.3 An important moment in this shift was a 2018 keynote address by former President Barack Obama’s Council of Economic Advisers chair, Alan Krueger, to the Federal Reserve Bank’s Jackson Hole conference,4 which highlighted that certain economic models “give employers some discretion over wage setting.” In a footnote, he said, “Notice that I don’t call these features ‘imperfections.’ They are the way the labor market works. The assumption of perfect competition is the deviation from the norm of ‘imperfection’ as far as the labor market is concerned.”
To be able to explain wage suppression requires an explanation of the pattern of key wage trends over the last four decades. There are four key distinct points in the wage distribution that exhibit differing patterns of growth: wages among the top 1.0 percent (including the top 0.1 percent); wages for other high-wage earners, exemplified by those at the 90th or 95th percentile; wages for middle-wage workers; and wages for low-wage workers, usually exemplified by those at the 10th percentile of wages. These key wage points are associated with three key wage gaps: that between the highest earners (top 1.0 percent) and other high-wage earners; between high-wage and middle-wage earners (the 95/50 or 90/50 wage gaps); and between the middle- and low-wage earners (the 50/10 wage gap). Each of these wage gaps has a distinct trend, to be explained. There are also other, informative gaps that will be discussed, such as wage gaps across education groups, labor’s share of income, and the divergence between productivity and median hourly compensation growth.
WAGES AT THE VERY TOP, THE UPPER 1.0 AND 0.1 PERCENT
An exceptionally large growth of wages (measured as annual wages) at the very top occurred between 1979 and 2019 (see figure 6.1), with those in the top 1.0 percent enjoying 160 percent growth and those at the very top—the top 0.1 percent—wage growth of 345 percent.5 These data are based on W-2 earnings reported by employers and include realized stock options and stock grant awards. High-wage earners at the 90th and 95th percentiles had much slower wage growth (using hourly wage data) than those at the top, with growth of, respectively, 44 percent and 63 percent over the 1979–2019 period. In contrast, the wages of the bottom 90 percent grew by just 26 percent, with most of the growth occurring in periods of sustained low unemployment. The total wage growth in the 1995–2000 and 2013–19 periods was 20 percent, three-fourths of the total growth (26 percent) over the entire 1979–2019 period. The remarkable growth for those in the upper 1 percent and the even faster growth among those in the top 0.1 percent of wage earners has gone unrecognized and unexamined in many of the key research papers on wage inequality over the last several decades.


Figure 6.1 Cumulative percentage change in real annual wages by income group, 1979–2019.
Sources: EPI analysis of Wojciech Kopczuk, Emmanuel Saez, and Jae Song, “Earnings Inequality and Mobility in the United States: Evidence from Social Security Data Since 1937,” Quarterly Journal of Economics 125, no. 1 (February 2010): 91–128, and Social Security Administration wage statistics.
A remarkable upward distribution of wages has occurred, with the share of all wages earned by those in the top 1.0 percent nearly doubling from 7.3 percent in 1979 to 13.2 percent in 2019.6 Had this redistribution not taken place, wages for those in the bottom 90 percent could have grown by 44.6 percent, a faster rate of increase—by 18.5 percentage points—than their actual wage growth.7 The redistribution of wages has made a great difference in terms of what the vast majority took home in their paychecks.
WAGE GAPS AMONG THE VAST MAJORITY: THE 95/50 AND 50/10 WAGE GAPS
There is only one other wage gap that has expanded over the last four decades: the ever-growing gap between high- and middle-wage earners, usually illustrated by the wage gap between the earners at the 90th or 95th percentile and the median (50th percentile), or middle-wage, worker. Perhaps surprisingly to some, the wage gaps in the bottom half, between middle- and low-wage workers, have not grown in more than thirty years (basically since 1987–88). This means that over the last thirty years or so, wage inequality has basically increased between the vast majority in the bottom 90 percent and the high earners (in the upper 10 percent), but especially with those at the top (1.0 percent) and the very top (upper 0.1 percent).
Figures 6.2 and 6.3 show the trends in the 95/50 and 50/10 wage gaps by gender. One striking dimension of the growth of wage inequality is the persistent, continuous increase in the wage gap between those at the top (95th percentile) and middle-wage workers since 1979 among both men and women (figure 6.2). The growth of the gap between those at the top and at the middle of the wage distribution is one of the key wage patterns that needs to be explained.


Figure 6.2 Wage gap between the 95th and 50th percentiles, by gender, 1973–2019.
Source: Economic Policy Institute analysis of Current Population Survey Outgoing Rotation Group (ORG) microdata.
Note: Wage gap = Ratio of workers’ wages at the 95th percentile to wages at the 50th percentile.

Figure 6.3 Wage gap between the 50th and 10th percentiles, by gender, 1973–2019.
Source: Economic Policy Institute analysis of Current Population Survey Outgoing Rotation Group (ORG) microdata.
Note: Wage gap = Ratio of workers’ wages at the 50th earnings percentile to wages at the 10th percentile.
In contrast, there has been little change (or an actual decline) in the wage gap in the bottom half since the late 1980s, as illustrated by the 50/10 wage gap. There was a jump in the 50/10 wage gap in the early and mid-1980s—especially among women—which is associated with the deterioration in the minimum wage. The relative stability or even decline in the 50/10 wage gap since 1987–88 presents a severe challenge in explaining wage inequality that focuses on increased returns to education and skills, as elaborated next.
Those in the middle saw their hourly wages rise a modest 15 percent, while those at the bottom (10th percentile) had wage growth of just 3 percent over the 1979–2019 period. There was extraordinary wage growth at the top and very top; wages grew strongly among higher earners while remaining relatively stagnant at the middle (rising 0.3 percent annually), with basically no growth for those at the very bottom over nearly forty years.
WAGE DIFFERENCE BY EDUCATION
Broadening education wage differentials have been the basis of the leading conventional explanation of growing wage inequality; automation-driven SBTC has been seen as the primary cause, along with extensive talk about “skill deficits” and a growing demand for education. The college–high school premium—the difference in wages between a college graduate and a high school graduate—grew sharply in the 1980s and early 1990s, the era when research arguing for an SBTC explanation for wage inequality was widespread, yet only slightly since the mid-1990s. In particular, the college wage premium rose 17.2 log points over the sixteen years between 1979 and 1995 but only 6.3 log points in the twenty-four years from 1995 to 2019. The deceleration did not occur because there was an upsurge in the availability (i.e., supply) of college graduates. Changes in education wage gaps in the bottom half have very little explanatory power. Basically, there is much less action in wage gaps across education groups than is asserted in the public discourse on wage inequality.
THE GAP BETWEEN PRODUCTIVITY AND MEDIAN HOURLY COMPENSATION
As profiled in the introduction to this volume, a salient feature of the last four decades of economic growth is that there has been a systematic divergence between the growth of productivity and the growth of hourly compensation (wages and benefits) for the typical or median worker. While productivity and a typical worker’s compensation grew in tandem over the 1948–79 period, there was a divergence thereafter, with productivity continuing to increase, but only very modest growth of the typical worker’s compensation after 1979, with most of the growth in the latter years occurring in the 1990s wage boom (see figure 6.4).8 Yet, between 1979 and 2019, productivity grew a further 59.7 percent, though a typical worker’s compensation (wages and benefits) grew by only 13.7 percent (0.3 percent annually).


Figure 6.4 Productivity growth and hourly compensation growth, 1948–2019. The gap between productivity and a typical worker’s compensation has increased dramatically since 1979.
Source: Economic Policy Institute analysis of unpublished Total Economy Productivity data from Bureau of Labor Statistics (BLS) Labor Productivity and Costs program, wage data from the BLS Current Employment Statistics, BLS Employment Costs Trends, BLS Consumer Price Index, and Bureau of Economic Analysis National Income and Product Accounts. Update from figure A in Josh Bivens, Elise Gould, Lawrence Mishel, and Heidi Shierholz, Raising America’s Pay: Why It’s Our Central Economic Policy Challenge (Washington, DC: Economic Policy Institute, 2014).
Notes: Data are for compensation (wages and benefits) of production/nonsupervisory workers in the private sector and net productivity of the total economy. “Net productivity” is the growth of output of goods and services less depreciation per hour worked.
This divergence was first pointed out in the 1990s9 to demonstrate that the stagnation in wages for the typical worker was not simply due to a slowdown of productivity growth, that even if productivity growth was slow, the increase in a typical worker’s compensation was far slower. This meant that wage stagnation after 1979 (or 1973) was certainly not because there was insufficient growth in productivity or in the economy. Bivens and Mishel10 examined the “wedges” between worker pay and productivity and identified that the main factor generating this divergence are the inequalities associated with a decline in labor’s share of income (particularly in the 2000s) and the growth of inequality of compensation.11 The gap between rising net productivity (output less depreciation) and median hourly compensation over the 1979–2017 period is 43 percentage points, excluding any effect of differing price deflators (i.e., using the CPI-URS for both productivity and compensation). This 43 percentage point divergence is our metric for wage suppression.
LABOR’S SHARE
One of the trends that has alerted analysts to the erosion of worker bargaining power and corresponding strengthening of employer bargaining power has been the erosion of labor’s share of income in the 2000s. This is best examined in the corporate sector, where income can readily be divided between compensation going to workers and capital income accruing to owners of capital (avoiding issues of dividing proprietors’ income between labor and capital).12
The data in figure 6.5 clearly show a decline of labor’s share in the 2000s and, in particular, a failure of labor’s share to recover lost ground in the recovery years leading up to the cyclical peak (year of low unemployment before a recession begins) in the early 2000s or over the years 2015–18. In previous business cycles, labor’s share recuperated, such as regaining ground lost after 1979 by the time of the 1989 cyclical peak and the sharp growth of labor’s share in the late 1990s wage boom leading up to 2000. In contrast, labor’s share fell from 82.4 percent in 2000 to 77.9 percent in 2007, the year before the Great Recession, and lingered at the 75–76 percent level in the 2016–17 period when unemployment was comparable to that of the previous cyclical peak in 2006–7. That fall in labor’s share from 82.4 percent in 2000 to 75.5 percent in 2016 is the equivalent of an 8.4 percent across-the-board cut in compensation for every employee, or, equivalently, it would require an across-the-board compensation boost of 9.1 percent to restore labor’s share in 2000.13 Workers’ inability to maintain their share of overall income is a significant part of the story of wage suppression and needs to be explained.


Figure 6.5 Worker’s share of corporate-sector income, 1979–2019.
Source: Authors’ analysis of Bureau of Economic Analysis National Income and Product Accounts (tables 1.14 and 6.16D). Nominal wage tracker. E. Gould, “State of Working America Wages 2019,” Economic Policy Institute, February 20, 2020, https://www.epi.org/publication/swa-wages-2019/.
Notes: Shaded areas denote recessions. Federal Reserve banks’ corporate profits were netted out in the calculation of labor share.
RACE AND GENDER
Race and gender wage disparities are also important dimensions of inequality that have been persistent and insidious; consequently, they reflect key dynamics that need to be highlighted and understood in any analysis of the labor market. Gender wage inequalities have fallen over the last four decades, so the forces underlying gender disparities are not associated with the overall rise in wage inequality. Nevertheless, any policy agenda that addresses wage suppression and wage inequality must also address the large and persistent gender wage disparities that remain with us.14
Racial wage disparities have grown in the last four decades. In the 1980s, the Black-white wage gap grew with rising unemployment, reduced unionization, a dearth of minimum wage increases, and little antidiscrimination enforcement. In 2015, Black men made 22.0 percent less than white men with the same education, experience, metro status, and residential location. Black women made 34.2 percent less than white men with the same circumstances and 11.7 percent less than their white female counterparts.15
The median Black worker’s hourly wage rose only 5.3 percent from 1979 to 2018, lagging far behind the 20.0 percent hourly growth enjoyed by the median white worker. The increased wage disadvantage of Black workers reflects their more vulnerable situations in an era of eroding worker power, as excessive unemployment, lowered labor standards (i.e., the minimum wage), and weaker unions have all disproportionately affected Black workers. At the same time, the 7.6 log point growth of the “unexplained” portion of the Black-white average wage gap suggests that discriminatory practices have grown and accelerated the growth of overall wage inequality.16
After 1979, the gender wage gap changed in two measurements: the percentage gap between the male and female median wage and the unexplained (log) percentage of the gender wage gap (on average), after controlling for race and ethnicity, education, age, and geographic division. In addition, after 1979, the gender wage gap at the median has been cut in half, from 36.7 percent to 15.8 percent in 2018. The gender wage gap also fell substantially, from 37.7 to 22.6 log points over the same period. This suggests that gender wage disparities have not been a factor in increasing overall wage inequality, except insofar as the greater participation of women, whose wages are lower than those of men, has generated more observed wage inequality and dampened wage growth at the median.
Regardless of their impact on the growth of wage suppression and wage inequality, the fact that wage gaps between men and women and across races are present and still substantial means that any policy agenda that addresses labor market inequalities must also address gender and race disparities.
THE FAILURE OF AUTOMATION AND SKILL GAPS TO EXPLAIN WAGE SUPPRESSION OR WAGE INEQUALITY
Until recently, the predominant narrative among economists, pundits, policy makers, and the media has been that wage inequality reflects the growing use of computer equipment and the onset of an information age that has made more educated workers—college graduates—more valuable to employers and correspondingly has made those without a college degree—more than 80 percent of earners in 1979 and 62 percent in 2018—less valuable to employers. This section examines this claim and shows that although it has always been weak, the actual trends since the end of the 1990s boom indicate that automation has played no role in wage suppression or the growth of wage inequality in the last twenty-five years. A more expanded critique can be found in Mishel and Bivens.17 It should also be noted that although automation may not be a driving force behind wage inequality, it can also be true that employers harness technologies such as artificial intelligence to leverage power through monitoring and disciplining workers.18
The conventional wisdom asserts that inequality and wage stagnation are the inevitable and progressive result of technological change and sometimes a mention of globalization—that is, the by-product of forces one would neither want to nor could change. The only appropriate remedy is to adapt to these forces, primarily by upgrading workers’ skills and education and perhaps by providing a more adequate safety net. The globalization dimension, when mentioned, is simultaneously deemed to be only a small part of the problem. The only clear policy inference is that workers require more education and training and adapt to a rapidly changing world.
This conventional wisdom has been a consistent narrative. In 1995, the Council of Economic Advisers summarized it by saying, “the sluggish growth of incomes is due to dramatic changes in technology and in global competition that have affected industrialized economies around the world, reducing the relative demand for workers with less education and training.” In September 2018, Obama said, “This change has happened fast, faster than any time in human history. And it created a new economy that has unleashed incredible prosperity. . . . For those with unique skills or access to technology and capital, a global market has meant unprecedented wealth. For those not so lucky, . . . those same forces may have wiped out your job.”19
Among mainstream economists, there has been substantial agreement on this narrative. The Chicago School, based on the work of Kevin Murphy and others, early on concluded that skill-biased technological change was the explanation. The Chicago School has produced very little new empirical work on wage inequality in the last twenty years or so. The center-left has focused, until very recently, on developing a newer version of SBTC centered on the polarization of occupational employment patterns.20
In fact, the SBTC story actually fails to explain wage patterns over the last four decades and is a prima facie implausible explanation for at least the last twenty or more years (since 1995 or 1999). Technological change (or at least automation), contrary to Obama’s assertion, has not been especially rapid in the last dozen years or so; the technologically outmoded skill argument was not true for the 1990s and is not evidenced in the 2000s. Moreover, there is no basis for believing that this era of globalization and automation has led to faster aggregate growth rates relative to earlier periods.
There have been two versions of SBTC, one based on education wage differentials, used to explain the 1980s; and an intended revision, “job polarization,” focused on a changed skill bias in automation, as reflected in occupational employment patterns.
SKILL-BIASED TECHNOLOGICAL CHANGE, VERSION 1: THE SKILL PREMIUM
The first version of SBTC focuses on the claim that wage inequality is driven by increasing education-related wage gaps, highlighted by a rise in the college–high school wage premium. The narrative claims that workplace automation has a “skill bias,” which increases demand for more skilled and educated workers (those with four-year degrees), increases automation, and reduces demand for less educated and skilled workers. There is a race between technology and skills; and if the supply of skills (college-educated workers) keeps up with the increased relative demand for college graduates, then the college wage premium will be flat and there will be no increase in wage inequality. If supply fails to keep up with automation-driven relative demand—leading to skill deficits—then the relative price of employing college graduates will rise and increase wage inequality. This explanation was provided in a highly influential article by Lawrence Katz and Kevin Murphy,21 who used data through 1987, and, later, the book by Claudia Goldin and Katz,22 using data through 2005.
Yet this narrative falls short. Automation has been a force for nearly two hundred years, through periods of fast wage growth and stable or falling inequality, so any claim that SBTC is causing wage stagnation or inequality must invoke the assumption that automation accelerated or had greater impact. Since education levels have also grown rapidly, automation has to outrace skills—the need to show “acceleration of technology/automation.”23 It is possible that SBTC is a large and ongoing force in shaping the pattern of jobs and occupations without generating wage inequality: automation was ongoing in the 1950s and 1960s, when real median wages rose and wage inequality did not increase.
This education premium narrative fails as an explanation for wage patterns.24 The leading research elaborating on the trends in education wage differentials as the driver of overall wage inequality25 does not even address the redistribution to the very top. There is no persuasive evidence to support a skill explanation of rising top 1 percent wages and income.26 Katz and Murphy27 also posit that the increase in 50/10 wage gaps in the 1980s was due to rising relative wage differentials between every level of education, with the increase greatest for the most highly educated. Such an explanation, however, cannot explain why automation did not generate rising education wage differentials between dropouts, high school graduates, and associate college graduates after the 1980s. The flat or declining 50/10 wage gap in the thirty years after 1987 is inconsistent with the education skills gap narrative, given that middle-wage workers who have more education than low-wage workers have not reaped a growing advantage since 1987.
There was a sharp deceleration in automation-driven relative demand for college graduates in the mid-1990s, and the college wage premium has flattened since that time. Several studies, all by proponents of the SBTC narrative, have found that the impact of automation on the labor market has substantially declined relative to earlier decades. David Autor28 updated the Katz and Murphy29 model and showed that the automation-driven relative demand for college graduates decelerated by a third in the early to mid-1990s. In January 2020, a paper by Autor, Goldin, and Katz30 updated the metrics from The Race Between Education and Technology, which showed “a slowdown in demand growth beginning in the early 1990s,” confirming the dramatic deceleration of automation’s impact. A significantly slower automation-driven relative demand for college graduates after 1995 means that automation cannot be the cause of any simultaneous increase in wage inequality, such as the rising 90/50 wage gap.
Furthermore, inequality among workers with similar education levels has led to most of the growth of wage inequality. The rise of education wage differentials is, at best, only a partial explanation for rising wage inequality, because roughly 60 percent of the increase is due to greater inequality within education groups.31
The education wage gap narrative is prima facie implausible: whereas the college wage premium has grown minimally since 2000, the growth of the 95/50 wage gap has continued to increase. Moreover, the log 95/50 gap rose 0.76 points/year in 1979–2000 and rose even faster, by 1.00 log points/year, over the 2000–19 period. In sharp contrast, the college–high school wage premium grew just 0.13 log points per year in the 2000–19 period, 87 percent slower than in the 1979–2000 period. It is implausible that a sharp deceleration of the growth of the college wage premium can help to explain an accelerated growth of the 95/50 wage gap since 2000.
The whole notion that relative demand for skill (as a proxy for automation) can be deduced from education wage premia and supply trends without also taking into account nonautomation factors (unions, globalization, minimum wage, and other factors) is to adopt a simplistic microeconomic vision of the world. Simply put, the college–high school wage premium goes up and down for lots of reasons besides automation and education supply factors. Many critiques of this education wage gap narrative have appeared in the past, and their analyses have stood the test of time.32
SKILL-BIASED TECHNOLOGICAL CHANGE, VERSION 2: JOB POLARIZATION
A new SBTC narrative emerged around 2005 to replace the education wage gap narrative and to overcome one of its key weaknesses: the inability to explain why the 50/10 wage gap grew in the 1980s but flattened or declined in the 1990s. The job polarization narrative claims a changed nature of automation starting in the 1990s, such that automation hurts middle-wage occupations the most relative to both low-wage and high-wage occupations. This is demonstrated by mapping the changes in occupational employment patterns by wage level, which shows the expansion of low-wage occupations characterized by routine manual tasks; the expansion of high-wage occupations requiring abstract, nonroutine tasks; and a shrinkage of occupations in the “middle” that involve performance of routine manual tasks.
But this story also fails to explain the key wage patterns. Like the wage gap narrative, there is no story for the top 1 percent. There is also no evidence of job polarization in the 2000s.33 Autor34, the key proponent of the job polarization story, later acknowledged the lack of polarization in the period between 1999 and 2012, based on the latest data available at that time. Obviously, a narrative based on the polarizing composition of employment by occupation cannot be relevant in explaining post-1999 wage patterns if those occupational employment patterns have not been evident. In fact, Autor’s35 data show that nearly all the of the employment growth was in low-wage occupations, a pattern that does not readily explain why the wage gap between the top and the middle kept expanding and did so at an accelerated pace.
Remarkably, the job polarization narrative relies on mapping occupational employment patterns to explain wage inequality but has never presented evidence that occupational employment directly affect wages. In fact, Mishel, Bivens, et al.36 show that changes in occupation employment shares are not related to changes in relative wages by occupation. One would expect that occupations that expand (or contract) would have rising (or falling) wages relative to other occupations. Looking at the relation between changes in occupational employment shares and the corresponding relative wages of occupations, Mishel, Bivens, et al.37 found no such relationship in the 1980s, 1990s, or 2000s. If occupational employment patterns do not affect relative occupational wages, they certainly bear no relationship to changes in overall wage inequality: the bountiful efforts to track occupational employment patterns have no implications for wage patterns.
THE TRUE STORY OF WAGE SUPPRESSION
So, what are the other factors leading to wage suppression? It is not possible to precisely estimate the causal role of each of the following factors and eliminate (or account for) any interactions between factors. The point is to identify factors that changed over the period compared with some counterfactual (e.g., the minimum wage increased with average wages or productivity) or to note that the trend differed from the pre-1979 trend (e.g., unionization fell faster). The factors can be due to policy shifts or failure to shift policy (for example, allowing minimum wage to fall in real value). Key underlying forces made for a toxic stew: low profitability in the 1970s, an increased focus on “shareholder value,” financialization, and increased dominance of laissez-faire business-oriented economics, frequently accommodated by center-left economists. The specific policy levers that undercut wage growth for the vast majority of workers are elaborated next.
MACROECONOMIC POLICY AND UNEMPLOYMENT
There has been excessively high unemployment since the 1970s because monetary policy makers gave priority to fighting inflation and correspondingly suppressing wage growth. Presidents and congressional policy makers pursued inadequate antirecessionary policies.
Bivens and Zipperer38 have shown that between 1949 and 1979, the cumulative difference between the actual unemployment rate and estimates of the NAIRU, i.e. the rate of unemployment consistent with full employment, was negative 15.3 percentage points—meaning that on average, actual unemployment sat below the estimated NAIRU. In contrast, between 1979 and 2017, the cumulative difference was positive 35.7 percentage points, meaning that actual unemployment was persistently above the unemployment rate consistent with estimated full employment. This was not driven just by the crisis of the Great Recession. Between 1979 and 2007, the cumulative difference was positive 15.5 percentage points. So, in the thirty years between 1949 and 1979, the cumulative gap between full employment and actual unemployment was negative 15.3 percentage points, whereas in the twenty-eight years between 1979 and 2007, the cumulative gap was positive 15.5 percentage points.
Bivens and Zipperer also found that a 1 percentage point drop in unemployment results in an accelerated rate (by 0.5 percentage points) of annual wage growth for workers at the 10th percentile of the wage distribution. For workers near the median of the wage distribution, wage growth is faster by 0.4 percentage points following a 1 percentage point decline in the unemployment rate. For workers at the 90th percentile of the wage distribution, wage growth is faster by 0.3 percentage points following a 1 percentage point decline in the unemployment rate.
If unemployment over 1979–2017 had just averaged the (almost surely too-conservative) estimated “natural rate” of roughly 5.5 percent, rather than averaging 6.3 percent, median wages would have been 10.0 percent higher in 2017. If the unemployment rate could have been held even lower—say, to 5 percent on average—median wages would have been about 18.3 percent higher by 2017.39
Excess unemployment alone, therefore, can explain a significant share of the productivity–median hourly wage gap (though productivity might have been higher with lower unemployment as well). Excess unemployment can also explain some of the growth in wage gaps in both the bottom and top halves.40
WEAKENED UNIONS AND WEAKENED COLLECTIVE BARGAINING
One of the major factors depressing wage growth in the middle, relative to high earners, has been the erosion of collective bargaining. The impact has been especially adverse for men because they were far more likely than women to be unionized in 1979 (31.5 percent versus 18.8 percent), so men had more to lose from the subsequent attack on unions and collective bargaining.41
That collective bargaining leads to more equal wage outcomes was firmly established in research by Richard Freeman and James Medoff in the late 1970s and popularized in their important book, What Do Unions Do? Unions have largely made wage differences between occupations more equal by proportionally boosting low- and middle-wage occupations versus high-wage occupations, especially for Black and Hispanic workers and for those with lower levels of education. Union wages also set a standard for particular types of work and do not vary across people, in contrast to those in nonunion settings. Unions have also historically been more likely to organize middle-wage than high-wage workers, which lowers inequality by closing wage gaps.42 The union impact on inequality is even greater with compensation than with wages alone.43
Research from the early 1990s documented that the erosion of collective bargaining was responsible for around one-fifth of the rise on wage inequality among men in the 1980s44 but had a more modest impact on women’s wage inequality. More recent research has also included an assessment of the impact of unions on nonunion workers’ wages—sometimes referred to as “spillover effects”—and finds a much larger impact. When the share of workers who are union members is relatively high, as it was in 1979, wages of nonunion workers are higher. Estimates of the impact of eroded collective bargaining on wage inequality that incorporates union spillover impacts find a larger role of the impact of unions on wage inequality. For instance, Western and Rosenfeld45 find that the weakening of collective bargaining explains a third of the increase in male wage inequality and a fifth of the rise of wage inequality among women over the 1973–2007 period. Such research demonstrates that the erosion of collective bargaining has been the largest single factor driving a wedge between middle- and high-wage male workers—the main dimension of wage inequality that grew among men other than the soaring of earnings for top 1.0 percent.
Recent research from Nicole Fortin, Thomas Lemieux, and Neil Lloyd46 in table 6.1 provides a more up-to-date analysis, incorporates a spillover impact, and provides additional insight because the results directly report on the impact of eroded collective bargaining on the wage gap between high (90th percentile) and middle (50th percentile) wage workers by gender.
Table 6.1 Role of minimum wage decline and erosion of unions and wage inequality, 1979–2017
	  	Percentage of inequality metric explained by:  
	Inequality measure  	Changes in wage measure  	Minimum wage decline  	Erosion of unions  	Joint minimum wage and union impact  
	 Men

	90–10 
	0.32 
	36.3% 
	27.3% 
	58.7% 

	90–50 
	0.33 
	1.8% 
	37.3% 
	39.1% 

	50–10 
	−0.01 
	— 
	— 
	— 

	Std dev (log wages) 
	0.12 
	23.7% 
	28.8% 
	53.4% 

	Gini 
	0.08 
	13.9% 
	36.7% 
	49.4% 

	 Women

	90–10 
	0.49 
	34.0% 
	4.3% 
	38.0% 

	90–50 
	0.28 
	3.6% 
	13.0% 
	17.0% 

	50–10 
	0.21 
	73.6% 
	−6.6% 
	65.0% 

	Std dev (log wages) 
	0.16 
	20.9% 
	6.7% 
	28.0% 

	Gini 
	0.10 
	18.6% 
	8.8% 
	27.0% 


Source: Analysis of John DiNardo, Nicole M. Fortin, and Thomas Lemieux, “Labor Market Institutions and the Distribution of Wages,” Econometrica 64, no. 5 (1996): 1001–44.
The most salient finding is that eroded unionization explains 37.3 percent of the growth of the 90/50 male wage gap over the 1979–2017 period. This is the only source of growing wage inequality among men in the bottom 90 percent of earners.
Lemieux, using the earlier paper’s model,47 provided computations on the impact of deunionization on the median and 90th percentile wages for men and women combined over the 1979–2017 period. Deunionization raised the log 90/50 wage gap by 7.7 log points, almost entirely by reducing the median hourly wage by 7.6 log points, or by 7.9 percent (0.2 percent annually), explaining about 18 percent of the entire productivity–median hourly compensation divergence. The impact on men is larger, with deunionization lowering the male median wage by 10.9 log points, or 11.6 percent (0.29 percent annually). Deunionization, therefore, explains 33.1 percent of the 23.2 log point growth of the 90/50 wage gap from 1979 to 2017.
Some pundits and analysts have expressed skepticism about the impact of weaker unions on wages or wage inequality, claiming that the decline of unions reflects a decline in worker interest in unions, or that union erosion is attributable to globalization and automation (implying these are the real underlying factors). Neither objection is well founded. Yet, Thomas Kochan et al.48 examined the level of interest in joining a union among unorganized workers and found the demand for unions has risen substantially since the late 1970s.
Ongoing automation of manufacturing and globalization surely contributed to the shrinkage of manufacturing employment and the loss of union jobs in manufacturing. However, collective bargaining declined strongly across the private sector in industries not heavily affected by globalization, including construction, transportation, communications, utilities, supermarkets, hotels, and mining. A detailed examination of the causes of eroded unionization finds automation to be a limited influence.49 An Organization for Economic Co-Operation and Development50 analysis of the cross-country decline in collective bargaining across advanced nations found that “demographic changes and structural shifts, such as the shrinking of the manufacturing sector,” fail to explain the declining trend in collective bargaining.
The primary reason that collective bargaining eroded was the concerted corporate attack on unions starting in the 1970s, which exploited weaknesses in labor laws to suppress the ability of workers to choose collective bargaining or to organize.51 The scale of union organizing collapsed—dramatically—in the 1970s as the share of nonagricultural workers in private-sector National Labor Relations Board elections fell, from 1.0 to 1.2 percent each year in the 1950s and 1960s; to just 0.3 percent each year in the 1980s; and even lower, to just 0.1 percent each year, in the early 2000s.52 As Lane Windham53 documents, this collapse of organizing was due to increased employer aggressiveness and use of both legal and illegal tactics, including captive audience meetings, threats of shutdowns or relocation, firing of union organizers, use of a rapidly expanded group of antiunion consultants, and process delays.
MANAGING GLOBALIZATION ON CAPITAL’S TERMS
Globalization has contributed significantly to wage suppression. Bivens54 finds that the implied wage effects of trade expanded rapidly after 1995, as trade with lower-wage nations (particularly Mexico and China) picked up significantly. By 2013, trade flows with low-wage nations were likely reducing wages for workers without a four-year college degree by roughly 5.6 percent. For a non-college-degreed worker making the median hourly wage and working full-time, full-year, this translates into just under $2,000 annually.
This estimate is nearly identical to what Autor, David Dorn, and Gordon Hanson55 find in a regression-based investigation of the wage impacts of imports from low-wage countries. Their results indicate that the impact on American wages of a given volume of imports from other low-wage countries is no different from the impact of Chinese imports. Imports from all low-wage countries in 2016 stand at roughly $8,000 per worker, implying a wage reduction of roughly 5.6 percent, or about $2,000 annually, for a full-time worker earning the median wage.
A 5.6 percent reduction in the median wage from globalization can account for about 13 percent of the productivity–median hourly compensation divergence.
WEAK LABOR STANDARDS
The failure to update the value of the minimum wage in line with wage or productivity growth definitively illustrates how policy choices made on behalf of powerful corporations have had a fundamental impact on wage growth for low-wage workers and the shape of the bottom half of the wage distribution. Specifically, the failure to adequately raise the minimum wage reduced the wages of at least the bottom 31 percent of earners and was the overwhelmingly dominant factor shaping when and how much the wage gap between low- and middle-wage workers has grown over the last four decades.
In 2019, the federal minimum wage, $7.25, was worth 16.3 percent less, after adjusting for inflation, than when it was last raised in 2009—the longest period without a minimum wage increase—and 25 percent below its peak value in 1968. Workers earning the federal minimum wage in 2019 had $6,800 less per year to spend on food, rent, and other essentials than did their counterparts fifty years ago. In contrast, productivity doubled (up 103.3 percent), and the average wage grew by 65 percent from 1968 to 2019.56 Thus, the value of the minimum wage fell while the labor market improved, on average, leaving low-wage workers far behind. This lag in the minimum wage occurred despite the fact that low-wage workers were older (and therefore likelier to have greater work experience) and had significantly more education than their counterparts of 1968.57
The pattern of the minimum wage’s growth forms the entire shape of the wage distribution of the bottom half, setting the scale of the wage gap between the lowest-wage workers at the 10th percentile relative to wages at the median. In 1968, the federal minimum wage was equal to roughly half the wage of the typical (median) U.S. worker: 52.8 percent of the median wage of all full-time workers. In 2019, the minimum wage was just 31.7 percent of the wage of the typical worker. An increase of the minimum wage to $15 in 2025, however, would reset it at 55.1 percent of the typical or median worker’s wage, restoring the wage standard achieved in 1968, the previous high.58 This implies that the fall in value of the minimum wage more than explains the increase in the 50/10 wage gap over the 1968–2019 (or 1979–2019) time frame, since the rise to $15 in 2025 totally reverses that increase in wage inequality in the bottom half even though the increase to $15 falls far short of the projected 122 percent productivity increase or the growth of average wages over the 1968–2019 period.
The timing and pattern of changes in the wage gap in the bottom half (the 50/10 wage gap) accords with changes in the federal minimum wage, providing further evidence of its impact. As shown in figure 6.3 the 50/10 wage gap grew sharply among women and less sharply among men in the 1980s, as the minimum wage was not increased despite fast inflation, mirroring the expected impact of a declining minimum wage. The 50/10 wage gap has been stable or falling since the late 1980s, as the minimum wage saw periodic moderate increases and there were periods of persistent low unemployment that boosted the lowest wages.
Other research demonstrates the major impact of the fall in the minimum wage on expansion of the wage gap (i.e., 50/10) in the bottom half. Autor59 and Mishel, Bivens, et al.60 show that the fall in the minimum wage explains 65.5 percent of the 25 (log) percentage point increase in the 50/10 wage gap between 1979 and 2009. The wage gap at the bottom half grew very little among men (they are far less likely to be affected by the minimum wage) over the 1979–2009 period, rising just 5.3 (log) percentage points. Work by Fortin, Lemieux, and Lloyd,61 presented in table 6.1 (column 2), reveals that the 50/10 wage gap among women grew by 21 (log) percentage points from 1979 to 2017, and three-fourths (73.6 percent) of that increase can be explained by the erosion of the inflation-adjusted value of the minimum wage. Among men there was essentially no increase in the 50/10 wage gap, which is not surprising, given that men’s wages at the bottom have been far less affected by a falling or rising minimum wage standard.
THE IMPACT OF UNDOCUMENTED WORKERS ON LABOR STANDARDS
One factor that weakens labor standards is the presence of undocumented workers and other migrants who, in practice, lack legal rights in the workplace. The issue is not the presence, or supply, of immigrants but the legal situation that makes them exploitable; in our economy, if you can be exploited, you will be exploited. This exploitation of a sizable share of the workforce lowers the wages of the migrants and those of the workers in their occupations and industries.
Daniel Costa62 has observed that “the migrant workers’ lack of rights makes it difficult for them to bargain effectively for decent wages, and their weak leverage spills over to undercut the leverage of U.S. workers—i.e., citizens and immigrants who are lawful permanent residents.” Unauthorized immigrants make up nearly 5 percent of the U.S. labor force, and these nearly eight million workers63 are not fully protected by U.S. labor laws because of their precarious immigration status.64
Approximately 1.4 million guest workers were employed (as of 2013) through temporary work visa programs, accounting for roughly 1 percent of the labor force.65 The Organization for Economic Co-Operation and Development recently estimated that 1.6 million full-time-equivalent jobs were filled by guest workers in 2017.66 Although they are legally authorized to work, guest workers are among the most exploited laborers in the U.S. workforce because the employment relationship created by the visa programs leaves them powerless to defend and uphold their rights. Thus, at least 6 percent of the workforce is vulnerable to exploitation.
Research by Lauren Apgar67 examining the wages of similarly situated migrant Mexican workers—including those who are undocumented, those with legal permanent resident (LPR) status, and temporary guest workers in the H-2A and H-2B visa programs—found that unauthorized workers earned about 13 percent less than LPRs, and temporary foreign workers (i.e., guest workers) earn about 11 percent less than LPRs; the latters’ wages do not significantly differ from unauthorized workers’ wages.68 Apgar concluded, “Wage gaps suggest that employers use fear of deportation to pay lower wages—not just to unauthorized immigrant workers but to temporary foreign workers as well.”
The presence of exploitable migrant workers therefore undercuts labor standards in immigrant-intensive occupations and industries and thereby depresses wages and benefits of nonmigrants. To date, no research to quantify this impact has been conducted. Nevertheless, the conscious policy decisions to enable these circumstances clearly contribute to the wage suppression we have experienced.
FISSURING AND DOMESTIC OUTSOURCING
The largest structural change affecting workplaces and putting downward pressure on wages and working conditions has been the rise of the “fissured workplace,” as outlined in David Weil’s pathbreaking 2014 book, The Fissured Workplace69; this phenomenon is also covered by Eileen Appelbaum and Rose Batt.70 Weil defines the fissured workplace as one that focuses on the greatest competence from the perspective of customers and investors; sheds activities not essential for delivering those competencies to third parties; and maintains control of the outcomes of those third parties around its competence through standards, monitoring, and mechanisms of enforcement.
Weil points out that fissuring’s “impact goes beyond the narrower concepts of contingent work” because “fissured workplace arrangements can exist even though employment itself might be traditional”; that is, a full-time employee of a third party contracted by the lead business. In fact, traditional employment arrangements dominate the fissured workplace, and the increase in fissuring has primarily occurred through subcontracting to firms still using traditional employment arrangements.
Driven by a search for higher profits through financialization, fissuring is a corporate strategy that emerged from the focus on shareholder primacy to raise profits in part by squeezing costs (i.e., wages) of subcontractors and shifting risks onto other firms (i.e., subcontractors) and workers. Fissuring does not reflect a new way of producing goods and services within particular workplaces; rather, it is a rearranging of the corporate hierarchy in which workplaces fit. As such, fissuring probably has no impact on increasing or decreasing aggregate productivity or making the production of goods and services more efficient. Nor does fissuring reflect technological change in how goods and services are produced. Rather, technology plays a role in that communications and other technologies better enable firms to monitor dispersed economic activity and monitor the fulfillment of standards.71
Estimating the size of the fissured economy is a major challenge that is now under way. Weil’s72 estimates show the fissured economy to be substantial, as the sectors dominated by fissured workplaces are “close to 19 percent of the private-sector workforce . . . in industries where fissured arrangements predominate.” Weil also notes that the size could easily increase drastically, as the fissuring of one workplace affects the wage-setting of other businesses and other labor markets. For fissuring to contribute to wage suppression, it would have to have grown in size or provided a more intense downward push on wages and job quality in recent years.
Yet the other than business-to-business subcontracting aspects of fissuring have not appeared to increase significantly since the late 1970s. Self-employment or independent contracting has been stable for the last twenty-five years, despite claims to the contrary.73 There has been a modest growth in employment in staffing firms as the share of private payroll employment in “employment services” grew from 2.5 percent in 1995 to 2.9 percent in 2018—certainly not remarkable growth. Franchising also “relies on the transfer of a complete business format and methods, including extensive business support (e.g. training of the franchisee) and ongoing monitoring from the franchisor.”74 Business-format franchisees provided 5.5 percent and 5.3 percent of total private-sector employment in 2007 and 2012, respectively, and did not necessarily significantly grow in the prior decades.75
Staffing services, self-employment, and franchising have not grown remarkably over the last twenty-five years or so since fissuring took off, yet Annette Bernhardt et al.76 concluded that “available information points to rapid growth in domestic outsourcing in a wide range of industries since the 1980s.” This implies that the current scale of fissuring and its growth is primarily due to the growth of business-to-business subcontracting in which the subcontractors heavily rely on traditional employment relations.
Weil identifies how the growth of fissuring and domestic outsourcing has shifted the mindset of these companies: “By shedding their employees . . . and making those workers the employees of other organizations, a wage-setting problem becomes a pricing problem. The janitor, maintenance person—or even lawyer—who no longer is a member of the company also no longer need be bounded by the pay considerations of that company’s wage structure.”77 This shift leads to lower pay for workers in contractor firms, greater wage theft, and more dangerous working conditions.78 A precise quantification of the impact of fissuring is not possible. A ballpark guesstimate might be that if an additional 15 percent of employment was subjected to fissuring and this lowered wages by 15 percent for those affected, the overall effect would be a 2.25 percent reduction in the median wage.79
OTHER FACTORS
A suite of agreements have been imposed on workers that reinforce wage suppression. Forced arbitration agreements80 limit legal options for combating employer exploitation (misclassification, failure to pay proper wages or overtime, discrimination, etc.) and affect 56 percent of private-sector nonunion workers. Noncompete agreements suppress worker mobility and wages, including among hourly workers and those with lower levels of education.81 Noncompete agreements also depress firm entry and dynamism, as they prohibit employees from starting their own firms. “Somewhere between 27.8 percent and 46.5 percent of private-sector workers are subject to noncompetes.”82 Michael Lipsitz and Evan Starr83 report that banning noncompetes raised wages by 4.9 and 4.3 percent the construction and installation and maintenance and repair occupations, respectively, two occupations with wage levels near the median.
Various changes in corporate structures have also helped to suppress wages. Industry deregulation of airlines, trucking, interstate busing, telecommunications, utilities, and railroads is another factor. In each of these industries, deregulation had a strong adverse impact on the wages and compensation of blue-collar workers. Fortin and Lemieux84 showed that 9 percent of the workforce in the 1980s was affected by industry deregulation and that in such industries, there was a much larger erosion of middle-wage jobs. The increased dominance of certain buyers helped to suppress wages in supplier chains; Nathan Wilmers85 estimates that the increase in dominant buyers lowered the growth of average annual earnings by 3.4 percentage points over the 1979 to 2014 period among publicly owned nonfinancial firms.

The totality of the evidence shows the many ways in which policy makers and management practices have systematically weakened workers’ options to improve their wages, hours, and working conditions. The impact of excessive unemployment, corporate globalization, and deunionization alone can account for a 23.5 percent erosion of the median wage and 55 percent of the growth of the productivity–median compensation divergence. Other factors also helped to suppress wages.
The lessons here are simple: wage growth has been greatly affected by policy decisions and is a political variable. It responds—robustly—to big policy changes. For too many decades, these policy changes have gone in the wrong direction. Policy makers are able to deliver prosperity to the vast majority of U.S. workers based on faster wage growth. Whether workers obtain a fair share of the economy’s gains in the future will depend not so much on abstract forces beyond their control as on demanding that their political representatives restore bargaining power to workers, individually and collectively.
NOTES
1. Lawrence Mishel and Josh Bivens, “Identifying the Policy Levers Generating Wage Suppression and Wage Inequality” (Economic Policy Institute, Washington, DC, May 13, 2021).
2. Josh Bivens, Failure by Design: The Story Behind America’s Broken Economy (Ithaca, NY: Cornell University Press, 2010).
3. This is evidenced in the 2016 CEA report on monopsony and the recent paper by Alan B. Krueger (following up on a paper on fairness in the labor market while he was CEA chair and on a 2017 paper, “The Rigged Labor Market,” Milken Institute Review [April 28, 2017]). See Krueger, “Reflections on Dwindling Worker Bargaining Power and Monetary Policy” (luncheon address, Federal Reserve Bank of Kansas City, Jackson Hole Economic Symposium, August 24, 2018).
4. Krueger, “Reflections on Dwindling Worker Bargaining Power.”
5. Lawrence Mishel and Jori Kandra, “Wages for the Top 1 Percent Skyrocketed 160 Percent Since 1979 While the Share of Wages for the Bottom 90 Percent Shrunk,” Working Economics (blog, Economic Policy Institute, December 1, 2020), https://www.epi.org/blog/wages-for-the-top-1-skyrocketed-160-since-1979-while-the-share-of-wages-for-the-bottom-90-shrunk-time-to-remake-wage-pattern-with-economic-policies-that-generate-robust-wage-growth-for-vast-majority/.
6. Mishel and Kandra, “Wages for the Top 1 Percent Skyrocketed.”
7. The 44.6 percent growth is the growth of wages on average over the 1979–2019 period and represents what each group would have experienced absent changes in the distribution of wages.
8. The most recent version of this chart can be found at Economic Policy Institute, “The Productivity-Pay Gap,” https://www.epi.org/productivity-pay-gap/, updated August 2021.
9. Lawrence Mishel and Jared Bernstein, “Is the Technology Black Box Empty? An Empirical Examination of the Impact of Technology on Wage Inequality and the Employment Structure” (technical paper, Economic Policy Institute, Washington, DC, 1994).
10. Josh Bivens and Lawrence Mishel, “Understanding the Historic Divergence Between Productivity and a Typical Worker’s Pay: Why It Matters and Why It’s Real” (Economic Policy Institute, Washington, DC, September 2, 2015).
11. Lawrence Mishel, “Growing Inequalities, Reflecting Growing Employer Power, Have Generated a Productivity-Pay Gap Since 1979” Working Economics (blog, Economic Policy Institute, Washington, DC, September 2, 2021), https://www.epi.org/blog/growing-inequalities-reflecting-growing-employer-power-have-generated-a-productivity-pay-gap-since-1979-productivity-has-grown-3-5-times-as-much-as-pay-for-the-typical-worker/.
12. See also chapter 4 by Barrales-Ruiz et al. in this volume on a discussion of the linkages between the labor share’s decline, structural change, and decline.
13. Restoring labor share to 82.4 means a 9.1 percent across-board-increase (82.4 / 75.5 = 9.1% increase in compensation); falling to 75.5 percent is an 8.4 percent cut ([75.5 / 82.4 − 1] = 8.4%)
14. See also chapter 3 by Seguino and Braunstein for an empirical study of gendered labor markets and the labor share in developing economies.
15. Valerie Wilson and William M. Rodgers III, “Black-White Wage Gaps Expand with Rising Wage Inequality” (Economic Policy Institute, Washington, DC, September 20, 2016).
16. This is founded on regression-based estimates of the Black-white wage gap. Wages are adjusted into 2018 dollars by the CPI-U-RS. The regression-based gap is based on average wages and controls for gender, race and ethnicity, education, age, and geographic division. The log of the hourly wage is the dependent variable. See Economic Policy Institute, State of Working America Data Library, https://www.epi.org/data/#?subject=wagegap-bw.
17. Lawrence Mishel and Josh Bivens, “The Failure of Automation and Skill Gaps to Explain Wage Suppression of Wage Inequality” (Economic Policy Institute, Washington, DC, May 20, 2021).
18. Brishen Rogers, “The Law and Political Economy of Workplace Technological Change,” Harvard Civil Rights-Civil Liberties Law Review 55 (2020): 531–84.
19. Editorial Board, “Read Transcript of Former President Obama’s Speech, Blasting President Trump,” USA TODAY, September 7, 2018.
20. David H. Autor, Lawrence F. Katz, and Melissa S. Kearney, “The Polarization of the U.S. Labor Market,” American Economic Journal of Economics 96, no. 2 (May 2006): 189–94; Autor, “The Polarization of Job Opportunities in the U.S. Labor Market: Implications for Employment and Earnings” (Washington, DC: Center for American Progress/Brookings Institution, Hamilton Project, 2010); Daron Acemoglu and Autor, “What Does Human Capital Do? A Review of Goldin and Katz’s The Race Between Education and Technology” (working paper no. 17820, National Bureau of Economic Research, Cambridge, MA, 2012).
21. Lawrence F. Katz and Kevin M. Murphy, “Changes in Relative Wages, 1963–87: Supply and Demand Factors,” Quarterly Journal of Economics 107 (February 1992): 35–78.
22. David Autor, Claudia Goldin, and Lawrence F. Katz, “Extending the Race Between Education and Technology” (working paper no. 26705, National Bureau of Economic Research, Cambridge, MA, 2020).
23. Mishel and Bernstein, “Is the Technology Black Box Empty?”
24. The term “college graduate” in this discussion is explicitly restricted to those with a four-year BA and excludes those with “some college” or “associate degree” and those with advanced degrees beyond a BA. Some discussions lump the college and advanced degree returns or supply together. That can be misleading when the evidence is used to suggest that we increase the number of college graduates if, in fact, the evidence may suggest we need more post-college graduates.
25. Katz and Murphy, “Changes in Relative Wages, 1963–87”; Claudia Goldin and Lawrence F. Katz, The Race Between Education and Technology (Cambridge, MA: Harvard University Press, 2008).
26. Lawrence Mishel and Josh Bivens, “The Pay of Corporate Executives and Financial Professions as Evidence of Rents in Top 1 Percent Incomes” (working paper no. 296, Economic Policy Institute, Washington, DC, 2013).
27. Katz and Murphy, “Changes in Relative Wages, 1963–87.”
28. David Autor, “How Long Has This Been Going On? A Discussion of ‘Recent Flattening in the Higher Education Wage Premium: Polarization, Skill Downgrading, or Both?’ by Robert G. Valletta” (paper presented at 2017 National Bureau of Economic Research Conference, Cambridge, MA, January 2017).
29. Katz and Murphy, “Changes in Relative Wages, 1963–87.”
30. Autor, Goldin, and Katz, “Extending the Race Between Education and Technology.”
31. Some researchers have asserted, without any empirical backup, that within-group inequality reflects the returns to “unobservable” (not captured by any metric in our regular data) skills. That is, of course, the only way to preserve the SBTC story without having to look beyond pure supply and demand factors. It is not, however, persuasive without further evidence or even some conjecture about what patterns we would expect returns to unobserved skills to display.
Lawrence Mishel, Josh Bivens, Elise Gould, and Heidi Shierholz, The State of Working America, 12th ed. (Ithaca, NY: Cornell University Press, 2012); and Autor, Goldin, and Katz, “Extending the Race Between Education and Technology.”
32. See David Card and John E. DiNardo, “Skill-Biased Technological Change and Rising Wage Inequality: Some Problems and Puzzles,” Journal of Labor Economics 20, no.4 (2002): 733–83; Mishel and Bernstein, “Is the Technology Black Box Empty?”; Lawrence Mishel, Jared Bernstein, and John Schmitt, The State of Working America, 4th ed. (New York: Routledge, 1997); Mishel and Bivens, “The Pay of Corporate Executives”; Howell 1994; David R. Howell and Susan S. Wieler, “Skill-Biased Demand Shifts and the Wage Collapse in the United Stat3es: A Critical Perspective,” Eastern Economic Journal 24, no. 3 (Summer 1998): 343–66; David Autor, Claudia Goldin, and Lawrence F. Katz, “Extending the Race between Education and Technology,” National Bureau of Economic Research Working Paper no. 26705 (2020); and David R. Howell and Arne L. Kalleberg, “Declining Job Quality in the United States: Explanations and Evidence,” Russell Sage Foundation Journal of the Social Sciences 5, no. 4 (2019): 1–53.
33. See Lawrence Mishel, John Schmitt, and Heidi Shierholz, “Wage Inequality: A Story of Policy Choices,” New Labor Forum 23, no. 3 (Fall 2014): 26–31; Paul Beaudry, David A. Green, and Benjamin M. Sand, “The Great Reversal in the Demand for Skills and Cognitive Tasks,” Journal of Labor Economics 34 (2016): S1, S199–S247; and Jennifer Hunt and Ryan Nunn, “Is Employment Polarization Informative About Wage Inequality?,” (working paper no. 26064, National Bureau of Economic Research, Cambridge, MA, 2019). Also see David Autor, “Polanyi’s Paradox and the Shape of Employment Growth” (working paper no. 17040, National Bureau of Economic Research, Cambridge, MA, 2014).
34. David Autor, “Polanyi’s Paradox and the Shape of Employment Growth,” in Re-Evaluating Labor Market Dynamics: A Symposium Sponsored by the Federal Reserve Bank of Kansas City (Kansas City, MO: Federal Reserve Bank of Kansas City, 2015), 149–50.
35. Autor, “Polanyi’s Paradox and the Shape of Employment Growth” (working paper).
36. Mishel, Bivens, et al., The State of Working America.
37. Mishel, Bivens, et al., The State of Working America.
38. Josh Bivens and Ben Zipperer, “The Importance of Locking in Full Employment for the Long Haul” (report, Economic Policy Institute, Washington, DC, August 21, 2018).
39. We use the lower bound of the Bivens and Zipperer estimates to assess the impact of excessive unemployment on median and 10th percentile wages in the 1979–2017 period; see Bivens and Zipperer, “The Importance of Locking in Full Employment.” These estimated impacts of unemployment are far below those of Katz and Krueger, “The High-Pressure Labor Market of the 1990s,” Brookings Papers on Economic Activity 1 (1999, table 8), whose Phillips curve estimates using a 1973–98 time series were double those of Bivens and Zipperer at the median and three times that of Bivens and Zipperer at the 10th percentile.
To err on the side of caution, we adjust our estimates of the wage impact of higher unemployment to account for the “flattening” of the Phillips curve in recent years, applying one impact for 1979–2007 and a lesser impact for 2008–17.
40. For the 1979–2007 period, the difference between 6.1 percent and 5.0 percent unemployment is associated with a 2.6 and 4.2 percentage point greater growth in, respectively, the 50/10 and 90/50 wage gaps.
41. These data are shared with collective bargaining coverage for 1979, calculated as an average of 1977–80 shares from May CPS data.
42. Evidence for these effects can be found in Mishel, Bivens, et al., The State of Working America: union impact and coverage by demographic groups (table 4.33) and by education, occupation, and wage fifth (table 4.37).
43. Brooks Pierce, “Compensation Inequality, U.S. Department of Labor” (working paper no. 323, Bureau of Labor Statistics, Washington, DC, 1999).
44. David Card, “The Effect of Unions on the Distribution of Wages: Redistribution or Relabeling?” (working paper no. 287, National Bureau of Economic Research, Cambridge, MA, 1991); John DiNardo, Nicole M. Fortin, and Thomas Lemieux, “Labor Market Institutions and the Distribution of Wages,” Econometrica 64, no. 5 (1996): 1001–44; and Richard Freeman, “How Much Has De-Unionization Contributed to the Rise in Male Wage Inequality?” (working paper no. 3826, National Bureau of Economic Research, Cambridge, MA, 1991).
45. Bruce Western and Jake Rosenfeld, “Unions, Norms, and the Rise in U.S. Wage Inequality,” American Sociological Review 76, no. 4 (2011): 513–37; Nicole M. Fortin, Thomas Lemieux, and Neil Lloyd, “Labor Market Institutions and the Distribution of Wages: The Role of Spillover Effects,” Journal of Labor Economics 39, no. 62 (April 2021); Mishel, Bivens, et al., The State of Working America.
46. Fortin et al., “Labor Market Institutions and the Distribution of Wages.”
47. Fortin et al., “Labor Market Institutions and the Distribution of Wages.”
48. Thomas A. Kochan, Will Kimball, Duanyi Yang, and Erin L. Kelly, “Worker Voice in America: Is There a Gap Between What Workers Expect and What They Get?” ILR Review 72, no. 1 (2018): 3–38.
49. Mishel and Kandra, “Wages for the Top 1 Percent Skyrocketed.”
50. Organisation for Economic Co-Operation and Development, Negotiating Our Way Up: Collective Bargaining in a Changing World of Work (Paris: OECD, 2019).
51. Lane Windham, Knocking on Labor’s Door: Union Organizing in the 1970s and the Roots of a New Economic Divide (Chapel Hill: University of North Carolina Press, 2017).
52. Lawrence Mishel, “Private Sector Union Density Dynamics, 1951–2017” (presentation, Columbia University, September 12, 2019).
53. Windham, Knocking on Labor’s Door.
54. Josh Bivens, “Using Standard Models to Benchmark the Costs of Globalization for American Workers Without a College Degree” (report, Economic Policy Institute, Washington, DC, March 22, 2013).
55. David H. Autor, David Dorn, and Gordon H. Hanson, “The China Syndrome: Local Labor Market Effects of Import Competition in the United States,” American Economic Review 103, no. 6 (2013): 2121–68.
56. This refers to net productivity growth (output per hour taking depreciation into account). Average wage data drawn from NIPA (national income and product accounts) data, deflated by CPI-U-RS.
57. Lawrence Mishel, “Low-Wage Workers Have Far More Education Than They Did in 1968, Yet They Make Far Less” (economic snapshot, Economic Policy Institute, Washington, DC, January 23, 2014).
58. This assumes 0.5 percent real wage growth of the median worker’s wage from 2019 to 2025. Similar results can be obtained by examining the real value of the minimum wage relative to the average hourly earnings of production and nonsupervisory workers.
59. Autor, “The Polarization of Job Opportunities in the U.S. Labor Market.”
60. Mishel, Bivens, et al., The State of Working America.
61. Nicole M. Fortin, Thomas Lemieux, and Neil Lloyd, “Labor Market Institutions and the Distribution of Wages: The Role of Spillover Effects.”
62. Daniel Costa, “Employers Increase Their Profits and Put Downward Pressure on Wages and Labor Standards by Exploiting Migrant Workers” (report, Economic Policy Institute, Washington, DC, August 27, 2019), 2.
63. Jens Manuel Krogstad, Jeffrey Passel, and D’vera Cohn, “5 Facts About Illegal Immigration in the U.S” (Pew Research Center, Washington, DC, June 12, 2019).
64. This discussion borrows heavily from Costa, “Employers Increase Their Profits.”
65. Daniel Costa and Jennifer Rosenbaum, “Temporary Foreign Workers by the Numbers: New Estimates by Visa Classification” (report, Economic Policy Institute, Washington, DC, March 7, 2017).
66. For additional discussion and context on OECD’s findings, see Daniel Costa and Philip Martin, “OECD Highlights Temporary Labor Migration: Almost as Many Guestworkers as Permanent Immigrants,” Working Economics Blog (Economic Policy Institute), December 4, 2019). Also see OECD, Negotiating Our Way Up.
67. Lauren A. Apgar, “Authorized Status, Limited Returns: The Labor Market Outcomes of Temporary Mexican Workers” (report, Economic Policy Institute, Washington, DC, May 21, 2015).
68. Apgar, “Authorized Status,” 2. Also see the literature review in Francesc Ortega and Amy Hsin, “Occupational Barriers and the Labor Market Penalty from Lack of Legal Status,” IZA Institute of Labor Economics DP No. 11680, July 2018, for evidence of wage disparities between unauthorized and authorized workers.
69. David Weil, The Fissured Workplace: Why Work Became So Bad for So Many and What Can Be Done About It (Cambridge, MA: Harvard University Press, 2014).
70. Eileen Appelbaum and Rose Batt, Private Equity at Work: When Wall Street Manages Main Street (New York: Russell Sage Foundation, 2014).
71. Key researchers in this field have noted the enabling role of technological changes. Weil, in The Fissured Workplace, wrote, “Information and communications technologies have enabled this hidden transformation of work.” Bernhardt et al. describe this as follows: “New information and communications technologies (ICT) have facilitated outsourcing and the decentralization of producing goods and services because ICT lowers the costs of information processing and coordination of work across organizational boundaries, thereby reducing the cost advantages of internal production. ICT also enhances firms’ capabilities to monitor and enforce contracts with external suppliers, thereby reducing the relative advantages of hierarchy. ICT allows firms to achieve control over productive activities—the advantages of vertical integration—without assuming the risks of actual ownership or the inflexibility of bureaucracy.” Annette Bernhardt, Rosemary Batt, Susan Houseman, and Eileen Appelbaum, “Domestic Outsourcing in the United States: A Research Agenda to Assess Trends and Effects on Job Quality” (working paper no. 16–253, W. E. Upjohn Institute for Employment Research, Kalamazoo, MI, 2016), 40.
72. David Weil, “The Present and Future of Work in the Fissured Workplace Context,” Russell Sage Foundation Journal of the Social Sciences 5, no. 5 (2019): 151.
73. U.S. Bureau of Labor Statistics, “Contingent and Alternative Employment Arrangements—May 2017” (news release, June 7, 2018), https://www.bls.gov/news.release/pdf/conemp.pdf; Brett Collins, Andrew Garin, Emilie Jackson, Dmitri Koustas, and Mark Paynek, “Is Gig Work Replacing Traditional Employment? Evidence from Two Decades of Tax Returns” (Internal Revenue Service, March 25, 2019), https://www.irs.gov/pub/irs-soi/19rpgigworkreplacingtraditionalemployment.pdf.
74. Renáta Kosová and Francine Lafontaine, “Much Ado About Chains: A Research Agenda,” International Journal of Industrial Organization 30 (2012): 304.
75. This assumes that business-format franchising represents the same share of total franchising employment in 2012 as in 2007.
76. Bernhardt et al., “Domestic Outsourcing in the United States”, 40.
77. Weil, “The Present and Future of Work in the Fissured Workplace Context,” 160.
78. Weil, The Fissured Workplace; Weil, “The Present and Future of Work in the Fissured Workplace Context.”
79. Various studies confirm that workers in contractor firms earn less, including security guards and janitors (Samuel Berlinski, “Wages and Contracting Out: Does the Law of One Price Hold?” British Journal of Industrial Relations 46, no.1 [2008]: 59–75; Arandajit Dube and Ethan Kaplan, “Does Outsourcing Reduce Wages in the Low-Wage Service Occupations? Evidence from Janitors and Guards,” Industrial and Labor Relations Review 63, no. 2 [2010]: 287–306); call center workers (Rosemary Batt, Virginia Doellgast, and Hyunji Kwon, “Service Management and Employment Systems in U.S. and Indian Call Centers,” in Brookings Trade Forum 2005: Offshoring White-collar Work— The Issues and Implications, ed. Susan M. Collins and Lael Brainard, 335–72 [Washington, D.C.: Brookings Institution, 2006]; Rosemary Batt, David Holman, and Ursula Holtgrewe, “The Globalization of Service Work: Comparative Institutional Perspectives on Call Centers,” Industrial & Labor Relations 62, no.4 [2009]: 453–88; Rosemary Batt and Hiro Nohara, “How Institutions and Business Strategies Affect Wages: A Cross National Study of Call Centers,” Industrial & Labor Relations Review 62, no. 4 [2009]: 533–52); airline workers (Brian Callaci, “Fissuring in Flight: Consolidation and Outsourcing in the US Domestic Airline Industry, 1997–2018,” January 7, 2020, https://cwa-union.org/sites/default/files/20200108-fissuring-in-flight.pdf); and logistics (i.e., truck drivers, warehouse workers), cleaning, security, and food services (Deborah Goldschmidt and Johannes Schmieder, “The Rise of Domestic Outsourcing and the Evolution of the German Wage Structure,” Quarterly Journal of Economics 132, no.3 [2017]:1165–217). Reviews of all this literature indicate the adverse impact of outsourcing on wages (David Weil, “The Present and Future of Work in the Fissured Workplace Context,” The Russell Sage Foundation Journal of the Social Sciences 5, no. 5 (2019); Bernhardt et al., “Domestic Outsourcing in the United States”; and Jake Rosenfeld, You’re Paid What You’re Worth: And Other Myths of the Modern Economy [Cambridge, MA: Harvard University Press, 2021]).
80. Alexander J. S. Colvin, “The Growing Use of Mandatory Arbitration: Access to the Courts Is Now Barred for More Than 60 Million American Workers” (report, Economic Policy Institute, Washington, DC, September 27, 2017, updated April 2018).
81. Non-Competes in the Workplace: Examining Antitrust and Consumer Protections Issues (workshop), testimony to the Federal Trade Commission, p panel 2: “Effects of Non-Competer Clauses: Analysis of the Current Economic Literature,” statement by Evan Starr (January 9, 2020).
82. Alexander J. S. Colvin and Heidi Shierholz, “Noncompete Agreements: Ubiquitous, Harmful to Wages and to Competition, and Part of a Growing Trend of Employers Requiring Workers to Sign Away Their Rights” (report, Economic Policy Institute, Washington, DC, December 10, 2019).
83. Michael Lipsitz and Evan Starr, “Low-Wage Workers and the Enforceability of Non-Compete Agreements,” Management Science 68, no. 1 (January 2022): 143–70.
84. Nicole M. Fortin and Thomas Lemieux, “Institutional Changes and Rising Wage Inequality: Is there a Linkage?” Journal of Economic Perspectives 11, no. 2 (1997): 75–96.
85. Nathan Wilmers, “Wage Stagnation and Buyer Power: How Buyer-Supplier Relations Affect U.S. Workers’ Wages, 1978 to 2014,” American Sociological Review 83, no. 2 (2018): 213–42.



CHAPTER 7
“Leave Something for the Risk-Takers”
HOW THE DEMOCRATS REBUILT STRUCTURAL RACISM AND HASTENED THE GREAT POLARIZATION, 1964–1978
Julia Ott
After Americans pay their federal taxes, U.S. households keep more of their gains from investment than from the income they earn as salaries and wages. This is because the U.S. tax code levies a lesser rate on capital gains than on earned income. The wealthiest households earn the bulk of capital gains every year. Accordingly, this tax preference benefits the rich most.1 In 2019, the top 1 percent of households by income received an estimated 77.8 percent of all long-term capital gains and qualified dividends, while the top 20 percent received 96.4 percent, according to the Institute on Taxation and Economic Policy.2 Within the top 1 percent of incomes, 96.2 percent of households are white; only 1.4 percent of those households are Black.3
For nearly a century, the preferential treatment of capital gains has enlarged the after-tax income and compounded the wealth of white households that can afford to invest, particularly in financial assets. The reduced tax rates levied on gains from investments have undercut the progressivity of the U.S. income tax code since 1921, when this feature was introduced.4 Since 1922, the capital gains tax preference has added several percentage points every year to the share of after-tax income taken by the top 1, 10, and 20 percent of the income distribution.5 Since 1989, the tax break for capital gains has been the single largest contributor to the rise in after-tax income inequality in the United States.6
The preferential treatment of gains from investment also worsens inequality because of how it influences the form of compensation taken by the highest earners in the United States. Partners in private investment funds (venture capital, hedge funds, private equity) often receive a share of their clients’ capital gains (so-called carried interest), on which these fund partners pay the lesser capital gains tax rate. The preference also encourages corporate executives to take stock-based compensation, anticipating that future gains on that stock will be taxed preferentially. With so much of their income and wealth determined by share prices, corporate executives focus on its fluctuation in the stock market, often at the expense of the long-term success of the corporation they manage and the well-being of its employees.7 Executives funnel corporate cash flow and borrowing into payouts to shareholders like themselves, particularly in the form of stock buybacks intended to sustain and to inflate share prices, rather than initiatives that might improve corporate performance over the long run.8 The tax break for capital gains contributes to the disproportionate and adverse influence the financial sector wields over U.S. corporations today.
Given the overrepresentation of white Americans in the highest reaches of the income and wealth distributions—and in corporate boardrooms and fund managers’ corner offices—it comes as no surprise that the beneficiaries of the capital gains tax preference are, and always have been, white households. In 2016, they made up 76.6 percent of the U.S. population but collected 93.8 percent of all realized capital gains.9 The ability of wealthy white households to retain more of their after-tax income—because it derives from investment—accelerates their accumulation of wealth. And it secures the possibility that their progeny can attain higher education and other enrichments of “human capital,” along with gifts and inheritances (passed on without any tax liability for the unrealized gains accrued by the gift or the deceased; see also chapter 1 by Joseph E. Stiglitz in this book for a comprehensive discussion).10 As a result, racial gaps in income and wealth persist, and widen, across generations.11
For a century, arguments that justify the preferential treatment of capital gains have remained remarkably consistent, always grounded in a broader, finance-centered theory of how the economy works and how it should—and should not—be treated by government. According to this seeming common sense, financial markets and financial actors are uniquely important because the prices they generate indicate the value of assets, act as signals for the allocation of capital, and register the health of the economy. Financial markets—ostensibly the most efficient mechanism for distributing resources and risk across society—recycle investors’ capital gains into innovative enterprises that grow the economy and create jobs.12 Economic policies must prioritize investors and investment. Accordingly, capital gains must be shielded from the tax collector.13
This set of assumptions owes more to the wishful thinking and ambitions of financiers, lobbyists, and politicians than to theories of academic economists.14 Both groups anticipated the neoliberal precepts that guided the economic policies of Republicans and Democrats alike during the four-decade-long Great Polarization.
A CENTURY OF REGRESSIVE TAXATION: THE PREFERENCE FOR CAPITAL GAINS
Since the introduction of the capital gains tax preference in 1921, critics have recognized its regressive effects, questionable assumptions, and outright failures. Opponents also have identified the enormous amount of revenue the federal government foregoes due to the preferential treatment of gains and income from investment (an estimated $167.5 billion in 2021, which amounted to the second-largest single tax expenditure, according to the Tax Policy Center.)15 A complete elimination of all tax breaks for capital gains for households would raise nearly $3 trillion in federal revenue over a decade, according to recent estimates by the Institute on Taxation and Economic Policy.16
Americans consistently support the principle of progressive taxation, yet the preferential treatment of capital gains undermines it.17 In 2017, despite the obvious inconsistency of his action with the economic interests of his voter base, President Donald Trump increased the preference when he cut taxes on capital gains and dividends. Despite the notable resurgence of the left, and the obvious need to shore up care infrastructure during the COVID19 pandemic, President Biden could not secure legislation in 2021 for his American Families Plan, which proposed to fund childcare, education, health, and parental leave with increased taxes on the uppermost incomes, including higher taxes on capital gains for households earning more than $1 million and on certain inherited assets, like vacation homes.18
Despite a century of sharp and persistent challenges, then, the preferential tax treatment of capital gains has endured. Shifting and often surprising coalitions in Congress have supported and preserved it for reasons that extended far beyond tax policy. Indeed, the preferential treatment of capital gains set in motion several major political realignments over the last century, both within and across party lines.
Century-spanning debates over the proper tax treatment of gains from investment forged neoliberal ideology and the consensus around it among U.S. policy makers. The issue of capital gains taxation provided the terrain on which (what would later be called) neoliberal ideas first sprouted after World War I, and then took root during the middle decades of the twentieth century. After 1965, the political alliance between Wall Street and stalwart segregationists in the Senate who had stood behind the capital gains tax preference fell apart. This left the tax break for capital gains vulnerable to onslaught from tax reformers across the political spectrum. Yet the preferential tax treatment for gains from investment surmounted its greatest challenge since the New Deal with the Revenue Act of 1978.
This account of the survival of the capital gains tax preference is, simultaneously, the story of how powerful Southern incumbents in Congress—including Senators Harry F. Byrd, Jr. (D-VA), and Russell B. Long (D-LA)—repositioned themselves in order to retain their influence within the Democratic Party and their dominion over important policy areas. The passage of the Revenue Act of 1978 allowed Southern Democrats to distance themselves from historical opposition to civil rights for African Americans, even as they conserved a tax provision that amplified racial inequalities in after-tax income and wealth.
These reinventions of politician and party hinged on the arrival of new players on the field of tax policy in the 1970s. These figures seemed to augur renewal for the Democratic Party and for the U.S. economy, as well as a new basis for bipartisan consensus and governance. Key figures included up-and-comers Representative William Steiger (R-NY) and Senators Lloyd Bentsen (D-TX), Bob Dole (R-KS), William Roth (R-DE), and Bill Bradley (D-NJ), all of whom were courted heavily by new political lobbies—helmed by hoary lobbyists—established by the venture capital, electronics, and financial management industries in the 1970s. Together, they yoked the capital gains tax preference—and the assumptions behind it—to a postindustrial, postunion, postracial forecast for the U.S. economy. This beguiling vision enchanted the chameleon-like old guard of Southern Democrats, rising Republican supply-siders, and up-and-coming but yet-to-be-christened New Democrats (a cohort that included both Governor Bill Clinton [D-AK] and Senator Joe Biden [D-DE]).
The Revenue Act of 1978 increased the preferential treatment of capital gains over the stern objections of President Jimmy Carter. Its passage fortified a crucial component of structural racism in the United States. And it replaced the bipartisan modern-liberal consensus of the midcentury with a new, neoliberal one predicated on a simple “fact”: inequality was the price that society must pay for economic growth and progress.
THE LIMITS OF THE GREAT COMPRESSION
Economists characterize the middle decades of the twentieth century as the Great Compression, a period in which steep marginal tax rates on top earned incomes and a strong organized labor movement drove income and wealth inequality down to historical lows in the US.19 These data, however, mask the dynamic complexities of the politics and policies that delimited the Great Compression and, ultimately, that hastened the Great Polarization. They conceal how racism shaped midcentury federal tax policy and how tax policy sustained and remade white privilege in the United States, time and again, throughout the twentieth century.20
Between 1937 and 1965, implacable segregationists among Southern Democrats in Congress marshaled the capital gains tax preference in their long campaign to shore up the power of white wealth against persistent challenges from the labor-left and the civil rights movements. For three decades, Franklin D. Roosevelt’s irreconcilable Southern foes—in Congress and the Democratic Party—hampered liberal attempts to restructure the economy, enlarge social benefits, or extend even basic federal protections to African Americans. Secure in the redoubt of the Senate Finance Committee—thanks to an all-white electorate and secret financial contributions by members of the New York Stock Exchange (NYSE)—Senators Pat Harrison (D-MI), Walter F. George (D-GA), and Harry F. Byrd, Sr. (D-VA) quietly protected and expanded the tax preference for capital gains while also crying loudly for “massive resistance” against desegregation. The irreconcilable congressional foes of FDR, John F. Kennedy, and Lyndon B. Johnson hardwired the preferential treatment of capital gains into the fiscal machinery of the same modern liberal state that they so abhorred for its modest gestures toward economic progressivity and racial integration.21
Due largely to those oppositional efforts in Congress, the difference between the top marginal tax rates on ordinary income and those levied on capital gains increased from 39 percentage points in 1937 to 45 points in 196522 (figure 7.1). For those white, wealthy families that held financial assets, the preferential treatment of capital gains reduced their overall tax burden and compounded their wealth across generations. Although income inequality fell continually from the end of World War II throughout the 1970s—with the incomes of low- and middle-income white families rising fastest—wealth inequality held fairly steady during the same period (in contrast to Europe, where it continued to decline through the 1970s).23 Between 1940 and 1970, the share of total wealth held by the top 1 and top 10 percent of U.S. wealth-holders—an almost exclusively white group—stabilized at about 30 percent and 65 percent, respectively.24


Figure 7.1 Tax rates on top marginal earned income vs. long-term capital gains, 1918–2020.
Sources: Citizens for Tax Justice, “Federal Top Income Tax Rates Since 1913” (November 2011), https://www.ctj.org/pdf/regcg.pdf; Tax Policy Center, “Historical Highest Marginal Income Tax Rates” (March 22, 2017), https://www.taxpolicycenter.org/statistics/historical-highest-marginal-income-tax-rates; and Tax Policy Center, “Historical Capital Gains and Taxes” (May 5, 2017), https://www.taxpolicycenter.org/statistics/historical-capital-gains-and-taxes.
The champions of white wealth on the Senate Finance Committee, their patrons on Wall Street, and their allies in the Republican Party all understood economic inequality and white supremacy as mutually reinforcing and interdependent.25 From the 1930s into the 1960s, they remade and obscured this entanglement by increasing the tax rate differential that buoyed white wealth. They did so to answer the success of the “long civil rights movement” in forcing the federal government to prohibit de jure racial discrimination in employment education, and other institutions of civic life. And they did so in the hopes of checking the economic advance and political ascent of white ethnic working-class voters, whose leaders in the unions and urban machines in the North and Midwest wrestled with the irreconcilable Southerners for control of the national Democratic Party.
As these fiscal and racial ultraconservatives tended to the capital gains tax preference, they nourished a tender shoot of neoliberal policy. They helped to propagate the seeds of neoliberal thought.
WHITEWASHING ON THE SENATE FINANCE COMMITTEE
In the 1960s, everything changed for Chairman Byrd, Sr., and his ilk. The Civil Rights Act (1964), the Voting Rights Act (1965), and the Twenty-Sixth Amendment (1972) extinguished the all-white electorate that had returned the ultraconservatives to Congress, where seniority rules had assured them of committee chairmanships and decisive influence within the Democratic caucus.26 Death, disease, and the sort of political wounds that rich old white men steeped in gratuitous privilege inflict on themselves felled many. As their compatriots toppled from power or lost primary challenges from liberals, some Southern Democrats decamped to the GOP (a route paved by Strom Thurmond in 1964). Senator Harry F. Byrd, Jr., assumed his father’s seat in the Senate in 1965, only to quit the Democratic Party in 1970. As an Independent, Byrd Jr. continued to caucus with the Democrats. In doing so, he retained his seniority and seat on the Senate Finance Committee. But he voted with Republicans.
Slowly, de jure racism and overt expressions of white supremacy began to give way (for a time) to disingenuous avowals of color-blind meritocracy in national political culture.27 The capital gains tax break presaged this development, as it never targeted whites or excluded Blacks explicitly.
The ability of incumbent Southern Democrats to survive a multiracial electorate—and to arrest the party’s leftward turn after 1965—depended on a strategic mix of adaptation, reinvention, and concealment. No one distanced himself from his segregationist past more successfully than Senator Russell B. Long (D-LA), the son of Governor Huey “Kingfish” Long, the fiery populist legend who ruled Louisiana politics until his assassination in 1935. Although ultraconservative Southern Democrats had counted among his father’s greatest foes, Russell Long voted with them as a junior senator in the 1940s and 1950s. He signed the Southern Manifesto (1956), penned by Byrd Sr. in opposition to the desegregation of public spaces ordered by Brown v. Board of Education (1954).
As ultraconservatives departed Congress or abandoned the Democratic Party, Senator Long surmised that he might maintain his ascent in shifting political winds if he adjusted his coordinates on civil rights and social policy. It seems that Long first broke with Chairman Byrd Sr. to manage Kennedy’s tax reductions on the floor in 1964, maneuvering them around the fiscal arch-conservatives who ruled the Senate Finance Committee (and who, like most Republicans at the time, loathed the prospect of budget deficits almost as much as racial integration). As majority whip, Long steered Johnson’s Great Society and War on Poverty legislation through Congress (even as he voted against the Voting Rights Act of 1965). In 1966, Long replaced Byrd Sr. as chairman of the Senate Finance Committee, assuming authority over federal revenue collection, taxation, and entitlement spending.28
Whereas the Kingfish once demanded “Share Our Wealth,” his son Russell Long encouraged Americans to “Own Your Share” in the form of corporate stock. The father’s concern for the so-called forgotten man morphed into the son’s conviction that the tax code should encourage the small investor, making “haves out of the have-nots without taking it away from the haves.”29 This could be done best, Long averred, by encouraging individual investment with the tax break for capital gains.30 During his tenure as Finance Committee chair (1966–81), Long protected preferential rates for capital gains against any demand to equalize them with those levied on ordinary income.31
Senator Long understood the racist origins, intent, and consequences of the capital gains tax preference perfectly well; he had served on the Finance Committee under the tutelage of Byrd Sr. for over a decade. In 1963, the top 10 percent of U.S. households by income held 70.2 percent of all corporate stock owned by households. Not a single stock-owning Black household appears in that income decile in the sample taken by Survey of Consumer Finances.32 In 1966, when Long assumed chairmanship of the Finance Committee, Black Americans held only 1.9 percent of the assets owned by U.S. households.33
In other words, African Americans in the 1960s owned virtually no assets and therefore stood virtually no chance of benefiting from the tax break for capital gains, ever. This fact derived, of course, from the long history of preferential treatment of and state support for white Americans in labor, credit, and asset markets.
Under Chairman Long, the Finance Committee worked off the capital gains tax preference template as it added to the federal tax code a host of new and expanded tax preferences, exclusions, refunds, credits, subsidies, and deductions, all of which advanced the interests of middle- and high-income Americans—a disproportionately white population.34 These tax expenditures subsidized white households in their acquisition and accumulation of assets, particularly financial assets like retirement funds and health insurance, which were funded by employers and employees with tax-free or tax-deferred contributions. This “conglomeration of federal policies” that comprises the “submerged state,” as Suzanne Mettler calls it, showers its benefits on the affluent while starving the government of tax resources for universal programs or those targeted at low-income Americans. Yet affluent households tend not to recognize the role of the government or the upwardly redistributive and racial biases of the submerged state that favors them. Instead, their household wealth and security appears to be assured by “private” market institutions, particularly companies in the finance, real estate, and insurance (FIRE) sector.35
During Russell Long’s tenure as chairman of the Senate Finance Committee, the submerged state—the hidden, private welfare state that disproportionately helps white Americans and perpetuates racial inequality—grew to almost half the size of the visible welfare state of direct payments.36 FIRE spread swiftly along its tracks.
None of this troubled Senator Long. “I’ve never been confused about it,” he mused in 1977. “I’ve always known what we were doing was giving government money away.”37 Indeed, this proliferation of tax expenditures amplified the power of the Finance Committee—and its chairman. In the words of the Wall Street Journal, Chairman Long became a veritable “fourth branch of government.” Although tax expenditures operate as social policy, they require the approval of only the two congressional tax committees. They are not subject to the annual appropriations process.38
As he enlarged the submerged state, Long recoiled from the “tax-and-spend” liberalism that frittered away tax dollars on undeserving minorities, or so conservatives claimed. For the working poor, Long devised the Earned Income Tax Credit (EITC). Enacted in 1975, when Black unemployment stood at 2.5 times the level of white unemployment, EITC answered the growth of Aid to Families with Dependent Children (AFDC). Demands to expand AFDC further were led by the National Welfare Rights Organization (NWRO), an activist group denigrated as “Black Brood Mares, Inc.” by Chairman Long after NWRO occupied his hearing room in 1967.39 EITC also rejoined Nixon’s Family Assistance Plan—a guarantee of minimum income to all families—which Long bottled up in the Finance Committee.40
FROM “GROWTH KEYNESIANISM” TO “PENSION FUND CAPITALISM”
Hailing from the Sunbelt rather than the Deep South, Senator Lloyd Bentsen (D-TX) came to the Finance Committee by a political route different from Long’s. Even so, Bentsen soon joined Chairman Long as a leading architect of the submerged state and a champion of the capital gains tax preference. In time, Bentsen succeeded Long as committee chairman (1987–1993). Later, he became Secretary of the Treasury (1993–1994). in the Clinton administration—which would reduce capital gains taxes and abolish AFDC.
In 1948, the young World War II veteran Lloyd Bentsen (D-TX) entered the U.S. House of Representatives. He left in 1955 without committing to any position on the Southern Manifesto, Civil Rights Acts of 1964 and 1965, or Voting Rights Act. In 1971, he returned to Congress after scoring a dirty primary victory against Senator Ralph Yarborough, a progressive icon rejected by white Texas voters on account of his support for civil rights legislation, his vote to confirm Thurgood Marshall’s Supreme Court nomination, and his opposition to the war in Vietnam. Yarborough’s defeat signaled the end of the road for the “Democratic Coalition” in Texas. This egalitarian, grassroots, multiracial alliance of the labor-left had pounded Jim Crow and Juan Crow with its insistence on “labor rights, economic justice, and real political power” for communities of color in the Lone Star state.
Although the Democratic Coalition in Texas broke down “the doors of the Democratic Party,” Bentsen’s election to the Senate in 1971 barred its path.41 To be sure, Bentsen could not afford to ignore either labor’s grassroots or his constituents of color. So while he staked his positions to the right of Yarborough, he planted them in new territory, not in the one occupied by the ardent apartheidists who had dominated the Southern caucus in Congress since the end of Reconstruction.
Senator Bentsen embraced the booming Texas oil services industry, along with its ancillaries in finance, real estate, and insurance.42 There, employees were unorganized, well-educated, white, and male. All of these industries stood poised to take off as concerns mounted over the nation’s dependence on foreign oil and as the submerged state spread. Appointed to the Senate Finance Committee in 1974, Bentsen charted a pseudocentrist course for the Democratic Party. It traced the same fiscal trajectory set by Chairman Russell B. Long and his apartheidist predecessors.
Bentsen’s first foray as a freshman senator into the hidden welfare state for well-employed, asset-holding white households—and his initiation with FIRE lobbyists and executives—came during the formulation of the Employee Retirement Security Act (1974). ERISA regulates and guarantees the funds that finance the benefits U.S. employers offer their workers. For workers not covered by an employer-sponsored plan, the law established the individual retirement account (IRA). In an IRA, a taxpayer’s investment contributions and gains escape taxation until they are withdrawn in retirement.43
As Bentsen steered ERISA through Congress, the lobbyists and executives of companies that serviced and acted as the custodians of large benefit plans—banks, insurance companies, brokerages, and mutual funds—schooled the senator from Texas and his colleagues in their proinvestor, finance-centered theories of political economy. Journalists and pundits—led by Jude Wanniski at the Wall Street Journal and business school professor Arthur Laffer—slapped the label “supply-side economics” on this old set of assumptions in the late 1970s.44 But in truth, this set of assumptions amounted to nothing more than the common sense of bankers and brokers, dating from (at least) World War I.45
By the time ERISA took effect, Senator Bentsen and many of his colleagues understood the cause of stagflation and economic malaise as a crisis of “capital formation.” Previously, capital formation had referred to tangible and fixed assets (such as plant and equipment), a term invoked by corporate executives, economists, and business journalists in the 1950s and 1960s as they demanded that Congress reduce corporate taxes and accelerate depreciation schedules for corporations’ tangible assets. During ERISA deliberations, FIRE executives and lobbyists stretched the concept of capital formation. They identified the growth of liquid financial assets as the first and most essential step in the larger process of pooling up a reservoir of liquid capital, which entrepreneurs and employers tapped to launch and expand their enterprises. FIRE executives and lobbyists further instructed that only measures to build up this aggregate amount of capital—particularly financial capital—could raise aggregate employment without fueling inflation. If pension funds siphoned off a greater share of rising labor costs, they advised, then inflation would be tamed even as new jobs were generated.
The assumptions and arguments codified in ERISA broke decisively with the “growth Keynesianism” of midcentury liberalism and the contemporaneous demands pressed by the left. Government would not “pick winners” through industrial policy tailored to create jobs, nor would it conduct bailouts to protect jobs or act as employer of last resort via public-sector employment (as proposed in the “Freedom Budget” presented to LBJ in 1966 by civil rights activists Bayard Rustin and A. Phillip Randolph). Policy makers led by Bentsen imagined that under ERISA, the potent forces of capital formation would raise employment without summoning inflation. Moving toward FIRE and away from organized labor, ERISA presaged the quixotic centrism of the so-called New Democrats of the 1980s and 1990s.
In its final form, ERISA aimed to safeguard and augment workers’ health care and retirement—and to stimulate capital formation—by regulating and guaranteeing the funds that underwrote the health insurance and retirement plans that employers offered to workers in the United States.
Critically, ERISA disallowed labor unions from selecting the investments made by these funds (a practice that Senator Byrd Sr. excoriated in 1946 as “the complete destruction of the private enterprise system in the United States”).46 Although a few unions continued to contemplate how labor-managed funds might sustain a unionized workforce, ERISA “severely constrained” possibilities for solidaristic and social investments by organized labor.47 After ERISA, professionally managed pension funds quickly shifted to overseas investments, financing the destruction of union jobs in the United States with labor’s own retirement and health insurance funds.48
ERISA answered the surging, diverse, and increasingly militant left of the 1970s. The year ERISA passed—1974—marked the high tide of organized labor in the United States, with union membership peaking at 24 percent. The decade had opened with one of the costliest strikes in history, at General Motors, followed by a nationwide strike against the federal government by postal workers.49 All across the country, millions struggled to establish unions in sectors and industries passed over by the so-called Treaty of Detroit between big labor and big business.50 In the 1970s, 3 million Americans joined unions. Shut out of the best jobs in the industrial core—the unionized ones that offered high wages and tax-exempt, employee-sponsored benefits—women and people of color now took center stage, emboldened by the Civil Rights Acts and the women’s movement. Through grassroots action and legal challenges, they pressed for rights and leadership in the workplace and within unions.51 Meanwhile, militant activists carried the fight to the war in Vietnam, gender and racial discrimination in housing and credit markets, punitive and demeaning welfare policies, and the institutional abuse exposed by uprisings in the nation’s inner cities and prisons.52
Remarkably, racial gaps in rates of employment and homeownership, median income, and even median wealth narrowed somewhat beginning in the mid-1960s.53 Just as remarkably, the tax rate on capital gains income ticked up, reaching its highest level (39.9 percent) in 1976. The hopeful trends quickly reversed, however, due in large part to the increase in the preference for capital gains income legislated in the Revenue Act of 1978.54
But it could have been otherwise.
THE REVENUE ACT OF 1978
As potent grassroots movements on the left assailed the so-called liberal consensus that governed postwar America, they took aim at the fiscal structure of the submerged state—including the preferential tax treatment of capital gains.55 So, too, did middle-class tax revolts that originated from all points on the political spectrum. Both movements called for the elimination of tax “loopholes” benefiting the wealthy and large corporations.56 On the campaign trail in 1972, presidential candidate George McGovern (D-SD) vowed to abolish the capital gains tax preference entirely. “It is futile to argue about how much money McGovern proposes to take away from you under his sundry tax programs,” libertarian den mother Ayn Rand rejoined. “He proposes to take it all.”57
Meandering in the haze of stagflation, liberals like McGovern determined to close loopholes to redistribute the nation’s tax burden more equitably. Conservatives in both parties looked to raise revenue to close budget deficits that they believed caused inflation. Tax avoidance troubled legislators on both sides of the aisle. Sensing a win-win situation at hand, presidential candidate Jimmy Carter (D-GA) signaled that he would introduce legislation that would “treat all income the same” for tax purposes, equalizing the tax rates on capital gains with those levied on wage and salary income.58
But Congress had changed, Carter learned quickly. In the wake of Watergate, voter dissatisfaction had swept a large cohort of rookies from both parties into the Senate and the House of Representatives. These youthful members pushed for—and benefited from—internal reforms that eroded the power of committee chairmen and weakened the prerogatives of seniority. Across party lines, the “Class of ’74” or “Watergate babies” styled themselves as antiestablishment mavericks. Their more casual and direct political style suited them for broadcast and cable television. They shared a keen thirst for new policy ideas to address unemployment, inflation, deindustrialization, and the declining position of the United States in international trade. Neither diverse nor radical, despite their active opposition to Vietnam and their vocal outrage over Watergate, Democrats in this cohort owed nothing to “old” labor institutions and bosses, the insurgent grassroots labor-left, or the civil rights, Black power, or women’s rights movements.59
Savvy senior incumbents like Senator Long and wily FIRE industry lobbyists knew just how to play with the Watergate babies: push them out in front of the cameras and reporters, into the limelight. Listen to their concerns and learn their language. “The challenge which confronts policymakers,” explained Byrd, Jr., “is to construct economic and tax policies which provide more jobs for Americans without inflation. . . . That’s why we’re taking up capital gains reductions. . . . Our productive capacity must expand and modernize if we are to be competitive internationally.”60 The old guard on the Senate Finance Committee remained as determined as ever to reduce tax rates on capital gains for individuals and households.
Today, we tend to think of Republicans as inveterate tax-cutters, forgetting that Democrats controlled Congress’ major tax-writing committees throughout the midcentury. The major tax reductions of the period—on ordinary income, capital gains, and corporations—could not have passed without the leadership of Democratic policy makers, many of whom entered Congress before the Voting Rights Act of 1965. Before the 1970s, pro-business Republicans focused far more attention on corporate tax rates and depreciation schedules for corporate assets. Capital gains taxes paid by individuals mattered far less, as corporate reinvestment of retained earnings and government spending funded technological innovation and economic expansion in the United States in the decades following World War II.61 And before the Reagan era, a strong repulsion to budget deficits always tempered the Republican thirst for tax reductions.
But during the Carter administration, newly elected members of Congress came together across party lines to support tax reductions that targeted what Republicans would seize on as the “supply side.” The Revenue Act of 1978—which slashed capital gains tax rates and introduced defined contribution 401(k) retirement plans—originated in the House with Representative William A. Steiger (R-WI). A moderate Republican who had authored the Occupational Safety and Health Act (1970), Steiger related to his colleagues on the Ways and Means Committee that “high tech industries and venture investors” identified the hike in capital gains tax rates legislated in the Revenue Act of 1969 as “the root cause of inadequate capital” formation. “I agree,” Steiger continued. “The Act narrowed the gap between ordinary income and capital gains and it weakened the financial incentive to invest.”62 Of course, Wisconsin’s sixth congressional district hardly constituted a hotbed for high tech or venture capital. But precisely because Steiger knew nothing of these industries, the newly formed American Council for Capital Formation (ACCF)—helmed by the legendary lobbyist Charls Walker, whose clients included major airlines, Alcoa, General Motors, Gulf Oil, and the American Bankers Association—hand-picked the thirty-eight-year-old from Oshkosh, Wisconsin, to make its case in Congress.
The so-called Steiger Amendment slashed capital gains taxes, flatly rejecting President Carter’s and Senator Edward Kennedy’s concurrent proposals to stimulate capital formation through changes to the corporate tax code, consistent with modern-liberal, growth Keynesianism. (These included investment tax credits, the acceleration of depreciation schedules, and the reduction of taxes on profits.) Instead, the Steiger Amendment targeted features of the individual income tax code that had been identified by FIRE lobbyists, including the NYSE, the ACCF, and the National Venture Capital Association. (NVCA formed in 1973 to lobby for ERISA rule changes to allow pension funds to make riskier investments. At the time, the venture capital industry managed less than $1 billion in assets, and it played a negligible role, at best, in funding innovation.)
Ironically, what concerned financial industry leaders and lobbyists most was the rapid rise of pension funds. By the mid-1970s, pension funds held 25 percent of all equity in U.S. corporations; corporate stock made up 73.8 percent of the combined assets of all pension funds. As tax-free contributions by employers and employees poured into pension funds, and those funds came to dominate the market for stocks and bonds of U.S. corporations, FIRE lobbyists and leaders, legislators, and corporate executives reacted with a mix of fear and gluttony.63
Although institutional investors like pensions funds generated a fortune in fees for custodians and administrators and a deluge of commissions for bankers and brokers, institutional investors upended the structure of the nation’s securities markets in the 1970s. Fund managers demanded discounts on the commissions charged on their trades, the abolition of rules prohibiting them from purchasing seats on the nation’s exchanges, and influence over the design of new computer-based market infrastructures.64 Put simply, the rapid ascent of these institutional investors challenged the self-regulating arrangements that New Deal reforms had conceded to the financial securities industry, particularly to the NYSE.
The rise of institutional investors also raised questions about the fate of the individual investor and the entrepreneur. Where did these figures fit into the capital formation model, which, at present, involved big pensions investing big labor’s money in big business? Ever since the 1920s, the vast public relations apparatus, massive advertising campaigns, and mighty lobbying arm of the NYSE had presented the stock market as the “people’s market,” through which Everyman could “Own Your Share” of American capitalism.65 The explosive growth of institutional investors raised the specter of “pension fund socialism,” even if ERISA prohibited organized labor from wielding them as arsenals of class conflict.66
The figure of the individual investor and that of the entrepreneur now moved to the fore. “I feel strongly about this issue,” Lloyd Bentsen related to his colleagues on the Senate Finance Committee as they deliberated over the Revenue Act.
For 200 years, this country has prospered because we have had a free enterprise system that has encouraged the entrepreneur, the small businessman, to take a risk with the understanding that he was going to be able to keep some of it, if he won. We have not succeeded as a nation by playing it safe . . . but the rewards are even less with our tax system. . . . If you do not leave something for the risk-takers, there is not going to be anything for the caretakers to care for in this country of ours.67

Senator William Roth (R-DE)—who, like Bentsen, had joined the Finance Committee in 1974—agreed. “The long-range consequences of our tax policies” on “free society” were paramount. “Not every society has been endowed and has prospered by the investment decisions of its private citizens. Certainly every society has a mechanism for acquiring and deploying investment capital. . . . In an open society, these decisions are more properly left to private individuals.” “I feel strongly,” concluded Roth, “that the locus of investment decisions should be with the private individuals.” If capital gains tax rates were reduced, investors would keep a larger portion of the returns on their investments—and this would induce individuals to invest more. Voiced by the junior members of the Finance Committee, these race-neutral paeans to the individual investor could not have pleased its chairman more.
Ultimately, the Revenue Act slashed capital gains taxes for individuals to pre–New Deal levels. The Revenue Act also authorized employers to offer defined contribution retirement plans. In these plans, employees choose how to invest their tax-free contributions and how to reinvest their untaxed gains in their individual 401(k) account. Each risk-taker alone shoulders the possibility of poor performance in their individual portfolio.68
When President Carter reluctantly signed the Revenue Act of 1978, NYSE leader Fred Alger congratulated Steiger with enthusiasm.69 “Republicans can take heart for the first time since the ‘New Deal.’ Economic common sense and individual rights are indivisible—at long last.” The brokerage industry geared up to fund a presidential run by the young congressman from Wisconsin. Sadly, Steiger died of a heart attack in December 1978. The NYSE delivered its endorsement instead to Ronald Reagan, the first major business lobby to do so.
The candidate was less important than the concession. With the Revenue Act, both political parties concurred: “any capital formation technique” would necessarily benefit “high-bracket taxpayers” more, in the words of Representative Al Ullman (D-OR), the chairman of the House Ways and Means Committee. In other words, inequality was the price that must be paid for growth.70 The Revenue Act of 1978 signaled a breakthrough victory for Republican supply-siders and for market-oriented Democrats who anticipated the New Democrats of the Clinton era.71
Within a decade, the financial sector’s share of U.S. GDP overtook that of manufacturing, but it added virtually no net jobs. Within two decades, defined contribution plans overtook defined benefit plans, and the majority of U.S. households owned corporate stock—mostly through mutual funds held in individual 401(k) accounts—with ownership skewed heavily toward white households. By then, both New Democrats and Republican supply-siders could depend on FIRE for economic expertise, bountiful campaign funding, and cushy jobs upon leaving Congress. When Russell B. Long retired from the Senate in 1987, a grateful NYSE appointed the former chairman of the Senate Finance Committee to its Board of Governors.
TAX POLICY AND STRUCTURAL RACISM
For centuries, Black Americans’ efforts to build wealth have been thwarted by discrimination, exploitation, expropriation, and violence—perpetrated by individuals and institutions both public and private. By contrast, those deemed “white” have amassed assets and accumulated wealth across generations thanks to privileges and protections granted by society and the state. The ever-evolving policies, laws, customs, and ideologies that sustain white supremacy interlock into a flexible yet durable structure. Structural racism perpetuates racial inequality to our present day.72 “Quiet, subtle, and hard to detect,” as Mehrsa Baradaran puts it, structural racism is “no less destructive for it.”73
African bodies, stolen by Europeans, supplied the labor and the capital that gave rise to capitalism. By the end of the seventeenth century, the laws and customs of the British plantation colonies had fixed the status of enslaved Blacks as “chattel” property, with “Black” children deemed the property of their enslaved mother’s owner.74 With race thus codified, enslaved chattel and the plantations they worked constituted the wealth of master-enslavers and their white descendants. In the eighteenth and nineteenth centuries, the African slave trade, racialized chattel, and slave labor camps provided the collateral that underlay the international and national markets for capital, credit, and insurance—instruments of financial wealth for investors across the Atlantic world.75
As a newly independent nation, the United States threw its resources behind the acquisition, ethnic cleansing, and defense of cheap land for white settlers. Very few Blacks—either before or after the Civil War—commanded the resources to establish a homestead claim, or even enjoyed the freedom of movement to try.76 In the South, master-enslavers reestablished their wealth and political power quickly after the Union Army withdrew, thanks to cross-regional alliances predicated on shared claims of white purity and supremacy.77
The Gilded Age “counter-revolution of property,” as W. E. B. Dubois termed it, trapped freed people in the South as agricultural debt peons and domestic wage slaves.78 Meanwhile, in burgeoning cities across the United States, the emerging industrial labor movement pushed back against the plutocrats. But it largely excluded Black workers.79 The populists and progressives who sounded the alarm against rising inequality at the end of the nineteenth century eventually secured federally guaranteed mortgages to help white farmers create and grow wealth.80 In the South, those white farmers (and businessmen) counted on Jim Crow apartheid and terror to suppress Black labor and limit Black competition.81
Still, segregation nurtured a Black business and professional class. Their savings—along with the meager monies of Black domestics—gave rise to pockets of Black finance, business, and affluence around the country.82 During World War I, the Black masses prospered and saved as never before. The Great Migration carried nearly three-quarters of a million African Americans into cities, factories, and military camps, where they earned high wartime wages. But nowhere could Blacks secure their financial footholds against the state-sanctioned depredations of vicious white mobs. Between 1917 and 1921, race riots engulfed dozens of U.S. cities, killing hundreds of African Americans, injuring thousands more, and laying waste to inestimable Black wealth.83
New Deal programs whitened the ethnic working class, created the propertied white middle class, and flattened income and wealth disparities among white households. African Americans missed out on the greatest income-supporting and asset-building programs in modern U.S. history. The New Deal exempted agricultural and domestic workers, denying labor protections and income supports to most African Americans. The practice of “redlining” Black neighborhoods barred Blacks from access to the federally insured mortgages that whites used to attain wealth in the form of a suburban home.84 The postwar highway system that carried white Americans to the segregated suburbs leveled Black neighborhoods and destroyed Black wealth.85
With the Civil Rights Acts of 1965 and 1968, African Americans achieved a measure of legal relief from discrimination in labor, housing, and credit markets.86 Black workers quickly made gains in public-sector employment and unionization. Between the mid-1960s and the mid-1970s, Black households chipped away at racial gaps in income and wealth.87
But after the passage of ERISA (1974), the submerged state of asset-building tax expenditures—for which the capital gains tax preference was a precursor and a model—remade and enlarged the structure of welfare for wealthy whites and hid it deep within the income tax code. After the election of Ronald Reagan, racial disparities in inequality and wealth widened once more, as the submerged state expanded and social welfare programs were slashed.88 Faced with stagnant and declining incomes, African Americans turned to predatory lenders, who flooded their communities with offers of plentiful—but costly—credit. In the 2000s, subprime lending, foreclosure, revenue-based policing, and mass incarceration stripped resources from Black communities.89 As of 2021, Black families have not recovered the wealth they lost in the 2007–8 financial crisis.90
Today, the U.S. tax code continues to present an enormous structural impediment to racial justice and socioeconomic equity.91 The system of federal tax expenditures that subsidizes asset ownership favors already prosperous white households. Tax breaks and subsidies related to capital gains—reduced rates on capital gains and qualified dividends, the treatment of carried interest as capital gain, exemptions for defined contribution retirement plan accounts, the exclusion of taxes on capital gains accrued by the deceased—amount to the largest category of tax expenditures (an estimated 36.9 percent in 2021).92 These provisions heap largess upon the very richest households. Whites almost exclusively populated this demographic when the Civil Rights Act passed in 1964—and they still do today. The ratio of median white wealth to median Black wealth in 2021 matched that of 1964 as well, at about 6:1. What has changed since 1964? The top 1 percent multiplied their wealth sevenfold.93
As chairman of the Senate Finance Committee, Russell B. Long never revealed to upstarts like Lloyd Bentsen, William Steiger, William Roth, Ben Bradley, Bob Dole, and Jack Kemp—figures who would dominate federal tax policy for the remainder of the twentieth century—that the tax preference for capital gains had been a favorite tool of his father’s foes, ferocious white supremacists like Senator Harry Byrd, Sr. But those upstarts, Democratic and Republican, never cared to inquire about its history. The changing of the guard that stood behind the capital gains tax break whitewashed its racist origins. Arguments about the importance of investment by individuals for revitalizing and modernizing the U.S. economy obscured how this feature of the tax code always had—and always would—benefit whites almost exclusively, but to the detriment of us all.
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CHAPTER 8
Teachers’ Unions and Public Education During the Great Polarization
Eunice Han and Thomas N. Maloney
The era of the Great Polarization has been marked by a variety of changes in labor market institutions, which have served to weaken the bargaining position of workers. One important institutional change is the declining presence and influence of labor unions. In particular, recent changes in public policy toward public-sector workers in several U.S. states significantly affected the legal environment in which teachers’ unions operate, triggering similar changes in the legislation of other states, as well as federal legislation.
In this chapter, we focus on the role of unions in education and the impact of union presence on inequality in students’ academic performance. We investigate whether the recent weakening of teachers’ unions in the United States is correlated with reduced academic performance and whether this is particularly true for poor and minority students.
We employ a unique data set created by merging data on teacher unionization from the Schools and Staffing Survey (SASS) with data on students’ academic achievement and characteristics of their schools and communities from the Stanford Education Data Archive (SEDA). Because the SEDA data include student performance outcomes that are disaggregated by demographic group, including race and ethnicity, we are able to examine the role that changes in unions’ collective bargaining rights may play in mitigating (or exacerbating) inequality in educational outcomes across these subgroups. In addition, we are able to examine the impact of teachers’ unions on inequality in student achievement between more and less advantaged communities.
We find evidence that the presence of teachers’ unions, whether they achieve full collective bargaining agreements or less formal “meet and confer” agreements, is generally correlated with better student performance on standardized tests. We also see that this positive correlation is most pronounced in poorer districts. When we disaggregate by race, we find that these positive correlations are stronger for Black than for white students in earlier grades, though the positive influence persists to higher grade levels for white students.1
UNIONS AND INEQUALITY
The economic and historical literature on labor unions identifies several pathways through which union presence is connected to economic performance generally and to reduced inequality specifically. Unions’ primary goals are to improve both the pecuniary and nonpecuniary conditions of employment for their members.2 When it is allowed by state and local labor laws, unions bargain with employers over various aspects of employment, such as pay, benefits, working conditions, hiring and firing processes, overtime, promotion, and grievance procedures. Unions also provide employees a voice in their workplaces by articulating worker preferences, improving communication between employers and employees, and enhancing employees’ commitment to the organization.3 In addition, unions use their political power to lobby for a variety of policies in an attempt to gain other advantages that may be beyond the scope of collective bargaining contracts.4
Henry Farber et al. show that labor unions have historically served to reduce income inequality in the United States through their impact on wages.5 The authors find that union wage premia have generally been larger for the less skilled than the more skilled and that unions have also served to raise wages for Black workers’ more than for white workers. They demonstrate that unions reduce pay inequality among workers with similar characteristics as well as across groups.
The relationship between the union presence and reduced inequality has helped to shape the evolution of inequality in the long run. William Collins and Gregory Niemesh show that inequality and union presence essentially reversed direction between the mid- and late twentieth century, with inequality declining midcentury, when union presence was at its height, and rising in the late century as unionism declined.6 They also show that, during the mid-twentieth century, inequality declined more in local economies where union-intense industries were more important, and they suggest that these inequality-reducing effects of labor unions may extend beyond organized workplaces by helping to shape the norms and standards of local economies.
Richard Freeman et al. focus on declining unionism in the late twentieth century and its coinciding with the hollowing out of the middle class and declining intergenerational mobility.7 They show that the share of households with incomes between 0.5 and 1.5 times the median income has fallen, from about 56 percent of all households in 1979 to 45 percent in 2012. Union households are more likely to be in this range, so the decline in unionism has contributed to this contraction of the middle class, accounting for perhaps 10–20 percent of the decline. These authors also argue that unionism raises intergenerational mobility. The children of union parents earn more, and this is especially true for children whose parents had no college degree. Having a union member father is also correlated with higher levels of schooling and better self-reported health status among children. These positive health effects could reflect greater access to child care and medical benefits among union households.
TEACHERS’ UNIONS AND INEQUALITY
The declining collective bargaining power of workers is thus one likely source of rising income inequality and a weakened middle class in recent decades. Notably, public-sector unions experienced membership growth through much of this period, even while unions in the private sector declined. However, the 2018 Supreme Court decision in Janus v. American Federation of State, County, and Municipal Employees (referred to hereafter as Janus) threatens the vigor of public-sector unions by banning their collection of agency fees from nonmembers who are covered by union contracts.
Schoolteachers are the largest group of workers affected by these new limitations on public-sector labor organizing. Even prior to the Janus decision, state-level legislative limits on agency fees and bargaining rights helped to reduce the share of unionized teachers from 79 percent in 1999–2000 to 70 percent in 2015–16.8 This reduction in unionization among teachers may have a direct effect on teacher pay: union premia for public schoolteachers are estimated to be in the range of 8 to 22 percent.9 Thus, the weakening of teachers’ unions is likely to harm the incomes of this large group of middle-class workers.
In addition to this direct effect, a decline in the efficacy of teachers’ unions may have an indirect effect on broader socioeconomic inequality through its influence on public education. If teachers’ unions aid student success (for instance, by attracting and retaining more able instructors, raising financial support for schools, and giving educators a more effective voice to shape educational practices), the weakening of union rights for teachers may have a negative effect on student outcomes. If these effects are concentrated in poorer or more heavily minority districts, they may exacerbate existing tendencies toward rising inequality.
Research on the relationship between teachers’ unions and student outcomes is part of a broader literature on the productivity impacts of unions in general. Freeman and James Medoff describe the key mechanisms in this relationship, including, in particular, the notion that unions can improve workers’ voice, enabling them to more efficiently communicate ideas about better work practices to management.10 Better pay and working conditions under union contracts may also reduce turnover and promote training. Alternatively, organized labor may bargain for limitations on management discretion, thereby reducing productivity and increasing costs. The empirical literature on the relationship between organized labor and productivity remains contentious. Meta-analyses of the question show modest and varied effects of unions on productivity, with some evidence of positive impacts in the United States in manufacturing and health services (though negative impacts in the United Kingdom).11
There is a distinct and voluminous literature on the impact of teachers’ unions on school performance, reflecting the importance of this issue in the educational policy arena. As in more general studies, the potentially positive influence of teachers’ unions on school performance largely reflects the impact of unions on voice and turnover. Unions may reduce teacher turnover, and raise teacher morale and performance, by improving working conditions and raising compensation. In addition, strong unions may enable teachers to influence school practices in ways that reflect their educational expertise. On the other hand, teachers’ unions may limit the ability of administrators to assign teachers to classrooms and schools in the most efficient way, require the retention of ineffective teachers, and inflate educational costs.12
To investigate the link between teachers’ unions and student outcomes, we need a concrete metric for “union presence” or “union strength.” A variety of measures have been used in the literature. The broadest measures include indicators of the state-level legal framework governing the collective bargaining of teachers as well as the presence of a collectively bargained contract in a school district.13 Some studies attempt to incorporate variation in the likely impact of unions even among districts with contracts in place, using detailed information on contract provisions, such as indexes of the degree to which contracts limit administrators’ discretion over school practices.14 Others aim to reflect variation in union strength with measures of the union membership rate or the amount of union dues paid.15
Measures of school “productivity” or student performance also vary, though studies that focus on grade schools tend to rely on standardized test scores to measure performance.16 Joshua Cowen and Katherine Strunk provide an excellent survey of these empirical studies, their methods for dealing with confounding factors and endogeneity issues, and the resulting impact estimates, which are quite varied.17
One distinctive aspect of our analysis is our measure of union presence, which categorizes school districts into three groups: those that have a collective bargaining agreement in place, those that have a meet-and-confer agreement in place, and those that have neither a collective bargaining nor a meet-and-confer agreement. Meet-and-confer agreements are noncontractual agreements between districts and labor unions that provide an avenue for unions to influence policies and practices in schools. Although these agreements are not enforceable in court, they often carry considerable weight in shaping school practices.18
A second distinctive aspect of our work is our focus on variation in union impacts across different groups of students. To the extent that other researchers have studied this issue, they have mainly examined variation in effects across the distribution of student performance. For instance, Jordan Matsudaira and Richard Patterson find that the presence of a union improves student achievement mainly at the bottom of the distribution, moving students out of the “below basic” score category on California Standards mathematics tests.19 Randall Eberts and Joe Stone find positive union effects for students mainly in the middle of the achievement spectrum rather than for those in either tail.20
In contrast, our analysis considers variation in the relationship between unions and student performance across better-off and worse-off districts, and across students of different racial and ethnic backgrounds. If the role of unions differs across these categories, and, in particular, if unions play a greater role in improving the performance of minority students or students in less-advantaged districts, then the weakening of collective bargaining for teachers may contribute to greater polarization in educational opportunities and, ultimately, economic outcomes.
DATA
To examine these questions, we use linked data from the Schools and Staffing Survey (SASS) and the Stanford Education Data Archive (SEDA). The SASS, administered by the National Center for Education Statistics (NCES), is a large-scale and nationally representative data set that covers about a third of U.S. public school districts. It provides our information on teacher unionization in each district. The SEDA, housed in the Center for Education Policy Analysis at Stanford University, incorporates the main outcomes measures for students: district and grade level averages of achievement test scores. It also includes district-level information on schools and students from the Department of Education’s Common Core Data, as well as descriptive information on the characteristics of families with school-age children residing in each district, derived from the American Community Survey via the NCES School Districts Demographic System.
By merging these two data sets using the school district identification numbers available in both, we construct a data set containing a great deal of information on school districts, teachers, students, and their communities. The SASS data are collected every four years. Our SEDA data cover 2009–16, so we select SASS waves based on the periods included in SEDA. Normally, districts and unions start renegotiating several months before the current agreement expires, and new terms and conditions from the new collectively bargained contracts become effective after the previous agreement has expired. Because we do not know exactly when each of these contracts expires, we allow effects to emerge over a period of one year by studying the lagged relationship. Our data set thus consists of two waves of information on the included districts: student outcomes and school district characteristics from 2008–9 SEDA linked to information on teacher unionization from 2007–8 SASS, and 2012–13 SEDA linked to 2011–12 SASS.21 We include a dummy variable to distinguish between levels of student outcomes (all else equal) in the two waves.
The SEDA outcome variables indicate student performance on achievement tests in English and mathematics in the third through eighth grades. The scores for fourth and eighth grade are taken from the National Assessment of Educational Progress (NAEP) tests. For the other grades, state-level assessment tests are used, with their scores converted to a scale consistent with that used in the NAEP results.22 Means and standard deviations are reported for all students in the district/grade/year, and they are also reported separately for white, Black, Hispanic, and Asian students and for male and female students.23
Researchers have used SEDA data to develop important new insights on student achievement, its variation across districts and populations, and determinants of this variation. This work includes studies of racial and ethnic gaps in student achievement and their correlation with local gaps in parental income and education and with segregation; the impact of the Great Recession on teacher staffing and student test scores; the relationship between a student’s “starting point” in third grade and the growth in their academic achievement in different districts; and gender gaps in test scores and their relationship to school and community characteristics.24
Our main explanatory variables of interest come from the SASS and describe the status of collective bargaining in each school district. We have three mutually exclusive measures of agreement status between school districts and teachers’ unions. The first, “collective bargaining (CB) agreement,” indicates that a union contract is in place in the district. The second, “meet and confer (MC) agreement,” indicates that no formal union contract has been agreed but that representatives of the union and district management have met to discuss and determine various working conditions, workplace rules, and school policies. MC agreements are not legally enforceable but are often treated as implicitly binding.25 The third category, “no agreement (NA),” identifies districts in which neither a formal agreement nor a meet-and-confer process is in place (though individual teachers may still affiliate with unions in such districts).
It is, of course, well established that community characteristics have a considerable impact on measured school outcomes. In addition, a variety of characteristics of the schools themselves, beyond their collective bargaining status, might influence student outcomes. To the degree that these factors are correlated with CB, MC, and NA status, we need to control for them to better identify the relationship between union presence and student outcomes.
Relying on a rich set of information on the districts and their neighborhood characteristics, we are able to control for various confounding factors. The characteristics of the community (defined to match the geographic scope of the district) in our data include the following: the share of children in poverty, median income, the Gini coefficient for income inequality, the share of residents living in the same house as in the prior year, and the share unemployed. We also have information on characteristics of the schools in the district, including total grade-school (?) enrollment; the share of students in each grade who are Hispanic, Black, Asian, white, or Native American; the share of students who are English language learners; the share of students who are in special education; the total number of teachers; the share of all students on free or reduced-price lunch programs; the total district revenue per pupil; and whether the district is in an urban, suburban, town, or rural location.
We report results from simple least-squares regression models, treating student test scores (from SEDA) as the dependent variable and controlling for various community and district characteristics, highlighting the relationship between union status and student outcomes. Again, we are particularly attentive to variation in union impacts across poor or very poor districts, and across racial and ethnic groups. We are relying on observational rather than experimental data and therefore cannot claim to strictly identify causal relationships. Nonetheless, this estimation provides information on potential links between the decline of teachers’ unions and potentially widening gaps in school outcomes, which deserve further exploration.26
RESULTS
Figure 8.1 presents average scores from fourth and eighth grade NAEP tests, comparing the means in districts covered by CB contracts (our more stringent measurement of union presence), districts that have an agreement with a union for the purpose of MC discussions, and districts with no agreement—neither a formal contract nor a MC agreement—with a union (NA).27 We include both math and English test scores. In both grades and for both subjects, mean scores in CB districts and MC districts are similar, and both are markedly higher than average scores in NA districts.


Figure 8.2 (top) NAEP scores by districts’ contractual status (fourth grade) and (bottom) NAEP scores by districts’ contractual status (eighth grade).
Source: Eunice S. Han and Thomas N. Maloney, “Teacher Unionization and Student Academic Performance: Looking Beyond Collective Bargaining.” Labor Studies Journal 56, no. 1 (2021): 43–74. Authors’ calculation based on 2008–2009 and 2012–2013 Stanford Education Data Archive (SEDA, v. 2.1), combined with 2007–2008 and 2011–2012 Schools and Staffing Survey.
These simple means may be affected by other characteristics of the districts and communities that may be correlated with the presence of effective teachers’ unions. The pattern shown in table 8.1 indeed reveals that the mean characteristics of these districts do differ by contract status. Compared with districts with no agreement, districts covered by CB agreements or operating under MC status tend to be more white, more suburban, with greater school revenue per pupil, higher median incomes, and lower shares of families in poverty or headed by a single mother.
Table 8.1 Mean characteristics by contractual status
	  	Contractual status  
	Collective bargaining  	Meet and confer  	No agreement  
	School characteristics 

	Student composition (%) 
	  	  	  
	White 
	76.7 
	77.1 
	62.4 

	Black 
	7.6 
	8.3 
	20.8 

	Hispanic 
	10.4 
	8.6 
	13.2 

	Asian 
	2.7 
	1.9 
	1.2 

	Native American 
	2.6 
	4.0 
	2.4 

	Percentage English language learner 
	3.9 
	3.3 
	4.0 

	Percentage special education 
	14.3 
	14.1 
	11.7 

	Total enrollment 
	3,340 
	2,749 
	3,808 

	Total teachers 
	465.7 
	384.6 
	546.2 

	Revenue per pupil 
	$12,868 
	$11,942 
	$10,562 

	Percentage free lunch 
	43.1 
	46.0 
	59.5 

	Neighborhood characteristics 

	Location (%) 
	  	  	  
	Urban 
	10.2 
	9.2 
	10.9 

	Suburban 
	33.5 
	22.8 
	14.5 

	Town 
	23.6 
	26.2 
	24.5 

	Rural 
	32.7 
	41.9 
	50.1 

	Percentage single mother 
	22.5 
	22.7 
	28.5 

	Poverty rate (age 5–17) 
	13.4 
	14.3 
	21.4 

	Unemployment rate 
	4.6 
	4.3 
	4.7 

	Percentage in same house 
	87.4 
	86.5 
	85.5 

	Median income 
	$65,331 
	$60,956 
	$48,953 

	Gini coefficient 
	.355 
	35.7 
	39.4 


Source: Eunice S. Han and Thomas N. Maloney, “Teacher Unionization and Student Academic Performance: Looking Beyond Collective Bargaining,” Labor Studies 56, no. 1 (2021): 43–74, derived from SEDA (v. 2.1) and SASS.
To more cleanly identify the correlation of CB and MC status with test scores and to identify distinct patterns by race, we regress the race-specific mean test scores, by grade, on CB and MC status, as well as the full set of district and community characteristics identified in table 8.1.
Table 8.2 presents the coefficients of interest—the association between CB/MC status and test scores for white students and Black students.28 For math, a positive association between union presence and test scores is found for white students through eighth grade. Positive coefficients are also found for Black students, and they are larger than those for whites in third and fourth grades, but they persist only through sixth grade.
Table 8.2 The effect of collective bargaining status on test scores for Black and white students
	  	3rd grade  	4th grade  	5th grade  	6th grade  	7th grade  	8th grade  
	  	 Math scores

	White 

	CB contract 
	0.986* 
	1.362** 
	1.393** 
	1.124** 
	0.844** 
	0.826** 

	  	(0.548) 
	(0.572) 
	(0.577) 
	(0.551) 
	(0.410) 
	(0.407) 

	MC agreement 
	1.854* 
	2.357** 
	2.645*** 
	2.004** 
	1.732** 
	1.732** 

	  	(0.947) 
	(0.881) 
	(0.938) 
	(0.942) 
	(0.764) 
	(0.765) 

	Observations 
	17,478 
	17,547 
	17,323 
	17,374 
	15,740 
	15,744 

	R-squared 
	0.299 
	0.335 
	0.365 
	0.368 
	0.438 
	0.444 

	Black 

	CB contract 
	1.394* 
	1.504* 
	0.229 
	−0.456 
	−0.905 
	−0.900 

	  	(0.761) 
	(0.784) 
	(0.792) 
	(0.819) 
	(0.923) 
	(1.093) 

	MC agreement 
	2.371*** 
	2.848*** 
	2.207** 
	1.820* 
	−1.224 
	−0.209 

	  	(0.697) 
	(0.770) 
	(0.980) 
	(1.082) 
	(0.796) 
	(0.897) 

	Observations 
	4,353 
	4,371 
	4,274 
	4,298 
	3,833 
	3,703 

	R-squared 
	0.239 
	0.277 
	0.298 
	0.310 
	0.359 
	0.341 

	 English scores

	White 

	CB contract 
	−0.223 
	−0.0565 
	−0.0487 
	−0.0770 
	0.387 
	0.378 

	  	(0.468) 
	(0.428) 
	(0.378) 
	(0.382) 
	(0.348) 
	(0.382) 

	MC agreement 
	1.380** 
	1.392** 
	1.554*** 
	1.021** 
	1.002** 
	1.281*** 

	  	(0.591) 
	(0.570) 
	(0.502) 
	(0.491) 
	(0.404) 
	(0.432) 

	Observations 
	17,578 
	17,641 
	17,659 
	17,725 
	17,581 
	17,657 

	R-squared 
	0.382 
	0.436 
	0.458 
	0.447 
	0.488 
	0.479 

	Black 

	CB contract 
	0.479 
	−0.176 
	−0.643 
	−0.270 
	−0.149 
	−0.420 

	  	(1.289) 
	(0.876) 
	(0.760) 
	(0.625) 
	(0.592) 
	(0.567) 

	MC agreement 
	2.579*** 
	2.247*** 
	1.796*** 
	1.588*** 
	0.743 
	0.542 

	  	(0.656) 
	(0.766) 
	(0.594) 
	(0.547) 
	(0.589) 
	(0.616) 

	Observations 
	4,413 
	4,436 
	4,506 
	4,533 
	4,609 
	4,604 

	R-squared 
	0.294 
	0.348 
	0.391 
	0.417 
	0.452 
	0.453 


Notes: Errors are clustered within states (presented in parentheses). *** p < 0.01, ** p < 0.05, * p < 0.1. All models include the full set of controls listed in table 8.1.
English test scores are associated with MC status but not the presence of a formal contract. Again, union presence has a significantly positive association with test scores for white students in all grades and for Black students through grade 6, and the magnitude of the positive relationship for Black students exceeds that for white students through grade 6. We also examined the link between teacher unionization and test scores for Hispanic and Asian students but generally did not find a significant role of unions for these groups.
Examining differences in test scores and union effects across racial and ethnic groups is one way to consider how the presence or absence of teachers’ unions might affect inequality in student outcomes. Another approach is to consider differential impacts across better-off and worse-off districts and communities. The SEDA data do not disaggregate test scores by the poverty status (or income, etc.) of students taking the tests. However, the data do include information on a number of attributes of the local community connected to economic advantage and disadvantage. Here, we run separate estimations by the incidence of poverty in the community to see whether unions have a greater correlation with student performance in better-off communities, thereby widening inequality in schooling, or in worse-off communities, thereby diminishing inequality. We run separate analyses for districts in the top quartile of poverty rates, with poverty rates above 20.5 percent (“high poverty”), those in the lowest quartile of poverty rates, with rates below 7 percent (“low poverty”), and those in the middle 50 percent of the poverty distribution (“mid-range poverty”).
There is modest evidence that the beneficial role of unions is more greatly felt in poor and midrange districts than in better-off districts. Table 8.3 shows a significantly positive relationship between MC status and test scores in high-poverty districts: for math scores for the third, fourth, and fifth grades and English scores for all grades in these districts. The presence of a positive association between CB and English scores in poor districts appears in the sixth grade. Both CB and MC status show a significantly positive association with math scores for most grades in the midrange poverty group. MC status has a positive link with English scores for all grades in this group. CB status has a positive relationship with math scores in better-off districts only for students in the fourth and sixth grades. CB status actually shows a negative association with English scores in better-off districts in the third and fifth grades, while MC status presents a negative relationship with English scores in these districts in the sixth grade.
Table 8.3 The effect of collective bargaining status on test scores by poverty rate in district
	  	3rd grade  	4th grade  	5th grade  	6th grade  	7th grade  	8th grade  
	  	 Math scores

	Low poverty 

	CB contract 
	0.527 
	1.172** 
	0.781 
	0.990* 
	0.459 
	0.467 

	  	(0.454) 
	(0.527) 
	(0.559) 
	(0.543) 
	(0.454) 
	(0.509) 

	MC agreement 
	1.147 
	1.592 
	1.641 
	0.730 
	0.165 
	0.248 

	  	(1.092) 
	(0.958) 
	(1.031) 
	(1.111) 
	(1.003) 
	(1.058) 

	Mid-poverty 

	CB contract 
	1.110* 
	1.343** 
	1.385** 
	1.011* 
	0.949** 
	0.736 

	  	(0.611) 
	(0.566) 
	(0.563) 
	(0.567) 
	(0.444) 
	(0.454) 

	MC agreement 
	1.681 
	2.601*** 
	2.916*** 
	2.371** 
	2.151** 
	1.459 

	  	(1.095) 
	(0.933) 
	(0.979) 
	(1.162) 
	(0.860) 
	(1.108) 

	High poverty 

	CB contract 
	1.087 
	1.150 
	0.900 
	1.153 
	0.569 
	−0.373 

	  	(0.805) 
	(0.922) 
	(0.928) 
	(0.876) 
	(0.634) 
	(0.764) 

	MC agreement 
	2.203** 
	1.539* 
	1.939** 
	1.381 
	1.043 
	0.719 

	  	(0.864) 
	(0.845) 
	(0.854) 
	(0.855) 
	(0.647) 
	(0.848) 

	 English scores

	Low poverty 

	CB contract 
	−0.650* 
	−0.364 
	−0.691* 
	−0.402 
	0.672 
	0.246 

	  	(0.374) 
	(0.338) 
	(0.371) 
	(0.319) 
	(0.269) 
	(0.440) 

	MC agreement 
	−0.568 
	−0.414 
	−0.507 
	−1.054** 
	−0.568 
	−0.328 

	  	(0.769) 
	(0.746) 
	(0.568) 
	(0.518) 
	(0.477) 
	(0.744) 

	Mid-poverty 

	CB contract 
	0.184 
	0.444 
	0.421 
	0.294 
	0.618* 
	0.726** 

	  	(0.502 
	(0.449) 
	(0.370) 
	(0.372) 
	(0.355) 
	(0.322) 

	MC agreement 
	1.875** 
	2.260*** 
	2.023*** 
	1.562*** 
	1.285*** 
	1.297*** 

	  	(0.771) 
	(0.702) 
	(0.567) 
	(0.534) 
	(0.428) 
	(0.403) 

	High poverty 

	CB contract 
	0.630 
	0.978 
	0.591 
	1.234* 
	0.872 
	0.869 

	  	(1.035) 
	(0.922) 
	(0.833) 
	(0.692) 
	(0.582) 
	(0.590) 

	MC agreement 
	3.022*** 
	1.624** 
	1.672** 
	2.473*** 
	1.529** 
	1.615*** 

	  	(1.048) 
	(0.736) 
	(0.660) 
	(0.596) 
	(0.600) 
	(0.565) 


Notes: Errors are clustered within states (presented in parentheses). *** p < 0.01, ** p < 0.05, * p < 0.1. All models include the full set of controls listed in table 8.1. N’s are approximately 4,700 observations for high and low poverty and 9,800 for mid-poverty.
In many cases, then, union presence is correlated with higher test scores for students, whether this presence is reflected in formal contracts or MC agreements. The association between teacher unionization and district performance for Black students is greater than for white students at low grades, though these effects persist into higher grades for white students. Comparing across districts with different socioeconomic status, unions appear to have the most substantial positive role in districts in the middle of the poverty distribution, though they also have a positive correlation with student performance in poor districts.
Our findings suggest that weakening union rights for teachers, if it results in fewer CB contracts and MC agreements, may exacerbate performance gaps between better-off and worse-off districts. This impact compounds the more direct effect of weaker unions on the incomes of schoolteachers, adding to the polarizing effect of reduced bargaining power for these workers.

This analysis draws on evidence from an unusually rich data set linking student performance on achievement tests with the collective bargaining status of teachers in school districts across the country. These results are somewhat varied, but a few patterns stand out. First, the association between teacher unionization and student test scores is mostly positive. This is in contrast to several analyses, which used different outcome measures and more limited data. Second, the magnitude of this association is stronger at lower grades and tends to diminish by eighth grade. Third, the most persistent association of unions and test scores across grades is found for white students, but larger union associations are found for Black students at lower grades. Finally, when we run separate analyses using poverty incidence in the district, we find that the positive role of unions is most pronounced in midrange and poor districts. Unions have a less significant association with student performance in well-off districts.
One striking aspect of our findings is that union influences are frequently manifest in MC districts. An important implication of this finding is that many empirical studies of union effects may underestimate such effects if they focus only on cases where union contracts are struck and lump MC status into the “nonunion” category. Eunice Han also finds that MC status is correlated with higher teacher salaries and reduced work hours, though teachers in districts with formal collectively bargained contracts experience larger salary gains.29 Notably, most teachers—about 70 percent—in MC districts are dues-paying union members, even though they are not covered by a collectively bargained contract.30 The persistence of such high levels of membership in the absence of a formal contract may indicate considerable commitment to the union’s goals on the part of teachers in these districts.
Thus, the MC process, while lacking legal enforcement, may nonetheless be effective in enabling teachers to make use of the channels through which they might enhance student achievement (and their own well-being). Thomas Kochan and William Kimball emphasize the notion that the institution of effective collaboration and negotiation between labor and management can help support a “high road” labor market process, producing both good conditions for workers and high levels of productivity.31 Such arrangements may be more difficult to achieve where unions lack effective voice—for instance, when neither formal contracts nor meet-and-confer arrangements are present.
The recent literature on the efficacy of school finance reform suggests another avenue through which institutions promoting union voice may enhance student outcomes. Eric Brunner, Joshua Hyman, and Andrew Ju show that districts that benefit from school finance reform policies, which are initially poorly resourced districts, tend to spend their new money in a variety of ways.32 In districts where unions have a strong presence, more money flows toward increases in instruction-related spending, including increases in teacher salaries. Teachers’ unions work to benefit their members (and nonmembers in the same bargaining unit), and this benefit transfers to their students. In districts with less union strength, increased revenues received through school finance reform tend to dissipate through property tax relief. Thus, the influence of teacher voice may be particularly important in less-well-off districts that are likely to be net beneficiaries of school finance reform.
As the collective bargaining rights of public-sector workers—including teachers—are altered and limited by state legislation and court decisions, it is worth examining how these changes affect student performance and, in particular, the inequality in student performance across race, ethnicity, and socioeconomic groups. Our results suggest that a reduction in unionization for teachers is likely to harm student performance and that, although the implications for race and ethnicity differences are varied, these negative impacts will be more pronounced in poor and middle-income districts than in wealthy districts. An education labor market with less vigorous collective bargaining rights is prone to contribute to increasing polarization through effects on both teachers and their students. Therefore, our choices in other educational policies are ever more important in this post-Janus period, when teachers’ unions are facing increasingly hostile legal environments.
This study utilizes standardized test scores to assess student performance in districts. It is noteworthy that the literature lacks consensus regarding whether the test score is the most important measure of student outcomes, and there may be other metrics that can better capture the educational success of students. Therefore, exploring different measures of educational outcomes is important for examining the effect of teachers’ unions on public education, and this topic is left for future study.
NOTES
1. This chapter summarizes and synthesizes results from a larger, ongoing project examining the impact of teachers’ unions on student outcomes and teachers’ working conditions. Extensions of the empirical work here can be found in Eunice S. Han and Thomas N. Maloney. “Teacher Unionization, Socioeconomic Status, and Student Performance,” American Journal of Education 128, no. 2 (February 2022); and Han and Maloney, “Teacher Unionization and Student Academic Performance: Looking Beyond Collective Bargaining,” Labor Studies 56, no. 1 (2021): 43–74.
2. Richard B. Freeman and James L. Medoff, What Do Unions Do? (New York: Basic, 1984).
3. Morley Gunderson, “Two Faces of Union Voice in the Public Sector,” Journal of Labor Research 26, no. 2 (2015): 393–413; Rosemary Batt, Alexander J. S. Colvin, and Jeffrey Keefe, “Employee Voice, Human Resource Practices, and Quit Rates: Evidence from the Telecommunications Industry,” ILR Review 55, no. 4 (2002): 573–94; Richard B. Freeman, Peter Boxall, and Peter Haynes, What Workers Say: Employee Voice in the Anglo-American Workplace (Ithaca, NY: Cornell University Press, 2007); and John T. Addison and Clive R. Belfield, “Union Voice,” Journal of Labor Research 25, no. 4 (2004): 564–96.
4. Jake Rosenfeld, “Economic Determinants of Voting in an Era of Union Decline,” Social Science Quarterly 91, no. 2 (2010): 379–98; Rebecca S. Demsetz, “Voting Behavior in Union Representation Elections: The Influence of Skill Homogeneity and Skill Group Size,” ILR Review 47, no. 1 (1993): 99–113.
5. Henry S. Farber, Daniel Herbst, Ilyana Kuziemko, and Suresh Naidu, “Unions and Inequality Over the 20th Century” (working paper no. 24587, National Bureau of Economic Research, Cambridge, MA, 2018).
6. William J. Collins and Gregory T. Niemesh, “Unions and the Great Compression of Wage Inequality in the US at Mid-Century: Evidence from Local Labor Markets,” Economic History Review 72, no. 2 (2019): 691–715.
7. Richard Freeman, Eunice Han, David Madland, and Brendan V. Duke, “How Does Declining Unionism Affect the American Middle Class and Intergenerational Mobility?” (working paper no. 21638, National Bureau of Economic Research, Cambridge, MA, 2015).
8. Dana Goldstein and Erica L. Green, “What the Supreme Court’s Janus Decision Means for Teacher Unions,” New York Times, June 27, 2018.
9. Eunice S. Han, “The Impact of Teachers Unions on Teachers’ Well-Being Under Different Legal Institutions: Evidence from District-Teacher Matched Data,” AERA Open 5, no. 3 (2019): 1–19; Richard B. Freeman and Robert G. Valetta, “The Effects of Public Sector Labor Laws on Labor Market Institutions and Outcomes,” in When Public Sector Workers Unionize, ed. Richard B. Freeman and Casey Ichniowski (Chicago: University of Chicago Press, 1988) 399–419.
10. Freeman and Medoff, What Do Unions Do?
11. Christos Doucouliagos and Patrice Laroche, “What Do Unions Do to Productivity? A Meta-Analysis,” Industrial Relations 42, no. 4 (2003): 650–91; Christos Doucouliagos, Richard B. Freeman, Patrice Laroche, and T. D. Stanley, “How Credible Is Trade Union Research? Forty Years of Evidence on the Monopoly-Voice Trade-Off,” ILR Review 71, no. 2 (2018): 287–305.
12. Benjamin Lindy, “The Impact of Teacher Collective Bargaining Laws on Student Achievement: Evidence from a New Mexico Natural Experiment,” Yale Law Journal 120, no. 5 (2011): 1130–91
13. Lindy, “Impact of Teacher Collective Bargaining Laws”; E. Jason Baron, “The Effect of Teachers’ Unions on Student Achievement in the Short Run: Evidence from Wisconsin’s Act 10,” Economics of Education Review 67 (2018): 40–57; Michael F. Lovenheim and Alexander Willén, “The Long-Run Effects of Teacher Collective Bargaining,” American Economic Journal: Economic Policy 11, no. 3 (2019): 292–324; Jordan D. Matsudaira and Richard W. Patterson, “Teachers’ Unions and School Performance: Evidence from California Charter Schools,” Economics of Education Review 61 (2017): 35–50; Todd E. Vachon and Josef (Kuo-Hsun) Ma, “Bargaining for Success: Examining the Relationship Between Teacher Unions and Student Achievement,” Sociological Forum 30, no. 2 (2015): 391–414; R. W. Eberts and J. A. Stone, “Teacher Unions and the Productivity of Public Schools,” ILR Review 40, no. 3 (1987): 354–63; Martin Milkman, “Teachers Unions, Productivity, and Minority Student Achievement,” Journal of Labor Research 18, no. 1 (1997): 137–50; and Charles A. Register and Paul W. Grimes, “Collective Bargaining, Teachers, and Student Achievement,” Journal of Labor Research 12, no. 1 (1991): 99–109.
14. Bradley D. Marianno and Katharine O. Strunk, “After Janus: A New Era of Teachers Union Activism,” Education Next 18, no. 4 (2018): 18–25; Terry M. Moe, “Collective Bargaining and the Performance of Public Schools,” American Journal of Political Science 53, no. 1 (2009): 156–74.
15. R. Carini, B. Powell, and L. C. Steelman, “Do Teachers Unions Hinder Educational Performance? Lessons from State SAT and ACT Scores,” Harvard Educational Review 70, no.4 (2002): 437–67; John Lott and Lawrence W. Kenny, “State Teacher Union Strength and Student Achievement,” Economics of Education Review 35 (2013): 93–103.
16. Eberts and Stone, “Teacher Unions”; Vachon and Ma, “Bargaining for Success”; Lott and Kenny, “State Teacher Union Strength”; Moe, “Collective Bargaining”; Marianno and Strunk, “After Janus”; Matsudaira and Patterson, “Teachers’ Unions and School Performance”; Baron, “Effects of Teachers’ Unions.”
17. Joshua M. Cowen and Katherine O. Strunk, “The Impact of Teachers’ Unions on Educational Outcomes: What We Know and What We Need to Learn,” Economics of Education Review 48 (2015): 208–23.
18. Han, “The Impact of Teachers Unions”; Eunice S. Han, “The Myth of Unions’ Overprotection of Bad Teachers: Evidence from District-Teacher Matched Panel Data on Teacher Turnover,” Industrial Relations 59, no. 2 (2020): 316–52.
19. Matsudaira and Patterson, “Teachers Unions and School Performance.”
20. Eberts and Stone, “Teacher Unions.”
21. In all, about twelve thousand districts are represented in SEDA, but the extent of coverage in the SEDA data varies across year, subject, and subgroup, for several reasons. In some cases, a variety of assessment tests were used within state or within district, which precluded the construction of usable means and standard deviations. Low rates of student participation, incomplete reporting, and small cell sizes for subgroups also altered coverage (Erin M. Fahle, Benjamin R. Shear, Demetra Kalogrides, Sean F. Reardon, Richard DiSlvo, and Andrew D. Ho, Stanford Education Data Archive—Technical Documentation (v. 2.0) (Stanford, CA: Center for Education Policy Analysis, Stanford University, 2017). For these reasons, we construct our linked data set as follows: we retain all available SEDA observations for the purpose of estimating coefficients on control variables and weight observations using the weights provided for SASS observations. The parameters estimated for the variables of interest (collective bargaining status) reflect this weighting.
22. Fahle et al., Stanford Education Data Archive.
23. Using ordered probit models, estimated means and standard deviations of scores are generated from reports of the counts of the number of students scoring in each proficiency category. See Fahle et al., Stanford Education Data Archive, for details.
24. Sean F. Reardon, Demetra Kalogrides, and Kenneth Shores, “The Geography of Racial/Ethnic Test Score Gaps” (CEPA Working Paper no. 16–10, Center for Education Policy Analysis, Stanford University, Stanford, CA, 2018); Kenneth Shores and Matthew P. Steinberg, “The Impact of the Great Recession on Student Achievement: Evidence from Population Data” (CEPA Working Paper no. 17–09, Center for Education Policy Analysis, Stanford University, Stanford, CA, 2017); Reardon, “Educational Opportunity in Early and Middle Childhood: Variation by Place and Age” (CEPA Working Paper no. 17–12, Center for Education Policy Analysis, Stanford University, Stanford, CA, 2018); and Reardon, Erin M. Fahle, Demetria Kalogrides, Anne Podolsky, and Rosalia C. Zárate, “Gender Achievement Gaps in U.S. School Districts” (CEPA Working Paper no. 18–13, Center for Education Policy Analysis, Stanford University, Stanford, CA, 2018).
25. Han, “The Impact of Teachers Unions.”
26. Elsewhere, we further examine these and related issues with additional data, utilizing propensity score matching and difference-in-difference methods. The basic findings are corroborated. See Han and Maloney, “Teacher Unionization, Socioeconomic Status, and Student Performance”; and Han and Maloney, “Teacher Unionization and Student Academic Performance.”
27. Between the 2007–08 and 2011–12 school years, approximately 56 percent of districts are covered by CB, 13 percent by MC, and the remaining 31 percent were under no agreement.
28. Note that the number of observations (that is, districts) varies across race-ethnicity groups, mainly due to deletion of districts with small numbers of students from a given race-ethnicity.
29. Han, “The Impact of Teachers Unions.”
30. Han, “The Impact of Teachers Unions.”
31. Thomas A. Kochan and William T. Kimball, “Unions, Worker Voice, and Management Practices: Implications for a High-Productivity Economy,” Russell Sage Foundation Journal of the Social Sciences 5, no. 5 (2019): 88–108.
32. Eric Brunner, Joshua Hyman, and Andrew Ju, “School Finance Reforms, Teachers’ Unions, and the Allocation of School Resources,” Review of Economics and Statistics 102, no. 3 (July 2020): 473–89.



CHAPTER 9
Is Intellectual Property the Root of All Evil?
PATENTS, COPYRIGHTS, AND INEQUALITY
Dean Baker
This chapter raises three issues on the relationship between intellectual property and inequality. The first is a simple logical point. Patents, copyrights, and other forms of intellectual property are public policy. They are not facts somehow given to us by the world or the structure of technology. While this point should be self-evident, it is rarely noted in discussions of inequality or ways to address it.
The second issue is that there is an enormous amount of money at stake with intellectual property rules. Many items that sell at high prices as a result of patent or copyright protection would be free or nearly free in the absence of these government-granted monopolies. Perhaps the most notable example is prescription drugs; in the United States we spent over $420 billion in 2018 for drugs that almost certainly would have cost less than $105 billion in a free market. The difference is $315 billion annually, or 1.6 percent of GDP. If we add software, medical equipment, pesticides, fertilizer, and other goods for which these protections account for a large percentage of the cost, the gap between protected prices and free market prices likely approaches $1 trillion annually, a sum that is more than 60 percent of after-tax corporate profits.
The third issue is that the effect of these protections is to redistribute income upward. This can be seen most easily in looking at the origins of the fortunes of some of the country’s richest people, starting with Bill Gates. It also is apparent from looking at the leading companies in terms of market capitalization and profits, starting with Apple.
In addition, the demand for people with advanced skills in computer science, biotechnology, and other technical areas is highly dependent on the patent and copyright monopolies that ultimately pay for their work. With a different set of rules for promoting innovation and creative work, there could be far less demand for their expertise. While it can be debated whether or not that situation is desirable, the point is that this is a policy decision, not anything that is determined by technology or the natural development of the economy.
Instead of being a sidebar pursued by a small clique of economists and people concerned about access to medicines, rules on intellectual property should play a central role in debates on inequality. There is a huge amount at stake in setting these rules, and those concerned about inequality should be paying attention.
THE LOGIC OF CREATING INTELLECTUAL PROPERTY
Grants of intellectual property are explicitly designed as a mechanism by which the government provides incentives for certain types of activity. The wording in the Constitution could not be clearer on this point. In listing the powers of Congress in Section 8, the eighth item is “To promote the Progress of Science and useful Arts, by securing for limited Times to Authors and Inventors the exclusive Right to their respective Writings and Discoveries.”1 This item very clearly describes the monopolies granted by patents and copyrights as policy tools to promote innovation and creative work. Somehow this basic fact—that patent and copyright monopolies are tools of public policy—seems to have largely disappeared in public debate. The point matters because everything about these monopolies is determined by government policy, not facts of nature or the course of technology.
One might question whether patent and copyright monopolies are necessary at all to support innovation. In their book, Against Intellectual Monopoly (2008), Michele Boldrin and David Levine argue that in most industries these government-granted monopolies are unnecessary for supporting innovation. (They do accept that in some industries, like prescription drugs, some form of protection would be needed to cover development costs.) They point to the enormous productivity gains in sectors such as agriculture and design, which were accomplished almost entirely without patent protection. They argue that the first-mover advantage will generally be sufficient to enable companies to recover their research and development costs.
Boldrin and Levine also did a cross-industry analysis comparing multifactor productivity growth with patent filings. Their analysis finds no evidence of a positive relationship between productivity growth and the frequency of patent filings, suggesting that any possible gains from increased incentives for innovation are offset by costs related to patents, such as legal expenses associated with protecting patents, as well the need to avoid infringing on patents held by others. From the Boldrin and Levine perspective, patent and copyright monopolies are pure rent-seeking that can actually slow innovation.
It is not necessary to go as far as Boldrin and Levine to recognize the policy choices in setting rules for intellectual property. At the most basic level, the duration of the monopoly is the result of an explicit decision as to how much incentive to provide. The duration of both patents and copyrights has been lengthened in the last four decades. In the case of patents, the duration had varied by type but ranged from fourteen to seventeen years from the date of issuance. It is now twenty years from the date of application, and there have been efforts to make it even longer. Copyright duration had been fifty-five years until the mid-1970s. Since then it has been raised three times and now stands at one hundred and five years. It had been just twenty-eight years from 1790 until 1831.
In addition to setting the length of patent and copyright protection, the government also decides which items are subject to these protections. In the last four decades, the realm of items potentially subject to patent protection has been expanded to include biological organisms, software, and business methods. This has vastly expanded the range of potential patents.
Beyond the question of whether an item should be subject to patent protection, there is also a question of how broadly a patent should be applied. Apple famously claimed a patent on its mouse/menu system of computer operation. It tried to block the introduction of Microsoft’s Windows system, claiming it had the same “touch and feel” as Apple’s system, although Apple ultimately lost the case. Amazon attempted to patent one-click shopping in the early days of the commercial internet. It also lost its case.
While most people would probably agree that honoring these incredibly broad claims is unreasonable, both companies presumably thought they had a serious legal argument or they would not have bothered with the expense of pursuing their cases. This means it is possible that courts would have decided that any company using menu-based computing or one-click shopping had to pay royalties to Apple or Amazon for the privilege.
There is also a question of what inventions meet the novelty requirement for a patent. Under India’s patent system this requirement imposes a high standard, especially in the case of prescription drugs. Typically, to get a patent, India requires that a drug involve a new molecule. This has prevented many drugs that are patented elsewhere from getting patent protection in India. For example, the cancer drug Glivec, which sells for tens of thousands of dollars for a year’s treatment, was denied a patent in India because that country’s courts ruled that it did not involve a novel innovation.2
The U.S. Patent Office is notoriously lax in the standards it applies to patents. It famously issued a patent on a peanut butter and jelly sandwich in 1997.3 Many companies, especially in the pharmaceutical industry, have taken advantage of this laxness to obtain frivolous patents. Even a patent of dubious validity may allow a company to extend the duration of its monopoly for several years.4
This brings up another important aspect of policy: the rules on enforcement. In the United States, the rules are very friendly to those claiming patent or copyright protection. Infringers can be assessed punitive damages if they lose a case, which acts as a powerful deterrent to competitors wanting to enter a market where they are potentially infringing until a case has been decided. This, again, is especially important in the case of pharmaceuticals. If a pharmaceutical company claims a dubious patent on some aspect of a drug that is about to lose protection from its main patent, a generic competitor would take a considerable risk in entering the market.5 It is also important to recognize the fundamental asymmetry in this sort of contest: the brand producer is fighting to be able to continue to sell the drug at the monopoly price, and the generic competitor is trying to get the right to sell it at the free market price.
To further tilt the scale in favor of patent holders, a special appellate court was created in 1982, the United States Court of Appeals for the Federal Circuit, with the explicit job of reviewing patent cases. That court has jurisdiction over the twelve federal circuit courts and has been consistently more patent friendly than had been the appellate courts in the twelve federal circuits prior to its creation.
The situation in the case of copyrights is even more friendly to the copyright holder. In many cases, the actual losses from even large-scale infringement would be trivial. For example, Spotify pays between 0.006 and 0.0084 cents per play to the holders of the copyright on a song.6 This means that someone who had circulated ten thousand unauthorized copies of a song would have cost the copyright holder between 60 and 84 cents in lost royalty payments. It is unlikely anyone would pursue this sort of case in courts.
However, the law provides for punitive damages, which could mean that a violation of the kind just described would lead to thousands or even tens of thousands of dollars in damages. The government has also taken on the responsibility for prosecuting these cases criminally, making an otherwise trivial economic loss into a major criminal offense.
The Digital Millennium Copyright Act of 1998 also makes third parties potentially liable for infringement. To offer protection from liability for such parties, a web intermediary is responsible for promptly taking down allegedly infringing material after being notified. This effectively requires an intermediary to take the side of the person alleging infringement against their customer or friend. By contrast, the law in Canada simply requires that the intermediary notify the person posting the alleged infringing material, after which they have ended their potential liability.
The point is that the value of patents and copyrights—and if they exist at all—is directly determined by public policy. We can write laws in ways that make these property claims quite valuable, as we have done in the United States, or we can structure patents and copyrights so that they provide little return to their owners. If we think that technology is somehow redistributing income upward, then the problem is that patent and copyright protection has been made too long and strong, not that technology somehow has a bias toward a particular type of worker.
The often-expressed concern that robots will replace workers and lead to a redistribution from people who work for a living to the people who “own robots” is not actually a concern about an outcome of technology; rather, it is a possible result of our intellectual property rules. “Owning robots” is not a technical relationship, it is a legal one. So for there to be any redistributional concern, there must be legal protection of patent and/or copyright monopolies.
Robots will almost certainly be relatively cheap to manufacture in terms of the physical materials, capital requirements, and labor needed. If they are sold in a free market with no patent or copyright protections, people with even a middle-class living standard would likely be able to buy robots that would cook their food, clean their house, wash their clothes, and mow their lawn. This could mean a large improvement in living standards. And while robot manufacturers would make a normal profit, no one would stand to get especially rich from robots any more than people get especially rich manufacturing washing machines or paper clips.
The story of robots and inequality is one in which robots are expensive, and this is really a story about how patent and/or copyright monopolies make them expensive. In that case, it is possible that the people who own these claims to intellectual property may become very rich, and most workers are not in a position to benefit from the gains from productivity growth. But it is important that we clearly identify the problem in this case. Inequality is not coming from technology; it is coming from our laws on the ownership of technology. And, as noted earlier, these laws have become considerably stronger in the last four decades.7
The impact of changes in laws on ownership can perhaps be seen most clearly with the Bayh-Dole Act, which was signed into law in December 1980. The main thrust of the law was to allow researchers with government contracts to gain ownership rights to their research. This meant they could get patents or other types of protection on work for which the government incurred much or all of the cost.
While Bayh-Dole applied to all types of research supported by the government, it had the largest impact on the market for prescription drugs. The government had been funding biomedical research through the National Institutes of Health (NIH) since the nineteenth century. (The 2018 budget was $37 billion.) Much of this research did result in important medical breakthroughs, but the pharmaceutical industry was not allowed to get patents on the direct products of the research.
Bayh-Dole effectively made it possible for the industry to build patent monopolies or gain other types of exclusivity on research that was largely funded by the government. While this undoubtedly did lead to more industry funding for research, it also led to an enormous increase in the amount the country spends on prescription drugs, as shown in figure 9.1.

Figure 9.1 Spending on prescription drugs as a percentage of GDP, 1959–2018.
Source: Bureau of Economic Analysis, “National Income and Product Accounts, NIPA Tables” (Suitland, MD: BEA, 2018), NIPA table 2.4.5U.
Prior to the Bayh-Dole Act, there was no clear trend in spending on prescription drugs relative to gross domestic product (GDP). It had been just under 0.4 percent of GDP in the 1960s, rising to slightly over 0.4 percent in the early 1970s, before falling back under 0.4 percent by the late 1970s. After Bayh-Dole, spending began to rise sharply, doubling to 0.8 percent of GDP by 1993 and then doubling again to 1.6 percent by 2002. It currently stands at 2.1 percent of GDP.
Undoubtedly, the incentives created by Bayh-Dole increased private research spending on developing prescription drugs. It presumably also led to better health outcomes, as some drugs that would not otherwise have been developed had large health benefits. But there can be little doubt that this change in the law governing control of government research hugely increased our spending on prescription drugs.
The rationale for the Bayh-Dole Act and other measures strengthening intellectual property claims is that the dynamic gains from more innovation outweigh the deadweight losses associated with these government-granted monopolies. In fact, evidence to that effect is far from clear. A cross-country analysis assessing the impact of stronger protections on productivity growth found no evidence of a positive relationship.8 Indeed, most of the regressions found a negative relationship between patent strength and productivity growth. Similarly, an analysis that looked at multifactor productivity growth across industries found no relationship between the number of patents issued and the rate of productivity growth.9
But even if there was solid evidence that the dynamic gains associated with stronger patent and copyright protection outweighed the deadweight losses, it is still important to recognize that this intellectual property policy is increasing inequality. The question is not just whether the dynamic gains exceed the static losses but whether this difference is large enough to offset whatever undesirable impact the policy has on inequality. This last point has been completely invisible in policy discussions on patent and copyright policy.10
It is also important to note that there are alternative mechanisms for supporting innovation and creative work. For example, as noted earlier, the U.S. government spends more than $32 billion a year on biomedical research through the NIH. (Additional public funding is provided through the Centers for Disease Control and Prevention and other agencies.) The government could, in principle, increase this funding by enough to partially or fully replace the patent-financed research undertaken by the industry. The National Science Foundation put the U.S. industry’s worldwide research spending at $62.3 billion in 2013, the last year for which data were available.11 Not all of this spending is dependent on patents. For example, the industry has to spend money researching manufacturing techniques, which would be necessary even if the drugs it was producing were not patent protected.
If the government directly funded research, all the new drugs developed could be sold at their free market price from the day they were approved by the Food and Drug Administration, eliminating the patent rents in the sector.12 (The same would be true for medical equipment and supplies, which also have hugely inflated prices as a result of patent monopolies.) If all prescription drugs were sold at their free market price, it would not only reduce the income for the patent owners but would also eliminate a massive industry that has grown up as a result of the high price of patented drugs. This includes the pharmacy benefit managers, advertisers and marketers, and intellectual property lawyers who contest patents in court.13
The same set of issues arise in other areas as well, even if the immediate consequences may not be as dire as in the case of unaffordable medicines. The government decides not only the strength and length of intellectual property protections but also the availability of public financing that can either support or compete with patent- or copyright-financed research.14 As a matter of policy, in recent decades, government-supported research through various agencies has generally been done with the explicit intent of supporting rather than competing with patent-financed research.
Similarly, the tax credit for research and development is designed as a supplement for patent support, not a replacement. It is a 15 percent marginal tax credit, based on prior years of research spending. It could instead be designed as a replacement and cover all research spending, as 15 percent is roughly equal to estimates of the research subsidy provided by patent monopolies.15
It is worth mentioning an area of government support for creative work that is generally overlooked: the tax deduction for charitable contributions. For high-income taxpayers, the government effectively pays 37 cents of every dollar they choose to contribute to a qualified nonprofit organization. (For inheritances, the implicit subsidy is 40 percent, the estate tax rate.) While these contributions go to a wide variety of organizations, at least some go to support art museums, symphonies, operas, playhouses, and other entities that support cultural output of various forms.
This support is not intended to compete with copyright support for cultural work, but it does suggest a possible alternative route that does not involve a government agency deciding on the relative merits of different types of work. As it is, the deduction for charitable contributions overwhelmingly benefits higher-income individuals, but it is possible to design a comparable mechanism of individual credits and/or subsidies that would be more egalitarian.16
The point of describing alternatives to patent and copyright monopolies for supporting innovation and creative work is that we could, in principle, have mechanisms that allow for the same or perhaps even greater progress in developing technology and creative work, without producing the same degree of inequality. The alternatives mentioned here and proposed by others would have to be examined closely, but the point is that this is an important public debate that is not taking place.
DIGRESSION: INTELLECTUAL PROPERTY AND BUDGET DEFICITS
Over the last four decades, an enormous amount of debate has taken place in policy circles on reducing the size of the budget deficit. The cost associated with intellectual property claims has almost never been raised in this context. That is an inexcusable omission.
As noted earlier, patent and copyright monopolies are enabled by government policies designed to achieve public purposes. The government grants the holders of such rights monopolies that enable them to charge prices that vastly exceed the free market price in exchange for carrying through research or creative work. The higher prices from these monopolies can be thought of as equivalent to a privately collected tax, but for some reason, they are never included in any measure of the deficit accrued in a given year or the debt accumulated over time.
To be more concrete, if patent and related monopolies allow drug companies to charge $315 billion annually in excess of the free market price for drugs, this is equivalent, in terms of the impact on living standards and economic distortions, to the government imposing an excess tax of $315 billion a year on prescription drugs. In effect, the government is paying for the research undertaken by the drug companies by allowing them to collect this tax.
It is completely inconsistent for those concerned about government deficits and debt to be troubled by the idea that the government would finance research by borrowing, which will then be supported by future taxes, but not be at all troubled by the government granting patent and copyright monopolies that will allow private companies to charge prices that vastly exceed free market prices.17 The cost of the latter is quite large, as is shown in the next section. If anyone is actually concerned about the cost imposed by government borrowing on future generations, they cannot honestly ignore the costs associated with the patent and copyright monopolies granted by the government.
THE COST OF PATENT AND COPYRIGHT MONOPOLIES
In addition to the argument that patent and copyright monopolies are both inefficient and increase inequality, it is important to recognize that these monopolies direct a substantial amount of money in the U.S. economy. There is an enormous gap between the monopoly price and potential free market price for a wide range of items. This is perhaps most clear in the case of prescription drugs, for which we have data both on the price in the period after patent protection has been removed and also on the price of generics in countries where patent protection is not available. Recent research puts the price decline for the branded drug at 90 percent in the years after it has lost exclusivity.18 Even this drop may understate the impact of patents and related protections, since often there are subsidiary patents that may still apply even after a drug’s key patents have expired. In the case of some of the most expensive drugs, generic versions are available for less than 1.0 percent of the price of the branded drug in the United States.19
In many other areas, patent or copyright monopolies account for a large portion or majority of the price. The case of medical equipment is similar to that of prescription drugs. In most cases, the cost of manufacturing the equipment itself would not be very high, but equipment like MRIs and dialysis machines are expensive because of the patents held by the manufacturers. The same is true of a wide range of computers and other information-processing equipment. The cost of pesticides and fertilizers is to a large extent attributable to patent monopolies. The same is true of the cost of many nonprescription drugs and medical supplies.
Copyright monopolies also cause items to cost far more than the free market price. This is most apparent with recorded music and video material, which would be available over the internet at essentially zero cost in the absence of copyright protection. However, this monopoly protection also raises the price of cable and satellite television and radio services, since these would be available for essentially the cost of installing home hookups and the electricity needed if it was not necessary to make royalty payments. The cost of all forms of printed material, such as newspapers, magazines, books, and textbooks, is hugely inflated due to copyright monopolies.
Table 9.1 gives a set of calculations of the money that is being directed to industries in which patents and copyrights are most important to the price. Column 1 shows 2018 levels of spending in each industry; column 2, the assumed percentage reduction in price if there were no patent or copyright protection; and column 3, the implied savings.
Table 9.1 Total savings from patent/copyright alternatives (billions of 2018 dollars)
	  	Current spending  	Potential savings  
	Prescription drugs (2.4.5U line 121) 
	$426.6 
	$315.5 

	Other medical products (2.4.5U line 119) 
	$78.1 
	$39.1 

	Computers and other information-processing equipment (2.4.5U line 46) 
	$139.1 
	$83.5 

	Recorded music and video material (2.4.5U line 42) 
	$16.6 
	$13.3 

	Educational books (2.4.5U line 67) 
	$11.4 
	$8.0 

	Recreational books (part of 90) (2.4.5U line 58) 
	$21.9 
	$11.0 

	Newspapers and periodicals (2.4.5U line 141) 
	$50.0 
	$40.0 

	Motion pictures (2.4.5U line 210) 
	$17.6 
	$14.1 

	Cable and satellite television and radio services (line 215) 
	$97.1 
	$77.7 

	Computers and peripheral equipment (5.5.5U line 4) 
	$121.2 
	$72.7 

	Communication equipment (5.5.5U line 5) 
	$133.7 
	$80.2 

	Nonmedical instruments (5.5.5U line 9) 
	$42.4 
	$25.4 

	Medical equipment and instruments (5.5.5U line 6) 
	$94.0 
	$47.0 

	Total 
	   	$827.4 


Source: Bureau of Economic Analysis, National Income and Product Accounts (Suitland, MD: BEA, 2018), NIPA Tables 2.4.5U, 5.5.5U, and author’s calculations (see text).
It is important to be clear about the meaning of the assumed savings in table 9.1. The numbers are an approximation of the savings if we were to eliminate all patents, copyrights, and related protections and allow any producer to sell the items without restrictions. The savings would include not only the profits lost to the sellers but also a wide range of costs associated with these protections, such as legal fees, marketing to maximize the profit of an item on which the company has a monopoly, and payments for the actual innovation or creative work. This last category, payments to researchers and creative workers, would be necessary if we wanted to continue to promote innovation and new creative work in the future, but this category is included in the table because the amount that we choose to pay and how we choose to pay it is a matter of public policy. At present, we make these payments by having the government grant patent and copyright monopolies.
The numbers shown for prescription drugs are probably the most solid in the table and provide a useful point of reference. We have a good idea of how much patent monopolies add to the cost of drugs because we can compare the price with that of generic drugs. According to data from the Association for Accessible Medicines (AAM), the trade group for the generic industry, brand drugs accounted for 74 percent of spending even though they were only 11 percent of the prescriptions sold. By contrast, generic drugs accounted for just 26 percent of spending even though they were 89 percent of sales.20 This implies that the average generic prescription cost just 3.6 percent of the price of the average brand prescription, or $29.70 per prescription. This figure would mean that we could save 96.4 percent of the money spent on brand drugs if we immediately got rid of protections and allowed them to be sold as generics.
But even this figure understates the true potential savings from eliminating patents and related protections. The AAM’s data are based on averages, but these numbers are skewed by the fact that many generics sell for high prices in the period immediately after they are introduced. This is due to the fact that they have limited competition, in part by design. The first generic to enter a market is granted six months of exclusivity, a period in which it enjoys an effective duopoly with the brand drug. For example, a recent analysis found that price declines averaged just over 50 percent in the first year after a generic is introduced.21 This means that the average cost of generic drugs in the AAM analysis is inflated by the generic drugs that are sold at high prices in the first years after they come onto the market. Also, the price of generics is inflated due to the fact that the generics industry must incur legal costs to contest patent battles with the brand industry. In addition, generic drug makers may be paying royalties on secondary patents that are still in force even after the key patent for a drug has expired.
In a world with no patents or related protections, it is likely that generics would cost close to half as much as we now spend, since the market would be more fully competitive and the industry would face far lower legal expenses. Table 9.1 assumes an 80 percent reduction in spending, which is likely a conservative figure. If the average price of a generic drug in a patent-free world was 50 percent of the current price and all drugs were sold as generics, the savings would be more than 85 percent of current spending.
All other figures shown in table 9.1 are more speculative. But in most instances, the numbers are likely conservative. The assumed savings on other medical products, which are primarily nonprescription drugs, is 50 percent. In wealthy countries, the cost of MRIs and other scans is often less than one fourth what it is in the United States (International Federation of Health Care Plans, 2019). Although factors other than the price of the equipment determine the cost of a scan, patents still apply in all those countries, so these scanning devices are still being sold well above their free market price.
The third line in the table covers computers and other peripheral equipment. The assumed savings if there were no patent or copyright monopolies on these items is 60 percent. That is also likely a serious understatement. There is little extra labor or equipment involved in manufacturing a $1,000 computer compared with a $200 computer; the difference in price is simply due to presumably better software, which is costless to reproduce. For recorded music and video material as well as recreational books, it is assumed that the savings would be 80 percent in a copyright-free world. This would be simply the cost of physically transferring the material, which, at least over the web, would be close to zero.
The savings on educational books is assumed to be 70 percent under the assumption that the bulk of the textbooks used by students would be produced through the publicly funded system. It is assumed that the savings in newspapers and periodicals, motion pictures, and cable television would each be 80 percent of total spending, with the assumption that there would be a large amount of free material available, so, again, the cost is simply transferring the material. (With cable, many people may opt to rely on material received over the internet and cancel cable subscriptions.) The cumulative figure for savings is $827.4 billion.
Although in some areas the assumptions on savings might be too high, this calculation also leaves out important areas. For example, it does not include software investment, which was $382.2 billion in the second quarter of 2018. This is omitted to avoid double-counting, since software cost is a direct input in many of the other items included in table 9.1. In addition, much of the spending on software is for development of company-specific applications, most of which would occur even without patent or copyright protection. The table also does not include spending on items like fertilizers, pesticides, and genetically engineered seeds, the prices of which are also hugely inflated due to patent protections.22
The $827.4 billion figure is large by almost any measure. It is just under 54.0 percent of after-tax corporate profits in the second quarter of 2018 and comes to more than $6,000 per household. The amount of money that is directed by patent and copyright protection dwarfs the sums that are typically the basis for policy debates in Washington.
PATENT AND COPYRIGHT MONOPOLIES AND UPWARD REDISTRIBUTION
Patent and copyright protections not only involve large sums of money; they also redistribute income upward. At the most basic level, there are not many low-income households that receive royalties from patents or copyrights. These forms of protection provide the basis for the fortunes of many of the richest people in the country.
Table 9.2 shows the hundred richest people in the United States from the Forbes 400.23 The table indicates whether a person’s fortune comes from an industry in which patent or copyright protections are a major factor in their wealth. While in some cases there is ambiguity about the importance of intellectual property to the person’s fortune, in many cases the situation is quite clear.
Table 9.2 The world’s billionaires (billions of 2017 dollars)
	U.S. rank 
	World rank  	Name 
	Net worth  	Age  	Source 
	IP dependent?  
	1 
	1 
	Jeff Bezos 
	$112 B 
	54 
	Amazon 
	? 

	2 
	2 
	Bill Gates 
	$90 B 
	62 
	Microsoft 
	Y 

	3 
	3 
	Warren Buffett 
	$84 B 
	88 
	Berkshire Hathaway 
	N 

	4 
	5 
	Mark Zuckerberg 
	$71 B 
	34 
	Facebook 
	Y 

	5 
	8 
	Charles Koch 
	$60 B 
	82 
	Koch Industries 
	N 

	5 
	8 
	David Koch 
	$60 B 
	78 
	Koch Industries 
	N 

	7 
	10 
	Larry Ellison 
	$58.5 B 
	74 
	Software 
	Y 

	8 
	11 
	Michael Bloomberg 
	$50 B 
	76 
	Bloomberg LP 
	Y 

	9 
	12 
	Larry Page 
	$48.8 B 
	45 
	Google 
	? 

	10 
	13 
	Sergey Brin 
	$47.5 B 
	45 
	Google 
	? 

	11 
	14 
	Jim Walton 
	$46.4 B 
	70 
	Walmart 
	N 

	12 
	15 
	S. Robson Walton 
	$46.2 B 
	73 
	Walmart 
	N 

	13 
	16 
	Alice Walton 
	$46 B 
	68 
	Walmart 
	N 

	14 
	21 
	Sheldon Adelson 
	$38.5 B 
	85 
	casinos 
	N 

	15 
	22 
	Steve Ballmer 
	$38.4 B 
	62 
	Microsoft 
	Y 

	16 
	28 
	Phil Knight 
	$29.6 B 
	80 
	Nike 
	N 

	17 
	34 
	Jacqueline Mars 
	$23.6 B 
	78 
	candy, pet food 
	N 

	17 
	34 
	John Mars 
	$23.6 B 
	82 
	candy, pet food 
	N 

	19 
	39 
	Michael Dell 
	$22.7 B 
	53 
	Dell computers 
	Y 

	20 
	44 
	Paul Allen 
	$21.7 B 
	65 
	Microsoft, investments 
	Y 

	21 
	47 
	Thomas Peterffy 
	$20.3 B 
	73 
	discount brokerage 
	N 

	22 
	48 
	Len Blavatnik 
	$20.2 B 
	61 
	diversified 
	N 

	23 
	52 
	James Simons 
	$20 B 
	80 
	hedge funds 
	N 

	24 
	54 
	Elon Musk 
	$19.9 B 
	47 
	Tesla Motors 
	N 

	25 
	58 
	Laurene Powell Jobs 
	$18.8 B 
	54 
	Apple, Disney 
	Y 

	26 
	67 
	Ray Dalio 
	$17.7 B 
	69 
	hedge funds 
	N 

	27 
	73 
	Carl Icahn 
	$16.8 B 
	82 
	investments 
	N 

	28 
	80 
	Donald Bren 
	$16.3 B 
	86 
	real estate 
	N 

	29 
	83 
	Abigail Johnson 
	$15.9 B 
	56 
	money management 
	N 

	30 
	83 
	Lukas Walton 
	$15.9 B 
	31 
	Walmart 
	N 

	31 
	94 
	Rupert Murdoch 
	$15 B 
	87 
	newspapers, TV network 
	Y 

	32 
	100 
	Harold Hamm 
	$14.1 B 
	72 
	oil & gas 
	N 

	33 
	102 
	Steve Cohen 
	$14 B 
	62 
	hedge funds 
	N 

	33 
	102 
	Dustin Moskovitz 
	$14 B 
	34 
	Facebook 
	Y 

	35 
	106 
	Charles Ergen 
	$13.4 B 
	65 
	satellite TV 
	? 

	35 
	106 
	Eric Schmidt 
	$13.4 B 
	63 
	Google 
	Y 

	37 
	108 
	Philip Anschutz 
	$13 B 
	78 
	investments 
	N 

	37 
	108 
	Jim Kennedy 
	$13 B 
	70 
	media 
	Y 

	37 
	108 
	Blair Parry-Okeden 
	$13 B 
	68 
	media 
	Y 

	40 
	113 
	Leonard Lauder 
	$12.9 B 
	81 
	Estee Lauder brand 
	N 

	41 
	117 
	Stephen Schwarzman 
	$12.6 B 
	71 
	investments 
	N 

	42 
	121 
	Donald Newhouse 
	$12.3 B 
	89 
	media 
	Y 

	43 
	132 
	Andrew Beal 
	$11.6 B 
	65 
	banks, real estate 
	N 

	44 
	134 
	John Menard, Jr. 
	$11.5 B 
	78 
	home improvement stores 
	N 

	45 
	138 
	David Tepper 
	$11 B 
	60 
	hedge funds 
	N 

	46 
	145 
	Pierre Omidyar 
	$10.5 B 
	51 
	eBay 
	N 

	47 
	152 
	Ronald Perelman 
	$9.8 B 
	75 
	leveraged buyouts 
	N 

	48 
	154 
	Micky Arison 
	$9.7 B 
	69 
	Carnival Cruises 
	N 

	49 
	158 
	Thomas Frist, Jr. 
	$9.6 B 
	80 
	health care 
	N 

	50 
	162 
	Charles Schwab 
	$9.4 B 
	81 
	discount brokerage 
	N 

	51 
	164 
	Herbert Kohler, Jr. 
	$9.3 B 
	79 
	plumbing fixtures 
	N 

	52 
	170 
	Jan Koum 
	$9.1 B 
	42 
	WhatsApp 
	Y 

	53 
	172 
	James Goodnight 
	$9 B 
	75 
	software 
	Y 

	53 
	172 
	Ken Griffin 
	$9 B 
	49 
	hedge funds 
	N 

	55 
	178 
	James Chambers 
	$8.7 B 
	61 
	media 
	Y 

	55 
	178 
	Katharine Rayner 
	$8.7 B 
	73 
	media 
	Y 

	55 
	178 
	Margaretta Taylor 
	$8.7 B 
	76 
	media 
	Y 

	58 
	181 
	Gordon Moore 
	$8.5 B 
	89 
	Intel 
	Y 

	59 
	183 
	Stanley Kroenke 
	$8.3 B 
	71 
	sports, real estate 
	N 

	60 
	186 
	John Malone 
	$8.1 B 
	77 
	cable television 
	Y 

	61 
	190 
	Carl Cook 
	$8 B 
	56 
	medical devices 
	Y 

	61 
	190 
	David Geffen 
	$8 B 
	75 
	movies, record labels 
	Y 

	61 
	190 
	George Soros 
	$8 B 
	88 
	hedge funds 
	N 

	61 
	196 
	Edward Johnson, III. 
	$7.9 B 
	88 
	money management 
	N 

	65 
	198 
	David Duffield 
	$7.8 B 
	77 
	business software 
	Y 

	65 
	198 
	George Kaiser 
	$7.8 B 
	76 
	oil & gas, banking 
	N 

	65 
	198 
	Patrick Soon-Shiong 
	$7.8 B 
	66 
	pharmaceuticals 
	Y 

	68 
	205 
	Stephen Ross 
	$7.6 B 
	78 
	real estate 
	N 

	69 
	207 
	Pauline MacMillan Keinath 
	$7.4 B 
	84 
	Cargill 
	N 

	70 
	211 
	Eli Broad 
	$7.3 B 
	85 
	investments 
	N 

	70 
	211 
	Sun Hongbin 
	$7.3 B 
	55 
	real estate 
	N 

	70 
	211 
	Christy Walton 
	$7.3 B 
	69 
	Walmart 
	N 

	73 
	217 
	Shahid Khan 
	$7.2 B 
	68 
	auto parts 
	N 

	74 
	222 
	John Doerr 
	$7.1 B 
	67 
	venture capital 
	N 

	75 
	242 
	David Green 
	$6.8 B 
	76 
	retail 
	N 

	75 
	242 
	Hank & Doug Meijer 
	$6.8 B 
	— 
	supermarkets 
	N 

	76 
	251 
	Brian Acton 
	$6.6 B 
	46 
	WhatsApp 
	Y 

	76 
	251 
	Ann Walton Kroenke 
	$6.6 B 
	69 
	Walmart 
	N 

	78 
	261 
	Leon Black 
	$6.5 B 
	67 
	private equity 
	N 

	78 
	261 
	John Paulson 
	$6.5 B 
	62 
	hedge funds 
	N 

	80 
	265 
	David Shaw 
	$6.4 B 
	67 
	hedge funds 
	N 

	80 
	265 
	John A. Sobrato 
	$6.4 B 
	79 
	real estate 
	N 

	82 
	274 
	Daniel Gilbert 
	$6.3 B 
	56 
	Quicken Loans 
	N 

	83 
	281 
	Richard Kinder 
	$6.2 B 
	73 
	pipelines 
	N 

	83 
	281 
	Robert Kraft 
	$6.2 B 
	77 
	New England Patriots 
	N 

	83 
	281 
	Ralph Lauren 
	$6.2 B 
	78 
	Ralph Lauren brand 
	N 

	86 
	287 
	Les Wexner 
	$6.1 B 
	80 
	retail 
	N 

	87 
	289 
	Whitney MacMillan 
	$6 B 
	88 
	Cargill 
	N 

	88 
	296 
	Marijke Mars 
	$5.9 B 
	54 
	candy, pet food 
	N 

	88 
	296 
	Pamela Mars 
	$5.9 B 
	58 
	candy, pet food 
	N 

	88 
	296 
	Valerie Mars 
	$5.9 B 
	59 
	candy, pet food 
	N 

	88 
	296 
	Victoria Mars 
	$5.9 B 
	61 
	candy, pet food 
	N 

	92 
	305 
	Nancy Walton Laurie 
	$5.8 B 
	67 
	Walmart 
	N 

	92 
	305 
	Tom & Judy Love 
	$5.8 B 
	81 
	retail & gas stations 
	N 

	92 
	305 
	Robert Rowling 
	$5.8 B 
	64 
	investments 
	N 

	92 
	305 
	Dennis Washington 
	$5.8 B 
	84 
	construction, mining 
	N 

	96 
	315 
	David Sun 
	$5.7 B 
	66 
	computer hardware 
	Y 

	96 
	315 
	John Tu 
	$5.7 B 
	77 
	computer hardware 
	Y 

	98 
	321 
	Jen-Hsun Huang 
	$5.6 B 
	55 
	semiconductors 
	? 

	98 
	321 
	Charles Johnson 
	$5.6 B 
	85 
	money management 
	N 

	98 
	321 
	Jerry Jones 
	$5.6 B 
	75 
	Dallas Cowboys 
	N 

	98 
	321 
	Richard LeFrak 
	$5.6 B 
	73 
	real estate 
	N 

	98 
	321 
	Steven Rales 
	$5.6 B 
	67 
	manufacturing 
	N 


Source: Kerry A. Dolan, and Luisa Kroll, “The World’s Billionaires List,” Forbes, March 6, 2018.
Starting at the top, there is little doubt that Bill Gates would not have anywhere near his current fortune if Microsoft did not have copyright and/or patent protection on its software and other products. While Microsoft has also benefited from near-monopoly status in the operating system market, this would not be worth very much if anyone could copy the system and manufacture millions of Windows-based computers without paying a licensing fee. A similar story applies for other software billionaires, like Larry Ellison or Steve Ballmer.
I have also included the media-based billionaires whose fortunes are owed to intellectual property rules. It would be difficult to envision a television network or movie production company being hugely profitable if it was entirely legal for anyone to immediately duplicate a broadcast or distribute copies of a movie without paying royalties to the copyright holder. These businesses exist in their current form because of our rules on intellectual property.
I have put wealth from Amazon, Facebook, and Google in the ambiguous category. These companies—especially the latter two—depend to a large extent on near-monopolies in their market segments. On the other hand, all have made a point of developing cutting-edge technologies, on which they enjoy patent and/or copyright protection. It would require a much closer examination of the development of these businesses to assess the centrality of the role of these intellectual property claims.
There are other people in this top one hundred whose fortunes may depend to a substantial extent on intellectual property. Of the people on this list, fifteen are listed as getting their fortune from some type of finance. It is possible that much of their wealth stemmed from making a good bet on Apple, Microsoft, or some other high-flying tech company whose profits depend on intellectual property. There are also three owners of sports teams on the list. Would Robert Kraft’s stake in the New England Patriots be worth as much if anyone could freely and instantaneously rebroadcast Patriots games without paying him a penny for the rights?
Table 9.3 shows the total wealth attributed to intellectual property and the share of all Forbes 400 wealth. The cumulative wealth of the people placed in this category is $490.6 billion, or 27 percent of the total for this group. The people in the mixed category summed to $298.9, or 16.5 percent of the total. Adding the two comes to $789.5, or 43.5 percent of the total wealth of the Forbes 400. This figure would certainly suggest a much lower concentration of wealth without the intellectual property rules now in place. While it is possible that a broader look at very high wealth individuals would change the picture somewhat, there clearly are many people in Silicon Valley, Seattle, and other tech centers who have accumulated tens or hundreds of millions from software, pharmaceuticals, and other industries heavily dependent on intellectual property.
Table 9.3 Intellectual property–based wealth as a share of Forbes 400 wealth (billions of 2017 dollars)
	  	1  	2  	3  	4  
	  	All  	Pure IP  	Mixed  	Combination of Pure IP and Mixed  
	Total 
	$1,813.8 
	$490.6 
	$298.9 
	$789.5 

	Percentage 
	100.0 
	27.0 
	16.5 
	43.5 


Source: Author’s calculations (see text).
The fact that we can, as a matter of policy, decide to weaken intellectual property protections or alter the form of the incentive that the government provides for innovation and creative work means that the demand for the highly skilled individuals who are disproportionately employed in the industries that are heavily dependent on these protections is very directly an option for policy making. The government could, for example, weaken or alter these protections in ways that reduce demand for highly skilled individuals by 10 to 20 percent. This would lead to radically lower pay for a wide range of highly skilled individuals, such as software engineers and biotechnology PhDs. Such a reduction in demand may not be desirable, but it is important to recognize that it is a policy choice.
TECHNOLOGY DOES NOT HAVE TO LEAD TO INEQUALITY
The main point of this discussion is to point out that the flows of income associated with new technology is very directly a policy choice. We have adopted a set of rules centered on patent and copyright monopolies that have the effect of significantly increasing inequality. We could weaken these rules or, alternatively, make use of different mechanisms to provide incentives for innovation and creative work.
In deciding whether to strengthen or weaken patents, copyrights, and related protections, we need to consider whether they are the most efficient mechanisms for supporting innovation and creative work. As noted here, there is good reason for believing that often they are not.
Furthermore, we should also consider the impact of these protections on inequality. Even if weaker protections had some net negative effect on growth (e.g., the dynamic losses exceeded the static gains), we may still choose to go this route if there were enough benefits in reducing inequality. Most tax-and-transfer policies will have some negative effect on growth, so we should also be prepared to tolerate a somewhat negative effect from altering intellectual property rules if the distributional benefits are large enough.
This chapter has just outlined some of the issues to show how much income and wealth is potentially at stake, but the key point is to bring intellectual property policy into the inequality debate. Bill Gates has become incredibly wealthy because we structured our rules in ways that allowed him to become so. This was a policy choice, not an outcome of technology.
NOTES
1. U.S. Constitution. Art. I, Sec. 8.
2. Kulkarni and Mohanty (2013).
3. Kretchman and Geske (1997).
4. On this topic, it is worth noting the America Invents Act of 2011, which created an extrajudicial process whereby patents could be challenged after approval. This set up a less costly process through which dubious patents could be contested (see Leahy–Smith America Invents Act 2011).
5. Collier (2013).
6. Plaugic (2015).
7. The argument that technology generates inequality is the explicit theme of Goldin and Katz (2010), The Race Between Education and Technology. Interestingly, the link between technology and inequality is not disputed even by those who question whether bias in technology is responsible for increasing inequality. Mishel and Bernstein (1998) don’t deny that technology increases the returns to skilled labor; they only dispute whether an increase in this bias can explain the growth in inequality since 1980.
8. Baker (2016).
9. Boldrin et al. (2011).
10. This should be a big issue in trade policy, where a major focus of U.S. policy over the last three decades has been to impose stronger and longer intellectual property protections on our trading partners. There is an obvious upward redistributional aspect to this policy. The more money that our trading partners have to pay holders of intellectual property claims in the United States, the less money they have to spend on other goods and services produced in the United States. In effect, this means a larger trade deficit on items excluding intellectual property, such as agricultural and manufactured goods. While it is possible that the greater inducement to innovation and incentive for creative work offsets this redistributional effect, it seems a dubious claim, and there is certainly no research supporting this position.
11. Shackelford and Wolfe (2017).
12. Direct public funding could take a variety of forms. Several papers have advocated a prize buyout system, whereby the government buys up patents and places them in the public domain (e.g., see Kremer 1998). It could also take the form of direct funding, whereby NIH or a new government agency issues long-term contracts to drug companies to undertake research with the requirement that all research findings and patents are placed in the public domain (see Baker 2016, chap. 5). An advantage of the latter approach is that all research findings would be available for both clinicians and other researchers. Baker, Jayadev, and Stiglitz (2017) review the relative merits of these and other approaches.
13. In the case of prescription drugs there is an especially compelling argument for publicly funded research as opposed to patent-supported research. First, and most important, these drugs are developed to advance public health and save lives. We generally recognize the government’s responsibility for the public’s health, and even in the United States, most health care spending is done by the government. This is not just a moral issue; in addition is the very practical point that there is generally a third-party payer, either the government or an insurer. This means that the typical story of consumers being best able to determine a product’s value to them does not apply, since they are attempting to get a third-party payer to pick up the cost. Also, there is a significant issue of asymmetric information, in which the patient, and even their doctor, are unlikely to know anywhere near as much about the benefits and risks of a drug as the company that is marketing it.
14. It is worth noting that the pharmaceutical industry is probably the biggest lobbyist for NIH funding. As it stands, this funding is largely a direct subsidy to the industry.
15. See, for example, Jaffe (2000), Schankerman and Pakes (1986), Lanjouw (1998), and Schankerman (1998).
16. Baker (2006, chap. 5) outlines a system of individual tax credits that could be used as an alternative to copyright monopolies for supporting creative work. A condition of receiving money through this system would be giving up the right to copyright protection for a substantial period of time (e.g., three to five years).
17. In some cases, the trade-off between direct government spending (and therefore increased deficits) and patent monopolies is very explicit. The FDA will give drug companies an extra six months of patent monopoly or other forms of exclusivity if they conduct pediatric trials on their drugs. The government could simply pay for these trials directly, but the grant of monopoly does not require any direct government spending. (It may actually require considerable indirect expenditures, since the extra six months of exclusivity could mean the government is paying considerably more for the drug through Medicare, Medicaid, and other public-sector programs.)
18. IMS Institute for Healthcare Informatics (2016).
19. Collins (2016).
20. Association for Accessible Medicines (2017).
21. IMS Institute for Healthcare Informatics (2016).
22. As a check on this figure, the Bureau of Economic Analysis gives the value of the capital stock in intellectual products at $2.720 billion in 2016 (Bureau of Economic Analysis 2018, NIPA table 2.1, line 76). Given its growth rate, the capital stock is likely $2.9 trillion. If we assume a 10 percent before-tax profit rate, this implies annual profits of $290 billion. Assuming that the expenses associated with this profit are three to four times the actual profit (they are more than five times that in the case of prescription drugs), it would imply $870 billion to $1.160 billion in annual spending associated with these protections.
23. It actually includes the richest 103, due to a tie for last place.
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CHAPTER 10
The Economic Discourse on Income Inequality
Korkut A. Ertürk
The economic discourse on what has caused rising income inequality in the United States has changed markedly since the 1980s, when its rising trend was first generally recognized. At the time, attention had focused on international trade and technological change as the two main possible culprits, settling on the latter before long. The rise in income inequality was pinned on rising earnings inequality, which was in turn tied to the skill bias in technological change. Technological determinism from then on pervaded much of the conventional narrative. Rising inequality was thought a “natural” side-effect of new digital technologies, which would soon enough benefit everyone whatever the hardships it caused for some in the short run. Adapting to the changing economy was the main challenge and new skill acquisition through more education the panacea. However, in later years neither the diagnosis nor the prescription held up, and a different outlook soon emerged. Rising inequality no longer appeared to be a problem that would gradually fix itself. Many, in fact, began to think that it posed a major threat to economic prosperity and democracy.
Today, the focus of research is more on institutional and political economy variables than on technology. No doubt, agreement is yet to emerge on many questions of analysis and policy, but the economic conversation on inequality—its salient causes, implications, and dimensions—is much transformed from what it used to be. The chapter traces how this has come about, describing the different phases the conversation has gone through since the 1980s in the United States. It focuses on economists’ thematic narratives, their evolution, and eventual transformation while ignoring any discussion of the “empirics”—the empirical description of relevant trends, measurement problems, and other methodological issues involved therein—and theoretical disputes, as they are already addressed elsewhere.1
The first section discusses how rising income inequality was initially tied to the skill bias of technological change. The second section focuses on the cracks that had opened up in this narrative. Section three takes a close look at wage inequality and the outsized impact of “top earnings” on this disparity. The final section relates how the focus of inequality research had shifted to the falling labor share and wealth concentration at the top more recently, while also pointing at a few of the new research areas this reorientation has since spawned. The chapter ends with a brief conclusion.
THE EARLY DEBATE
Throughout the 1980s, the wages of nonproduction workers relative to those of production workers had increased steadily in the United States. The latter were less skilled than nonproduction workers, who had on average more education and training. The question concerned what was causing the widening wage gap between the two. Was it a problem of increased relative supply of unskilled workers in the job market, caused perhaps by public schools doing a poor job of educating their students? With little evidence of a supply-side shift, attention turned to possible increases in demand for skilled workers that expanding international trade might have caused. Trade expansion associated with globalization could plausibly have created a tendency toward factor equalization in the world economy, resulting in a surge of demand for skilled employment in advanced countries such as the United States causing a spike in their wages. Yet, trade economists could not show that international trade was a significant source of the increase in demand for skilled labor.2 Moreover, similar shifts in relative wages toward skilled labor were observed across diverse countries, resulting, it appeared, from shifts within rather than between industries that did not seem to support the factor equalization hypothesis.3
As international trade was ruled out, attention then shifted to technology. It was thought that information technologies could be making skilled workers more productive, causing an outward shift in their demand. The idea fit rather well with the long-held view that technological change increases the demand for skills just as education raises their supply.4 Throughout much of twentieth century in the United States, the return on education kept increasing while the supply of skills rose in leaps and bounds, which was taken as prima facie evidence of a rising demand for skilled workers as technological change increased their productivity.5 Technology and education were thought to be in a race: whenever technology took the lead, the skill premium rose, increasing inequality; and when education charged ahead, skill premia and inequality fell. At a time when computers were proliferating throughout the economy, this view appeared consistent with the spike in the so-called college premium, which refers to the difference in income of a family headed by someone with a bachelor’s degree over an otherwise similar family without.
By the 1990s, the increase in college premium and skilled employment had slowed. This was tied to the shedding of jobs in the middle of the skill spectrum, resulting in what came to be known as “job polarization.”6 As IT advanced, computers were increasingly substituted for labor throughout the economy, destroying jobs with repetitive, routine tasks. It was argued that this did not mean technological change ceased to be skill enhancing, only that it eliminated routine tasks and those midlevel skills that were rigidly tied to them.7 The job polarization of the 1990s, if it did anything, strengthened the narrative that tied increased inequality to technology, its changing pattern now described as “routine replacing and skill enhancing.” Acemoglu wrote, “The recent consensus is that technical change favors more skilled workers, replaces tasks previously performed by the unskilled, and exacerbates inequality” He went on to conclude, “it is perhaps natural to view the increase in inequality over the past several decades as a direct consequence of technical change.” The consensus would not last long.8
CRACKS IN THE CONVENTIONAL NARRATIVE
During this early period of inequality research, the focus was on earnings disparities, thought to be explained mainly by the skill bias in technological change. However, by the turn of the millennium, this narrative started to lose much of its persuasiveness. Employment growth and skill premium became stagnant, and neither could be well explained by the job polarization thesis.9 First, the college premium became stagnant, flattening for birth cohorts after 1970 and even declining for cohorts 1980 to 1984 in some surveys.10 This stagnation derived mainly from a softening of overall demand for skills rather than from supply-side changes.11 At the same time, the postgraduate wage premium continued to increase, suggesting that the demand for skills at the very pinnacle of the skill distribution had remained strong.12 In other words, the overall demand for skills had softened while it kept increasing for the very top skills.
For reasons that are poorly understood, technological change was enhancing top skills while downgrading the rest. Valletta showed that “skill downgrading” was not at all limited to the destruction of jobs with routine tasks but that it was taking place in a broad array of occupations, cascading down from the very top of the skill distribution in each.13 Beaudry et al. talked about a “great reversal” in demand for skills and cognitive tasks, which they argued began around 2000, way before the financial crisis.14 The notion that technological change always enhanced skills, it appeared, was overly simplistic at best.
The literature on what determines the trajectory of technological change, whether or not it is time-variant, is relatively thin.15 But a couple of approaches that address the issue can be briefly mentioned. In a well-known paper that drew from an old debate on “induced technological change,” Acemoglu argued that the skill premium could rise, despite the plethora of high-skilled workers that the rapid advances in education produced throughout much of twentieth century in the United States, because of the technological changes that the increased supply of skills induced.16 Had technology remained neutral, skilled workers’ relative wage would have fallen. Instead, new skill-biased technologies were induced by their relative abundance, which raised their productivity high enough that their demand rose even faster than their supply. One intriguing implication of Acemoglu’s argument is the question it raises about whether globalization might have also shaped the direction of technological change, since it had drastically increased the effective supply of unskilled workers in the world economy. The possibility remains little explored.17 Yet, another view, the technological maturity thesis, posited that the so-called general-purpose technologies, such as steam power, electricity, and motor vehicles, go through distinct phases until they mature and stabilize, exhibiting different patterns of technological change in each stage.18 Once the new capital infrastructure is built, capital maintenance and replacement needs circumscribe the demand for skilled workers. Arguing that IT is yet another general-purpose technology, Beaudry et al. find it unsurprising that the demand for cognitive skills and tasks stagnated as IT reached maturity around 2000, while rising during its investment phase and peaking as a ratio of GDP in the early 1990s.19
There were other doubts about the skill bias hypothesis as well. It was common wisdom that the increased “price of skills” (the rising college premium) captured much of the spike in wage inequality after the 1980s,20 but there was a twist. The standard human capital variables such as job experience and education explained only about a third of the variation in earnings. Thus, the lion’s share of the increase in wage inequality from the late 1970s through the 1990s was related to residual inequality—the dispersion among workers with the same education and experience.21 The culprit behind the increase was thought to be the unobserved skills that were enhanced by technological change, which was taken as evidence supporting the “skill-biased technological change” (SBTC) hypothesis.22 However, Lemieux showed that residual inequality explained only a small part of the growth in overall wage inequality in the 1980s and 1990s, which meant its support for SBTC was suspect, possibly much less than initially thought.23 Moreover, much of its increase took place in the 1980s, raising a timing issue. If residual inequality indeed captured much of the increase in demand for unobservable skills, such demand should have risen in the 1990s as well, when computers were proliferating rapidly.24 But it had not, raising doubts about the alleged link between wage inequality and SBTC. Depending on which segment of the earnings dispersion one looked at, it appeared that other issues that were hitherto ignored mattered as well.
EARNINGS INEQUALITY, IS IT?
The determinants of wage inequality proved much more nuanced than the picture drawn by the conventional narrative. Different variables seemed to have explained different segments of the wage dispersion. In the upper (50 to 90 percent) range, the skill differences among college graduates were still important,25 but so was deunionization.26 When one moved to the lower end of the earnings distribution, the falling real value of minimum wage performed especially well.27 Yet, as it turned out, the most dramatic cause of the overall increase in wage dispersion was the surge in top earnings. Using tax data, Piketty and Saez showed that most fluctuations of the top decile were caused by fluctuations within the income share of the top 1 percent, which increased markedly after the 1980s.28 This segment comprised the top executives of nonfinancial firms and the high-level Wall Street “employees” (managers of investment banks, hedge funds, private equity funds, etc.), with corporate lawyers and celebrities making up a smaller subsection. The question became to what extent technology could explain this surge, if at all.
Research on executive pay proliferated rapidly.29 Various arguments tried to tie the increase in pay to the improved marginal productivity of executives.30 Some suggested that the competition for talented managers might have increased because of an expanded market, caused in turn by managerial skills becoming much less firm-specific or perhaps due to scale economies.31 Yet others thought a more convincing explanation rested on institutional and political economy variables. Bebchuk, Fried, and Grinstein, in various studies, argued that rent extraction lay at the heart of the increase in executive pay.32 The corporate boards that decide executive pay, they argued, are only nominally independent, as they are subject to manipulation by the same executives over whom they have putative power. Little constrained executives in how much they could extract other than the “outrage costs,” which, in their view, firms try to mitigate by taking cover behind uniform compensation structures and stock option plans that are the norm across firms. Piketty and Saez have similarly argued that the technology-based explanations were improbable, since most European countries that experienced technological changes similar to those in the United States had little surge in executive pay.33 That fact alone, in their view—as further elaborated in Piketty’s Capital in the 21st Century—bolsters explanations based on waning institutional constraints and social factors that increased the bargaining (and political) power of top earners.34
The debate on executive pay arguably weakened the possibility of a conceptual connection between top earnings and enhanced productivity due to technological change. In the empirical literature, the contending explanations were subsequently grouped into three categories: “shareholder value maximization,” “rent extraction,” and “institutional factors.”35 Of the three, only shareholder maximization offered a “market-based” explanation, whose link to productivity improvements was, however, tenuous at best. Even if higher pay could be linked to stock value, the latter could rise independently of executive actions. It was argued that an “optimal contract” ruled out this possibility, making executive compensation reflect effort, as it aligned executives’ incentives with that of the shareholders.36 This meant the connection with productivity and executive pay could fail in two ways. One, the optimal contract is not; the stock value is then more a function of luck, politics (who is in government, policy, etc.), and the overall level of equity prices rather than executive effort and productivity. Two, the supposedly optimal contract rewards executives who exploit market failures, which means that the executive practices that maximize stock valuation might be those that contribute to inefficient outcomes.37
Short-termism, which shareholder value orientation incentivizes, is a well-known example. Productive long-term investments, though profitable, get overlooked in favor of short-term opportunities despite their possible long-term risks and losses.38 Moreover, profits that could have been reinvested are extensively used in stock buybacks to raise their price.39 Another important example is speculative financial markets. Financial-sector jobs have become more skill-intensive since the early 1980s, and yet most of these skills are arguably used to capture rents.40 Unlike the nonfinancial executives, who might be inclined to ignore stockholder interests, financial fund managers are, if anything, overly responsive to investors who are generally more footloose than stockholders. But that often makes fund managers shun long-term investments for fear of being forced to liquidate their positions prematurely lest their investors walk away. The resulting financial short-termism41 causes inefficient asset prices,42 with potentially dire consequences.43 Overall, equity prices explain a good part of the increase in top incomes44—that of both financial managers and nonfinancial executives—but this says very little about improved efficiency or productivity.
Exercised stock options, which have increased in importance in executive pay, are considered as part of wage and salary compensation in inequality research, similar to how they are treated on income tax returns. That, however, has created the misperception that these stock options, and top earnings more generally, are labor income just as any, biasing what researchers looked for where. Yet, it became evident that the top incomes were one of the main drivers of wage inequality and that they were in large part profits and rents camouflaged as wages. Interestingly enough, just as the debate on top earnings surged, wage inequality stopped tracking changes in income inequality, especially when adjusted for top earnings.45
FACTOR SHARE CHANGES AND THE PRODUCTIVITY SLOWDOWN
Earnings and income inequality decoupled in the early 2000s, and factor share changes have emerged as the new driver of income inequality.46 This was unexpected, because, except for short-run business cycle fluctuations, factor shares were generally thought to remain stable, their constancy being one of Kaldor’s “stylized facts” of economic growth.47 Inequality research had hitherto drawn no connection between wage inequality and the aggregate labor share, since neither empirical evidence nor theory suggested any. There was no clear reason that increasing equality had to be at capital’s expense; nor would labor share need decrease when technological change increased wage dispersion, as the conventional narrative held it did. When productivity improved, it was assumed that aggregate labor income would also increase in tandem, considering that the capitalist competition for labor would bid up real wages. Yet, labor income had not kept pace with the overall productivity growth, neither in the United States nor in a large host of other countries.48 From the 1980s, average real wages had remained stagnant while productivity and profits steadily increased, reducing the wage share and skewing personal income distribution as well.49 Yet another important development during this period, also unexpected, was the slowdown in productivity growth. After rising a little over 2 percent annually in the 1990s, average productivity growth halved after around 2000, which posed a puzzle given the salience of many new technological innovations in this period.
Noteworthy is the confluence in recent work on falling labor share and productivity slowdown that implicates a related set of factors, suggesting common drivers for the two phenomena.50 Three broad themes and mechanisms can be mentioned.51 In one, the central issue is faltering competitiveness in the economy. Capitalist competition for labor has failed to bring real wages into alignment with productivity growth, causing the labor share to fall. This failure can be attributed either to (or some combination of) increased market concentration or the diminished bargaining power of workers. The latter has been variably tied to (i) a global oversupply of labor, which raised competition for advanced country low-skill workers through trade, offshoring, or capital mobility; (ii) deunionization and an antilabor government policies; (iii) a noncompetitive labor market caused by the rise of monopsony or the fissured workplace, and (iv) the rise of “superstar” firms.52
Faltering competitiveness and market concentration is also tied to the productivity slowdown. The large divergence of productivity growth across firms—the leading firms’ productivity grew faster than the rest by a factor of five to six in 2001 through 2013—is taken as a telltale sign that market concentration is behind the low corporate investment by preventing the dispersion of innovations across firms and reducing entry, in turn blunting productivity growth.53 The intrafirm inequalities are thought to be accentuated by winner-take-all technologies that appear to be induced by a “race to monopoly,” especially among IT firms. “Digital technologies offer first-mover advantages, scale economies, network effects, and leverage of ‘big data,’ all of which encourage the rise of dominant firms.”54
A second mechanism to affect both labor share and labor productivity is the snowballing of wealth concentration through not just high rates of savings from surging top incomes but also the overvaluation of the stock exchange. Piketty and Saez had initially argued that top income shares drove the majority of income from labor, not capital—at least, in the United States, unlike in Europe.55 But more recently, they were finding that top incomes became capital-driven in the United States as well. “[I]n contrast to earlier decades, the increase in income concentration over the past 15 years derives from a boom in the income from equity and bonds at the top.”56 Rising capital income began to have a snowballing effect on wealth concentration, the importance of which only increased over time. “Our core finding is that this snowballing effect has been sufficiently powerful to dramatically affect the shape of the US wealth distribution over the last 30 years.”57 Though Piketty and his collaborators have emphasized mainly the high savings from top earnings, the role of financialization in leveraging rents is also important in this snowballing effect. Especially important in this connection is the long-term overvaluation of stocks beyond temporary bubbles, as reflected in the secular rise in Tobin’s Q.58 Again, both productivity slowdown and falling labor share are part of the same nexus in the literature on financialization and rising rents.
If market capitalization of corporations today comprises more rents than profits,59 it is not surprising that real investment has been decoupling from equity wealth since the 1990s. Thus, the rise of finance, with its adverse effect on corporate investment, is thus also implicated in the productivity slowdown. For growing financial incomes of nonfinancial corporations (and the financial payments they make) and, more broadly, the shareholder value orientation have blunted long-term investments in innovation and new capacity.60 Yet another adverse effect of the rise of finance is caused by debt buildup and the resulting financial fragility that it creates. The substantial dissaving and large accumulation of debt by the nonrich is the flipside of wealth and income concentration at the top.61
Finally, a third mechanism that could explain the comovements in labor share and labor productivity, famously proposed by Piketty, emphasizes stagnant or falling (natural) growth rates. The argument is based on a model that does not distinguish capital from wealth and rents from profits, resting on two main propositions. (i) The ratio of total value of wealth (capital) to current income, which is equal to the net savings rate divided by the growth rate, tends to rise over time because a falling natural growth rate (the product of growth rates of labor productivity and labor force) eventually lowers actual growth while leaving the savings rate mainly unaffected. (ii) The capital’s income share, which is equal to the rate of profit times the ratio of wealth (capital) to income, rises with the latter because the rate of profit is stable. Piketty offers two very different explanations for why the profit rate remains stable. One, assuming an aggregate production function,62 holds that the elasticity of capital to labor substitution is greater than one—since in Cobb-Douglas a rise in the capital’s ratio to output would not increase labor’s share if it is not. The other makes a political economy argument that holds that the wealthy rig the economy using their political clout, which prevents the rate of profit from falling. If that occurs, aggregate production function or not, wealth concentration (i.e., a higher wealth-to-income ratio) keeps rising as the growth rate remains below a stable profit rate, raising the share of “unearned” capital income as well. But the fall in natural growth is simply assumed, tied presumably to an aging labor force and falling labor productivity.
Given that the very challenge is to understand why productivity has been falling, one can question why the growth rates of output and productivity are unresponsive to higher capital accumulation, since if capital supply (unlike wealth) is not inelastic, the former ought to be functionally tied to the latter.63 In a framework that distinguishes capital and wealth, but otherwise similar, Piketty’s results need not hold. Stiglitz, for instance, argues that rents have been rising at the expense of not only the labor share but capital as well.64 Thus, in Piketty’s argument, the productivity slowdown is assumed but not explained—nor is it explained why real wages fall behind productivity growth, as they must when capital (profit plus rents) share is rising.
On the other hand, Piketty’s arguments concerning the political and social threats that arise from rising wealth inequality point at a very different direction, one that richly complements discussions on monopolization and financial leveraging of rents: the common drivers of rising inequality and productivity slowdown in the first two linkages discussed earlier. In these, the rising wealth concentration is blamed for producing a lopsided politics that has fueled excessive, runaway deregulation and lax antitrust enforcement, which has contributed to monopolization and pervasive rent-seeking. Stiglitz might be expressing a groundswell of opinion when he writes, “We not only face the problems of understanding and vision, but also a problem of politics. Today, the powerful are more concentrated and have far greater influence over the rules. Organizing the many in a countervailing political force is necessary, but the dynamics are difficult, especially since our political system is now exceedingly weak.”65

The chapter traces how institutional and political economy causes of declining labor share and wealth concentration came to be the focus of economic discourse on inequality. This current focus contrasts sharply with the early conventional narrative that emerged in the 1980s, which tied rising inequality to the skill bias in technological change. Few doubted at the time that the new digital technologies promised increasing prosperity to us all. While they imposed significant adjustment costs on society, the belief was that these costs would gradually dissipate as investments in skill acquisition and education began to pay off. But by around the turn of the millennium, the demand for skills and return on higher education stagnated. It turned out that a significant portion of the widening earnings dispersion had to do with the rapid increase in top earnings, which had little, if any, connection to technology. With or without technology, it was becoming clear that there was more to the rising income inequality than widening earnings dispersion. The factor share changes and wealth concentration on top began moving to the center of the economic conversation. Few still saw inequality as a problem that would gradually fix itself. On the contrary, as this volume elaborates, many today think that inequality poses a threat to economic prosperity and, more ominously, to our democracy.
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CHAPTER 11
Redistribution and Social Exclusion in the United States and Germany
Marcel Paret and Michael Levien
There is nothing “natural” about economic inequality. As illustrated throughout this book, institutional arrangements shaped primarily by the state have a profound impact on the operation of markets and the distribution of resources. Policy matters. So, too, does public opinion and its expression in political parties and social movements. They help to determine—in varied and often indirect ways—who ends up in political office and the kinds of policies those politicians enact. Not only is public opinion potentially consequential for the economy, shaping it most crucially via state policy, but the converse is also true: the economy may influence public opinion. In particular, conditions of economic inequality and economic insecurity may encourage popular support for policies that ensure redistribution or basic livelihood—or, as the current era makes all too clear, they may be channeled into forms of exclusion and xenophobia that leave underlying inequalities intact. Thus it is also crucial to consider how views about the economy interact with views about other aspects of society.
Taking these propositions as our point of departure, in this chapter, we contribute in three ways to an understanding of global politics and public opinion during the Great Polarization. First, we use survey data to examine public opinion about redistribution and how it shifts over time. We pay particular attention to how attitudes changed following the economic shocks of the 2008 global financial crisis. Second, we consider how attitudes toward redistribution articulate with attitudes toward the social inclusion or exclusion of ethnic others, migrant workers, and sexual minorities. Third, we develop a comparative perspective by contrasting how such views vary between the United States and Germany, two places where economic inequality was prominent and right-leaning populism gained ground following the 2008 crisis. A comparative perspective helps to remind us not only that public policy affects inequality but also that inequality can produce different political outcomes across time and place.
Our research is motivated by the political turmoil that spread across the globe following the 2008 global financial crisis and that continues to this day. Initial responses to the crisis leaned toward the left. From the Arab Spring, to the indignados in southern Europe, to the American Occupy movement, to uprisings in Brazil, Turkey, and Ukraine, popular movements challenged deepening inequality, austerity policies, and corrupt political elites. These movements began to find expression in mainstream politics through parties and leaders such as Bernie Sanders (United States), Jeremy Corbyn (United Kingdom), Syriza (Greece), and Podemos (Spain). Ultimately, however, the political turmoil of the 2010s took a rightward turn. Though emblematic of widespread nationalist and anti-immigrant sentiments, the landmark Trump and Brexit victories of 2016 were just the most visible tips of the iceberg. The decade also saw the ascendance of far-right nationalist parties in Europe—the Alternative for Germany (AfD), National Front/National Rally in France, and Golden Dawn in Greece, just to name a few—and victories for right-leaning leaders in places such as Hungary (Viktor Orbán), the Philippines (Rodrigo Duterte), India (Narendra Modi), and Brazil (Jair Bolsonaro).
Many commentators understand these political fluctuations a reflecting a “populist moment,” defined by a politics that positions “the people” against some corrupt or narrowly interested elite.1 Most scholars of populism see the people-elite distinction as fundamentally political. Whether in terms of values, imaginaries, repertoires, or leadership styles, they argue that populism emphasizes opposition to government, political elites, and democratic institutions.2 Although this approach underemphasizes the importance of economic concerns, the rise of populism and the far right took place against the backdrop of skyrocketing inequality,3 widespread deindustrialization in the Global North, and jobless growth in the Global South.4 The 2008 crisis only exacerbated these trends. To address adequately the consequences of these economic shifts, it is necessary to consider more than just opposition to elite politics. In this chapter, we emphasize the importance of views regarding income inequality and redistribution.
Recent literature on the ascendance of right-leaning populism does not ignore the economy. Much scholarship and popular writing, for example, has connected the rise of Trump in the United States to the anxieties and resentments of an economically insecure “white working class.”5 Others link the success of European populist parties to the fallout of globalization and austerity policies.6 The thrust of these arguments is that cultural backlash and nationalist concerns about immigration displace concerns about redistribution.7 Indeed, the populism literature frequently distinguishes between a left populism, defined by support for socialist or redistributive policies, and a right populism, defined by authoritarian and anti-immigrant views.8 These approaches overlook a crucial possibility: supporters of redistribution might also support the exclusion of immigrants or other outsider groups.
Here we address this weakness by building on the Gramscian theory of Stuart Hall. We examine what we call “value articulations,” which refer to specific combinations of attitudes along various dimensions. Rather than assuming that supporters of redistribution necessarily adopt inclusionary cultural views, or that those with exclusionary views forsake economic redistribution—an assumption embedded in commonsense distinctions between “progressives” and “conservatives” and reproduced in much of the populism literature—we examine how the articulation or combination of views about redistribution and social exclusion vary across space and time. With respect to social exclusion, we consider three different attitudes: opposition to ethnic and racial others; exclusion of immigrants from employment; and opposition to homosexuality. At an ideological level, these three forms of exclusion have been central to the rhetoric of right populist parties and leaders over the past decade.
To illustrate the importance of value articulations, we focus on two case studies, one of the United States and one of Germany. Recently, both countries experienced the rapid rise of far-right forces. This culminated in Donald Trump’s 2016 presidential victory in the United States and the rise of the nationalist AfD to become the third largest party in Germany. In both places, immigration has been central. Trump’s successful campaign rested heavily on an anti-immigrant position, exemplified by his notorious promise to build a wall along the entire United States–Mexico border. In Germany, the AfD became highly critical of Chancellor Angela Merkel’s handling of the European refugee crisis, including what it perceived as the negative economic and cultural impacts of her decision to welcome refugees into the country. Further, both Trump and the AfD have invigorated nationalist and/or white supremacist forces and in general have taken antifeminist and socially conservative positions.
Drawing on nationally representative data from the World Values Survey, we examine how the prominence of certain value articulations shifted in the United States and Germany following the 2008 global financial crisis. The findings show that the rise of the right in the two countries did not reflect a growing social conservatism among their publics. Overall, ethnic intolerance, economic nativism, and homophobia declined during the periods in which Trump and the AfD gained prominence, though preference for these forms of social exclusion did not disappear. What did change, crucially, was the way in which attitudes toward social exclusion articulated with support for redistribution. Whereas in the United States support for redistribution grew steadily in the postcrisis period, in Germany it climbed initially but then fell dramatically. While the overall trend was toward social inclusion, 40 to 60 percent of those who supported redistribution in the two places held exclusionary views on at least one of the three measures.
Support for redistribution, therefore, did not align neatly with inclusionary views. For some, such patterns shatter the idea of a unitary “progressive” or “left” position that aligns on both economic and social matters. Others may have already accepted that views about fiscal and social matters do not necessarily correlate. In the United States, for example, some identify as “socially liberal but fiscally conservative,” a group or position that we characterize in this paper as liberal. More important, though, we demonstrate the prominence of the opposite value articulation, which combines social exclusion with support for redistribution. The findings thus underscore the complexity of responses to rising inequality, which run in varied directions and combine views in ways that we might not expect. The results also point to the contemporary weakness of the left, which has been unable to effectively promote a politics that speaks to widespread support for redistribution. We suggest that the theoretical insights of Antonio Gramsci and Stuart Hall—and especially the concept of articulation—provide a useful point of departure for making sense of these patterns.
THEORIZING ARTICULATION: GRAMSCI AND HALL
Writing from a fascist prison in the 1930s, Gramsci fully appreciated that economic crises could cut different ways. While many Marxists before him assumed that capitalist crises inevitably lead to proletarian revolution, Gramsci observed that crises may last for decades and give as much ammunition to the right as to the left.9 Which way things go depends on the balance of forces in civil society, or the state of what he calls the “war of position.” Political parties may exploit crises if they are well organized and successful in grounding their ideas in popular “common sense.” Doing so enables them to win over civil society institutions and galvanize a national-popular will. Gramsci recognized, albeit incipiently, that nonclass prejudice might divide potential allies—in the case of Italy, the northern proletariat from a quasi-racialized southern peasantry.10
In our view, Stuart Hall’s reconstruction of Gramsci provides a valuable framework for making sense of popular attitudes in the contemporary populist moment.11 Insisting on the relative autonomy of ideas and social positions, Hall argues that humans “remain open to be positioned and situated in different ways, at different moments throughout our existence.”12 Class position or economic situation, in other words, does not determine one’s political attitudes, even if it may help to shape them. Further, political projects can combine—in Hall’s phrase, “articulate”—different ideas to each other to create distinct political subjects.13 This means that movements and leaders may combine critiques of inequality with various other ideas about race, gender, and nationality, among others, to produce very different political projects.14 Critiques of inequality can articulate with xenophobic intolerance or nativism as much as with antiracist, feminist, and proimmigration views. Politics is the work of such articulations.
Hall fruitfully applied this framework to Thatcher’s “authoritarian populism,” insisting that it was not merely a reaction but a new and creative conservative hegemony.15 Amid a prolonged economic crisis, and over and against a bureaucratized labor party, Thatcher successfully constituted a new populist commonsense that articulated economic austerity, anticollectivism, nativism, and racially coded appeals to “law and order.”16 Subsequently, political theorists Ernesto Laclau and Chantal Mouffe furthered Hall’s neo-Gramscian insights.17 Their work has focused on the ways in which movements can articulate heterogeneous demands in hegemonic blocs through “chains of equivalence,”18 including under the name of “the people.”19
While Laclau and Mouffe view articulation as primarily linguistic or discursive, important recent work by political sociologists examines the organizational role of parties in constructing such articulations.20 These scholars argue that parties, rather than reflecting social cleavages, represent “usually the most important agencies that structure social cleavages.” Crises thus do not “have an elective affinity for certain parties,” and social divisions—whether ethnoreligious, economic, or gender-based—“have no natural political valence.” How political parties use crises to construct political coalitions—or what, following Gramsci, they call “blocs”—is thus the work of political articulation: “the process by which parties ‘suture’ together different blocs and cleavages from a disparate set of constituencies and individuals, who, even by virtue of sharing circumstances, may not necessarily share the same political identity.”21
This emphasis on articulation is useful because it highlights that popular attitudes are not reducible to class or economic situation. This is crucial for the post-2008 period, when, amid staggering increases in wealth and income inequality, political movements emerged to challenge the economic status quo from very different political directions and with diverse and overlapping constituencies. In the United States, for example, between 6 and 12 percent of those who supported Bernie Sanders in the 2016 Democratic primary subsequently went on to vote for Donald Trump in the general election.22 This is not to suggest that all social actors are up for grabs, or that support for specific parties depends entirely on the characteristics of populist leaders. Although Laclau,23 Mouffe,24 and Cedric de Leon et al.25 underemphasize this point, we insist with Hall that social structures—class26 or otherwise—place constraints on such articulations. As Hall puts it, “if you are going to try to break, contest or interrupt some of these tendential historical connections, you have to know when you are moving against the grain of historical formations.”27 While we are inclined to believe that political parties play a crucial role in formulating novel articulations, nonparty formations such as social movements, community groups, unions, nonprofit organizations, and loose networks also shape popular attitudes, as do economic conditions and more amorphous cultural shifts. Political parties, therefore, must respond to social and cultural contexts of which they are not the sole author.
Building on Hall, we thus advance the term “value articulations” to capture combinations of values that, at any given moment, form the subjective terrain on which political actors must work. This approach moves beyond debates about the relative significance of class and identity, or what Nancy Fraser calls “redistribution and recognition,”28 as well as either/or distinctions between “right” and “left” forms of populism, which presume that individuals support either redistribution or social exclusion. Instead, Gramsci and Hall direct our attention to how subjective views toward redistribution and recognition combine, often in apparently contradictory or unexpected ways, in different people at different times. To what extent do individuals favor redistribution, and to what extent does support for or opposition to redistribution align or combine with exclusionary attitudes? This approach allows for a much richer view of the complexity that underpins contemporary populisms.
Our approach also addresses an important limitation of the contemporary populism literature: an overwhelming focus on the messaging of populist leaders and parties. This focus can obscure trends in public opinion that may have been far more ambiguous, malleable, and up for grabs. While we view value articulations (public opinion) and political articulations (party messaging) as constantly interacting—present value articulations stem partly from past political articulations—examining the value articulations leading up to a decisive political moment can help us to understand not only what victorious political programs successfully articulated but also the possible combinations of appeals that political actors failed to articulate. The study of value articulations may thus provide lessons for political actors seeking, for example, to rearticulate economic anger from anti-immigrant xenophobia to more progressive solutions.
MEASURING VALUE ARTICULATIONS: THE WORLD VALUES SURVEY
To put this approach into motion, we use data from the World Value Survey (WVS), which compiles data from nationally representative surveys across the globe.29 We focus on three rounds of data collection for both the United States and Germany, including one round before the 2008 global financial crisis and two rounds in the postcrisis period: 2006, 2011, and 2017 in the United States, and 2006, 2013, and 2018 in Germany. In the United States, the 2011 survey took place in June–July, shortly before the nationwide explosion of the Occupy movement.
Survey data, like all sources of data, are imperfect. Respondents may interpret questions in varied ways, or they may lie and tell the interviewer what they believe she wants to hear. Despite these limitations, however, we believe the results provide a rough introduction to broad trends that demand further research to both verify the patterns and uncover their deeper meanings. Further, we account partly for social desirability bias by examining changes within each country over time, rather than simply drawing conclusions based on a single moment in time.
Our analysis focuses on two key sets of variables: support for economic redistribution and attitudes regarding social exclusion. Our measure of support for economic redistribution derives from a question in which respondents ranked their opinion on a 10-point scale, with 1 being “We need larger income differences as incentives for individual effort” and 10 being “Incomes should be made more equal.” We consider respondents who provided answers in the top half of the scale (6–10) to be supportive of redistribution and those who provided answers in the bottom half of the scale (1–5) to be opposed to redistribution.
We examine three measures of exclusionary attitudes, which we refer to as “ethnic intolerance,” “economic nativism,” and “homophobia.” The ethnic intolerance measure derives from a series of questions in which respondents indicated which groups, from a list of nine, they would not like to have as neighbors. We consider respondents exclusionary if they mention any of the following four groups: people of a different race, people of a different religion, immigrants/foreign workers, and people who speak a different language. The measure of economic nativism derives from a question about whether respondents agree with the following statement: “When jobs are scarce, employers should give priority to people of this country over immigrants.” We consider respondents socially exclusive if they agree with this statement, contrasting with those who either disagree or are neutral. Finally, we base the homophobia measure on a question asking respondents to rank the justifiability of homosexuality on a scale from 1 (never justifiable) to 10 (always justifiable). We consider those who answer in the bottom half (1–5) of this scale to be socially exclusive.
We are especially concerned with the articulation, or combination, of support for redistribution and either inclusionary or exclusionary attitudes. We therefore construct three hybrid variables based on the interaction of support for redistribution with support for each of the measures of social exclusion. Each interaction produces the same four value articulations, as illustrated in table 11.1: liberal (anti-redistribution and socially inclusive); conservative (anti-redistribution and socially exclusive); inclusionary redistributor, or IR (pro-redistribution and socially inclusive); and exclusionary redistributor, or ER (pro-redistribution and socially exclusive). In the following analysis, we examine the overall trends for each of the key variables, as well as the distribution of respondents among these value articulations.
Table 11.1 Value articulations
	  	Socially inclusive 
	Socially exclusive 

	Anti-redistribution 
	Liberal  	Conservative  
	Pro-redistribution 
	Inclusionary redistributor (IR)  	Exclusionary redistributor (ER)  

TRENDS IN ATTITUDES TOWARD REDISTRIBUTION AND SOCIAL EXCLUSION
Table 11.2 shows the trends in support for redistribution and social exclusion across the three time points in the United States and Germany. The two countries demonstrate important differences with respect to support for redistribution. Prior to the global financial crisis, support for redistribution was significantly higher in Germany than in the United States, by a whopping 30 percentage points. This fits with the postwar historical trajectory of capitalism in the two places. In contrast to the United States, a bastion of individualism and “free-market” ideology, the German economy features greater regulation and collective bargaining, even if it offers fewer social protections than Scandinavian countries.30 It thus makes sense that the German public might express greater opposition to income inequality than their American counterparts. Immediately following the crisis, support for redistribution increased by 10–11 points in both places, and the gap between them remained substantial.
Table 11.2 Support for redistribution and social exclusion, United States and Germany, 2006–2018
	  	t1 (2006)  	t2 (2011/2013)  	t3 (2017/2018)  	t2–t1  	t3–t2  
	Support redistribution 

	United States 
	37.5 
	48.8 
	59.1 
	11.3 
	10.3 

	Germany 
	67.0 
	77.0 
	45.8 
	10.0 
	−31.3 

	Difference 
	29.5 
	28.2 
	−13.3 
	— 
	— 

	Ethnic intolerance 

	United States 
	19.0 
	22.0 
	14.7 
	ns 
	−7.3 

	Germany 
	19.8 
	30.4 
	11.0 
	10.6 
	−19.3 

	Difference 
	ns 
	8.4 
	−3.6 
	— 
	— 

	Economic nativism 

	United States 
	55.4 
	50.5 
	45.4 
	−4.9 
	−5.1 

	Germany 
	55.7 
	41.5 
	27.5 
	−14.3 
	−14.0 

	Difference 
	ns 
	−9.0 
	−17.9 
	— 
	— 

	Homophobia 

	United States 
	68.8 
	58.4 
	46.4 
	−10.4 
	−12.0 

	Germany 
	39.6 
	47.9 
	24.6 
	8.3 
	−23.3 

	Difference 
	−29.1 
	−10.5 
	−21.8 
	— 
	— 


Source: R. Inglehart, C. Haerpfer, A. Moreno, C. Welzel, K. Kizilova, J. Diez-Medrano, M. Lagos, P. Norris, E. Ponarin, and B. Puranen, World Values Survey: All Rounds—Country-Pooled Datafile Version (Madrid: JD Systems Institute, 2014).
Note: “ns” means the difference or change is not statistically significant; all other differences are statistically significant at p < .05.
Eventually, however, the postcrisis period ushered in a role reversal, as support for redistribution took different trajectories in the two countries. While the financial crisis did seem to precipitate growing opposition to income inequality in both countries, this trend did not persist in Germany as it did in the United States. Instead, support for redistribution in Germany declined dramatically. This decline may at least partly reflect the broader context of the European debt crisis, which, from 2009, helped to make redistribution not just a national issue but also a regional one. Opposition to redistribution, in other words, may have been as much about attitudes toward Spain and Greece as it was about the poor and working class in Germany. Comparing 2017/2018 levels with those before the crisis shows that support for redistribution increased by 21 percentage points in the United States and decreased by 21 points in Germany. Stemming from this divergence, the two countries switched places; there is now greater support for redistribution in the United States than in Germany.
The trends for social exclusion demonstrate further divergence. In the United States, there is no evidence of growing ethnic intolerance, economic nativism, or homophobia. Ethnic intolerance held steady before declining after 2011, whereas economic nativism and homophobia declined steadily after 2006. These results are surprising, given the success of conservative forces following the financial crisis. They add important perspective to events such as the rise of the Tea Party Movement, founded in 2009, and the successful Trump campaign in 2015–16. Most crucially, the results suggest that these forces were not riding an expanding wave of social conservativism, just as the previous results regarding redistribution suggest that they were not riding a wave of economic conservativism. To the extent that the Trump campaign highlighted socially conservative values, it therefore addressed the values of a shrinking portion of the American public. Because the survey collected the last wave of data in 2017, at the very beginning of the Trump presidency, it does not offer insight into the consequences of his administration for views about social exclusion.
Mirroring the trends regarding redistribution, attitudes about social exclusion were less consistent in Germany. One of the most remarkable trends is the steady decline in economic nativism, which was evident prior to the onset of the refugee crisis in 2015–16 and persisted into 2018. It is remarkable because we might have expected the refugee crisis to spark growing concern about migrants seizing jobs and other resources. The other two measures of social exclusion, however, show different trends. Both ethnic intolerance and homophobia increased following the financial crisis. These trends may have contributed to—or possibly even reflected—the rise of the AfD, founded in February 2013. (The survey took place between July and November 2013.) Despite the growing success of the AfD, however, the party did not lead to further increases in social conservativism. Indeed, between 2013 and 2018, ethnic intolerance and homophobia declined by 19 and 23 percentage points, respectively.
As of 2017/2018, levels of ethnic intolerance were relatively similar and low in the two countries, accounting for less than 15 percent of the population. Economic nativism and homophobia were more prevalent, accounting for approximately one-quarter of respondents in Germany and more than 45 percent of respondents in the United States. This suggests that despite recent declines, exclusionary attitudes still characterized substantial segments of the population in both places, and especially in the United States. How did these patterns of social exclusion articulate with support for redistribution, whether growing as in the United States or declining as in Germany?
THE ARTICULATION OF REDISTRIBUTION AND SOCIAL EXCLUSION
Analysts of populism often assume a correlation between support for redistribution and support for the inclusion of ethnic others, immigrants, and sexual minorities. This suggests an opposition between two different policy priorities in an era defined by rising inequality: income redistribution versus cultural exclusion. These policies, however, are not necessarily mutually exclusive. Indeed, some individuals may view cultural exclusion as a prerequisite of, or a necessary corollary to, redistribution. Previous research on immigration and the welfare state reinforces this view, as it shows that many view redistribution (welfare state) and social inclusion (immigration) as incompatible.31 The implication of such views is that a robust welfare state requires the exclusion of immigrants. In other instances, people may view redistribution and social exclusion as largely unrelated. In the United States, for example, some residents identify as socially liberal but fiscally conservative, signaling the inclusion of cultural outsiders alongside the rejection of redistribution.
These somewhat unexpected combinations or articulations were prominent in both countries. On the one side, many residents who supported redistribution held exclusionary views. As of 2017/2018, 61 percent of pro-redistributors in the United States and 45 percent in Germany expressed either ethnic intolerance, economic nativism, or homophobia. The assumption that supporters of redistribution also hold inclusionary views, therefore, is clearly false. On the opposite side, many residents rejected both redistribution and social exclusion. In the United States, 23 percent of respondents who did not support redistribution also opposed ethnic intolerance, economic nativism, and homophobia. In Germany, the proportion was much higher, with a striking 55 percent of anti-redistributors expressing inclusionary views on all three measures.
The articulation of support for redistribution and social exclusion shifted differently over time in the two countries. Table 11.3 shows the distribution of respondents into the four value articulation categories, as described earlier (see table 11.1). For each country and point in time, we present the distributions for three typologies, one for the interaction between support for redistribution and each of the three measures of social exclusion: ethnic intolerance, economic nativism, and homophobia. The conservative group, who combined opposition to redistribution with socially exclusionary attitudes, was the only one of the four that did not show any evidence of growth following the global financial crisis. Each of the other three groups or value articulations became more prominent after the crisis, even if only temporarily.
Table 11.3 Value articulations in the United States and Germany, 2006–18
	  	United States  	  	Germany  
	  	2006  	2011  	2017  	Change  	  	2006  	2013  	2018  	Change  
	Redistribution × ethnic intolerance 

	Liberal 
	50.7 
	38.7 
	33.7 
	−17.0 
	  	27.2 
	16.4 
	48.4 
	21.2 

	Conservative 
	11.8 
	12.5 
	7.2 
	−4.6 
	  	5.9 
	6.7 
	5.9 
	ns 

	IR 
	30.4 
	39.1 
	51.6 
	21.3 
	  	53.1 
	53.1 
	40.5 
	−12.6 

	ER 
	7.2 
	9.7 
	7.5 
	ns 
	  	13.8 
	23.8 
	5.3 
	−8.5 

	Redistribution × economic nativism 

	Liberal 
	26.2 
	24.0 
	19.0 
	−7.2 
	  	15.3 
	11.8 
	39.6 
	24.3 

	Conservative 
	36.3 
	27.3 
	22.1 
	−14.2 
	  	17.8 
	11.2 
	14.9 
	−2.9 

	IR 
	18.1 
	25.2 
	35.7 
	17.6 
	  	29.1 
	46.7 
	33.0 
	3.9 

	ER 
	19.3 
	23.5 
	23.2 
	3.8 
	  	37.8 
	30.2 
	12.5 
	−25.3 

	Redistribution × homophobia 

	Liberal 
	17.6 
	19.4 
	18.5 
	ns 
	  	21.1 
	12.1 
	41.2 
	20.2 

	Conservative 
	45.1 
	31.7 
	22.3 
	−22.8 
	  	12.1 
	10.8 
	12.8 
	ns 

	IR 
	13.3 
	22.2 
	35.0 
	21.7 
	  	39.7 
	40.2 
	34.4 
	−5.3 

	ER 
	24.1 
	26.7 
	24.2 
	ns 
	  	27.1 
	36.9 
	11.5 
	−15.6 


Source: R. Inglehart, C. Haerpfer, A. Moreno, C. Welzel, K. Kizilova, J. Diez-Medrano, M. Lagos, P. Norris, E. Ponarin, and B. Puranen, World Values Survey: All Rounds—Country-Pooled Datafile Version (Madrid: JD Systems Institute, 2014).
Note: “ns” means the difference or change is not statistically significant; all other changes are statistically significant at p < .05.
In the United States, the steady rise of inclusionary redistributors (IRs), who supported redistribution and rejected social exclusion, represented the key shift. On each of the three typologies, the prominence of this group increased between 2006 and 2011 and again between 2011 and 2017. Over the entire eleven-year period, the percentage of IRs increased by 18–22 points, depending on the typology. This growth did not mean that IRs were dominant or an overwhelming majority. With respect to the first typology, based on the interaction between redistribution and ethnic intolerance, whereas more than half of respondents in 2017 were in the IR group, one-third were liberals. On the other two typologies, as of 2017, liberals, conservatives, and exclusionary redistributors (ERs) all accounted for 19–24 percent of the sample. Especially notable is that on the two typologies interacting redistribution with economic nativism and homophobia, nearly one-quarter of respondents fell into the ER group. Redistribution, therefore, did not align neatly with inclusionary attitudes. While the postcrisis political climate amplified the combination of support for redistribution and social inclusion (IR), this value articulation still competed with those that either rejected redistribution (liberals), preferred social exclusion (ER), or both (conservative).
In Germany, the pattern was more sporadic due to the rise and subsequent fall of support for redistribution. IRs and ERs did make gains, but only temporarily. The combination of support for redistribution and opposition to economic nativism (IRs) increased by 18 percentage points during the first period, between 2006 and 2013, but then declined by 14 percentage points between 2013 and 2018. On the other two typologies, the combinations of support for redistribution with either ethnic intolerance or homophobia (ERs) increased by 10 percentage points during the 2006–13 period but then sharply declined. The most significant trend in Germany, then, was the growing significance of liberals, who experienced mild decline during the first period but huge gains during the second. Between 2006 and 2018, the percentage of liberals increased by 20–24 points, depending on the typology. Social inclusion, therefore, did not line up nicely with redistribution, which liberals rejected. Nonetheless, IRs, who supported both redistribution and inclusionary views, did remain prevalent as a close second to liberals. By 2018, liberals and IRs were overwhelmingly the most prominent groups, together accounting for 73–89 percent of the sample, depending on the typology.
This foray into value articulations of redistribution and exclusion reveals a complex picture. In terms of change over time, the postcrisis period saw substantial increases for IRs in the United States and liberals in Germany. These were not, however, the only groups occupying popular worldviews. Whereas in the United States, all four groups maintained a significant presence, in Germany, liberals and IRs dominated. More simply, the take-home point is that views about redistribution and social inclusion do not align as neatly as we might expect: many who support redistribution hold exclusionary views toward cultural outsiders, whereas many who hold inclusionary views toward cultural outsiders do not support redistribution.
POLITICS OF REDISTRIBUTION AND EXCLUSION
What does the study of value articulations reveal about the politics of inequality, redistribution, and social exclusion? At one level, it helps us to make sense of political events that unfolded in the decade or so following the 2008 financial crisis. In the United States, for example, the rise of the Occupy movement in 2011, and the Bernie Sanders presidential campaigns in 2015–16 and 2019–20, likely reflected and reinforced growing support for redistribution. At the same time, however, for some respondents, support for redistribution articulated with exclusionary views toward ethnic others, migrant workers, and sexual minorities. This particular combination may have contributed to the success of Donald Trump, who promoted socially conservative policies, including strong anti-immigrant sentiment, but also addressed the concerns of the white working class. In Germany immediately following the 2008 crisis, the strength of this same combination of support for redistribution and social exclusion may have laid a foundation for the emergence of AfD. Over time, though, more significant was the subsequent increase of liberals, who are socially inclusive but reject redistribution. This suggests that the AfD project is likely to find limited outlets nationally, even if it remains prominent in the eastern parts of the country.
The analysis presented here demonstrates that there is no necessary connection between redistribution and inclusion. The two axes may run in different directions and combine in varied ways. It is the work of political actors to highlight certain value articulations and increase their prominence within popular worldviews. Given the prominence of IRs in both the United States and Germany, the results suggest that liberal and pro-redistribution forces missed an opportunity to advance a left-leaning agenda. To take the example of the United States, based on the results presented here, one might not have expected the Trump victory in 2016. The failure of Democrats to nominate a candidate who tapped into growing redistribution sentiment, and the success of Trump in uniting exclusionary redistributors with true conservatives, might help to explain the apparent contradictions between public opinions and political outcomes. That Joe Biden dominated Sanders in the 2020 Democratic primaries, eventually bringing him into the White House, only further demonstrates the failure of mainstream politics to reflect the growing support for both redistribution and social inclusion among the American public. Put in the language of our typology, we might say that while liberals have control of the Democratic Party, blocking the IRs, they also have limited capacity to win over the ERs, with whom they diverge on questions of both redistribution and social inclusion/exclusion.
These brief reflections underscore the contemporary weakness of the left, which is unable to capitalize on support for redistribution. Indeed, support for redistribution appears prevalent in both the United States and Germany, even despite the recent decline of such support in the latter. A challenge for left-leaning forces seeking to chart a different path is to promote more effectively a politics of redistribution and social inclusion. This entails channeling the support of the significant numbers of people who already hold such views and winning over those who currently articulate their support for redistribution with a desire for social exclusion.
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CHAPTER 12
A Race-Conscious Economic Rights Approach to Providing Economic Security For All
Darrick Hamilton
To break out of our rut of increasing inequality and growing despair, we need a shift from neoliberal and poverty governance frames,1 which attempt to manage “seemingly” bad behavior and the work ethic of the poor and Black and Brown people, to a race-conscious (or antiracist) economic rights frame.2 In antiracist frame, a potent public provision of services and opportunities are guaranteed to establish a baseline of resources and viable “public options” that empower all people and shield vulnerable populations from predatory firms in which the for-profit motives and distorted economic power incentivize those firms to extract and exploit.
This chapter will present our contemporary context of growing inequality, racial disparity, and a policy context that fuels this status quo. We review a New Deal context that ironically and simultaneously provided a blueprint toward economic justice but racial injustice, and outline a twenty-first-century version of a New Deal economic rights frame—anchored by a federal job and baby trust (more colloquially know as “baby bonds”)—that is antiracist in its design and implementation.
The summer of 2020 witnessed a wave of protests in response to law enforcement and so-called vigilante racialized killings of Black people not seen on this scale since the civil rights era of the 1950s and ’60s. That period was also marked by the coronavirus pandemic, which led to the loss of more than 300,000 American lives by the end of 2020 and an economy affected by more than 50 million Americans applying for unemployment at some point. Unlike previous recessions, this one was born from the moral decision to cease economic activity to save lives. Yet, there still emerged a false dichotomy that pitted our economic interests against our public health interests. In fact, our nation’s health should never be juxtaposed in a stark trade-off against material outcomes and always should be a paramount indicator of our economic well-being.
The pandemic vividly revealed a collective public health and economic vulnerability but also, in plain sight, a peculiar racial (and class) vulnerability in which Black people were nearly twice (1.9) as likely to die from the virus.3 That the impact of a presumably random event such as a pandemic, however catastrophic, can be so linked to one’s racial identity is highly problematic—and further evidence that as a nation, our social safety net is failing. The racially disparate treatment by law enforcement and health and economic exposure to the pandemic link to a larger political and economic vulnerability for Black Americans (as well as Latinx, Indigenous, and other people of color), whether or not we are in a pandemic.
The immoral devaluation of Black lives has been ingrained in America’s political economy and is long overdue for a reckoning. Many Americans, especially Black, Brown, and Indigenous People, have low wealth and inadequate health care and work in precarious but “essential” jobs with fewer workplace protections and lower wages and benefits. And this crisis will only exacerbate these vulnerabilities—that is, unless government acts and does so decisively. We are faced with a choice: continue down the path of deregulation, lower taxes on the wealthy, and a gutting of government services and social welfare programs, or make a profound change toward a more sustainable and moral economy with government interventions to facilitate assets, economic security, engagement, human dignity, and social mobility for all our people regardless of their race, class, gender, sexual identity, or immigrant status.
Despair and inequality are dramatic, and changes on the margin won’t cut it. To reverse decades and generations of poverty, discrimination, and economic and political concentration at the top, progressives often make economic productivity arguments to justify a greater emphasis on economic equity. Such arguments may be valid but are context-specific. I prefer the Reverend Dr. William Barber’s equity framing that “economic justice is a moral imperative.” With such an approach, economic inclusion becomes an explicit goal, regardless of context.4 What we need is a bold overhaul of our laws and economy. We need to create an economy that prioritizes our shared prosperity such that economic security, a just distribution of resources, and access to social mobility are made central to workers’ livelihoods in our economic, industrial, and trade policy.5
Based on the recent history of economic downturns and our current economic structures, we can say with certainty that the aftermath of economic downturns results in greater inequality and despair, particularly along racial lines. This will remain the case unless our government acts to change this reality. The 2007 Great Recession has been characterized as having a jobless recovery, growing inequality, increased housing insecurity with rising evictions and foreclosures, a saddling of millennials with record levels of student debt—while waiting out a recession in college or grad school—and a populace politically vulnerable to despotic “strongman” messaging with a divisive appeal.
HOW DID WE GET HERE? A LOOK AT THE NEW DEAL
We do not have an adequate social safety net in place. What we have is over five decades of “deregulation” and a “market” revolution that has been supported by a neoliberal vision of “supply-side” economics: the lure that structures and government subsidies that benefit corporate interests—the so-called job creators—would generate a market dynamism of economic activity that would lift all boats. The promised “trickle-down” from neoliberal supply-side economics has never come to fruition.6 In fact, the private sector and the proverbial market alone have never been adequate to deal with reinforcing inequalities, worker vulnerabilities, and obstacles to social mobility. Even in times of economic expansion, wealth disparity and inequality have grown.
The last half-century of U.S. policy (or lack thereof) has exacerbated this precarity and generated a structure in which essentially all of our nation’s productivity gains have gone to the elite and upper middle classes while effectively flatlining real wages for everyone else.7 This has resulted in an obscene, undemocratic, dysfunctional concentration of wealth and power, especially by race, which is not natural, nor our destiny, and has not been seen since the Gilded Age. The top one-tenth percent of earners, those earning more than $1.5 million a year, own as much of the nation’s wealth as the entire bottom 90 percent, while the bottom 50 percent of earners own about 1 percent.8
In response to the Gilded Age, the New Deal era is credited with reining in unfettered capitalism and corporate consolidation and providing a balance of power between labor and capital that set the foundation for a strong labor movement. However, this era was certainly not without flaws.9 The historian Ira Katznelson, in his aptly titled book, When Affirmative Action was White, details that by both policy design and implementation, Black people and Black institutions were largely excluded from New Deal protections and stimulus.10
The passage of the 1935 National Labor Relations Act (also known as the Wagner Act), which guaranteed Americans the right to organize and bargain collectively, was a critical vanguard in protecting worker from exploitation and extraction by the corporate elite. But because of the Faustian bargain to convince legislators in Southern Jim Crow states to come aboard, the Wagner Act largely excluded Black Americans from these protections. It was not accidental that the Wagner Act excluded domestic and agricultural workers when, in the 1930s, 90 percent of Black women worked in either the domestic or agricultural sector.11
Although economic rights have never been fully extended to Black, Indigenous, Latinx, and other people of color, there is nothing new or radical about the concept. In his 1944 State of the Union address, President Franklin Delano Roosevelt called for an economic bill of rights inclusive of “physical security . . . economic security, social security, and moral security.” Roosevelt proclaimed more than seventy-five years ago that “necessitous men [and women] are not free men.” For Roosevelt, full citizenship demanded more than political and civil rights; it required economic rights.12
A FEDERAL JOB GUARANTEE
The first “article” of Roosevelt’s proposed Second Bill of Rights was the right to employment. The ideas of economic rights and a federal job guarantee have deep roots in our civil rights history. The Reverend Dr. Martin Luther King, Jr., expanding beyond political and civil rights, pushed for guaranteed jobs, along with economic rights more broadly, in his final years. Coretta Scott King, too, had long led a grassroots movement championing them. Dr. King wrote, “I am now convinced that the simplest approach will prove to be the most effective—the solution to poverty is to abolish it directly by a now and widely discussed measure: the guaranteed income.” His advocacy efforts on eradicating poverty culminated in organizing the Poor People’s Campaign, which focused on the implementation of an economic bill of rights with five tenets ensuring the right to (1) a meaningful job at a living wage, (2) secure and adequate income for all, (3) access to land, and (4) access to capital; in addition, (5) it should play a truly significant role in our government (i.e., civic engagement).13
One’s dignity is not limited to work, but everyone should have a right to work with the dignity of at least decent wages, benefits, and working conditions. Not only would a federal job guarantee restore psychological balance to the millions of unemployed individuals who desire to work but cannot, it would also address the long-standing unjust and discriminatory barriers that keep large segments of stigmatized populations out of the labor force. It also would reverse the rising tide of inequality for all workers by strengthening their labor market bargaining power and eliminating for all the threat of unemployment.14
To be clear, this second bill of rights is not intended to be another welfare-to-work, or “Workfare,” that weaponizes employment to instill the so-called discipline of work in low-income individuals so they can receive public assistance. Rather, this would be an authentic “right to work” for decent wages in a productive job that enhances public physical and human infrastructure. The jobs could include construction, education and health services, supportive housing, libraries, child and elder care, arts and culture, and projects designed to transform our cities to green, emission-free municipalities that are more sustainable and resilient.
As noted in Paul et al.,15 full-time workers would receive medical coverage, retirement support, and paid family and sick leave. The minimum annual full-time entry wage would be about $25,000; the average wage would be set at about $32,500, with another $10,000 in fringe benefits. The work could include disability-centered advocacy to facilitate more long-term solutions to dignified employment, livability, and financial independence. Similar programs could be designed to emphasize transition to employment for the formerly incarcerated.
The federal government, states, Indian Nations, local municipalities, and community councils would conduct inventories of their needs and develop a job bank of tasks. Priority would be given to the most urgent projects to aid the most distressed communities. The work would address our nation’s twenty-first-century infrastructure needs and produce tangible public benefits, including the promotion of a care and green economy. Full-time workers would receive medical coverage, retirement support, and paid family and sick leave. The income paid to employees would restore tax bases at the state and municipal levels.
A federal job guarantee would provide a direct source of employment, trigger a multiplier stimulus effect across our economy, and enable all workers—particularly those at the low end of the labor market—to bargain for better wages and benefits without the fear of destitution from the threat of unemployment. It would structurally direct the U.S. economy away from low-wage work toward more moderate and high-wage jobs. It would provide a buffer against employment transitions caused by automation and technological change.
The local implementation of the “Fight for $15” minimum wage is indicative of an offensive strategy, but it is not nearly bold enough. It still leaves many workers unemployed or out of the workforce altogether. Nor does it address the volatility of work hours and employment duration associated with an increasingly precarious labor economy. And it does not address our twenty-first-century physical and human capital infrastructure needs or our increasing vulnerability to natural disasters resulting from our “unnatural” climate change, which all require substantial public investment.
RAGS TO RICHES? POVERTY, EDUCATION, AND RACE DURING THE NEOLIBERAL ERA
Unfortunately, since the Nixon administration, the political sentiment regarding social mobility has radically shifted away from economic rights and government mandates of economic security to a neoliberal approach in which the market is presumed to be the solution for all our problems, economic or otherwise. As a result, the onus for social mobility has shifted to the individual. Perhaps the greatest rhetorical victory of this paradigm is convincing the masses that implicit in unfettered markets is the “American Dream.” The idea that even if your lot in life is subpar, with patience, perseverance, and individual hard work, you can turn your proverbial “rags into riches.”16 This dogma is based on the faith that the so-called free market is supposed to be the solution to all our problems, economic and otherwise.
Under this ideology, government interventions to promote social mobility are deemed inefficient and counterproductive—public provisioning to help the working class was purported to distort (or, worse, incentivize) unproductive behaviors that would deter from productive market behaviors. Markets, whether product, labor, or financial, are presumed to be natural, transparent, efficient, self-regulating, and inevitable—the most astute, the most valued, and the hardest workers are believed to prosper and endure. Of course, the flip side is that the virtues of the market will likewise sanction those who are not astute, lack motivation, or are simply lazy.
This neoliberal perspective explains poverty and inequality as deficiencies internal to the poor and Blacks themselves. Stigmatization based on race and anti-Blackness are strategically used as political fodder to implement harsh and punitive control on the underclass. Blacks become the symbolism by which a surplus population is defined—characterized as persistently unemployed and unemployable, a source of urban crime and malice, and with subsistence needs that are deemed a drain on the fiscal budget. Race, along with government social programs, are used as scapegoats to fuel the neoliberal agenda. Blacks are symbolized as the undeserving “welfare queens,” “deadbeat dads,” and “super predators” by which a surplus population is defined. In other words, the “deserving poor”—stigmatized by political fodder of anti-Blackness whether or note they are actually Black—receive their “just rewards” and simply fade away or have to find something else to do over time.
In their seminal book Disciplining the Poor, the political scientists Joe Soss, Richard Fording, and Sanford Schram describe an emergent “neoliberal paternalism” whereby the state engaged in “poverty governance” by using market-based incentives and sanctions to coerce or discipline the poor and underclass. The purpose is decisively not to eliminate poverty but, rather, to manage seemingly bad behavior with increasingly punitive tactics.17 This neoliberal framing is derived from a racialized “culture of poverty” thesis in which Blacks are presumed not to value and acquire education and other forms of self-investment.18
This framing and the directional emphasis is wrong. It is more likely that meager economic circumstance rather than poor decision-making or insufficient knowledge constrains choice itself and leaves poor people with little to no good options but to attain and use predatory and abusive services.19 Further, we traditionally conceive of debt as good or bad, and this has different implications once race is considered. The prevailing framework targets unprivileged racial groups with inferior housing and educational products, predatory finance, as well as ongoing housing and labor market discrimination. These practices limit the set of choices and rate of returns to homeownership and render a college degree conditional on race and ethnicity.20
When considering student debt, it is noteworthy that on average, Black college graduates owe $53,000 in student debt four years after graduation.21 Also, despite a misperception that Black students value education less, in fact, Black college graduates are overrepresented in graduate education relative to their share of the population overall, and yet they are more likely to suffer discrimination in the labor market in spite of their educational attainment.22 Black students tend to take on more debt at every level of higher education. They are also more likely than white students to drop out of university because of financial concerns—in large part because Black families have comparatively lower household finance levels.
Yet, high-achieving Black Americans, as measured by education, still exhibit significant economic and health disparities relative to their white peers. These disparities often grow, rather than subside, at higher levels of education, evidenced in three ways. First, Blacks who live in families in which the head graduated from college typically have less wealth than whites in households in which the head dropped out of high school. Second, Black expectant mothers with a college degree have a greater likelihood to experience infant mortality than white expectant mothers who dropped out of high school. Third, a Black man with a college degree is nearly three times as likely to die from a stroke than a white man who dropped out of high school.23
Education matters within a group, but since social structures do not permit Black people to convert education into desired outcomes at the same rate as whites, they are not protected by social class status, as measured by education, in the same way that whites are.24 Racial difference in key outcomes cannot be fully explained by a clustering of data among the less skilled. Unsurprisingly, within each group, more education is associated with better outcomes. However, the irony is that across groups, Black workers with a college degree are often most harmed relative to similarly qualified white workers, and this difference is amplified during recessions. We overstate the functional role of education to the detriment of understanding the functional role of wealth and power.
The convention is to use words such as “choice” and “freedom” to describe the benefits of the market, but choice is an illusion if individuals lack basic needs like a job or adequate income, shelter, food, or health care. Authentic “economic agency” is grounded in resources.25 We should do a better job of understanding the roles of power and capital in our political economy and be more focused on understanding and advocating for structures that truly lead to more equitable and fairer distributions. We are not atomistic agents floating in unfettered markets guided by our “free will” into a “fair” and “efficient” allocation. Power and capital are self-reinforcing and without government intervention, generate an iterative cycle of stratification and inequality.
BABY TRUSTS: ENDOWMENTS FOR AN ANTIRACIST FUTURE
Instead, we need to prioritize economic rights, like a federal job guarantee and baby bonds,—or, more accurately, “baby trusts”26–that promote economic inclusion, social equity, and fairness for everyone as “public options” to predatory firms and exclusion from the benefits of inherited affluence.27 It is in fact wealth that gives us choice, freedom, and optionality. Wealth is the paramount indicator of economic well-being and social mobility. It provides financial agency and economic security to take risks and shield against loss. As noted earlier, the top 10 percent of households hold nearly 80 percent of the nation’s wealth. Moreover, the bottom half of all households own only about 1 percent! Yet, race is an even stronger predictor of wealth than class itself. Blacks and Latinos collectively make up about 30 percent of the U.S. population but collectively own only about 7 percent of the nation’s wealth.
This disparity has endured: the Black share of the nation’s wealth is proportionately equivalent to what it was at the end of the Civil War. The racial wealth gap is an inheritance that began with chattel slavery, when Blacks were the capital assets for a white landowning plantation class. Our unjust racial wealth gap is rooted in a history in which whites have been privileged by government’s complicit political and economic intervention, which has afforded them access to resources and iterative and intergenerational accumulation. In contrast, such intervention has led to a history of exploitation and the extraction of resources and personhood of Black people. It is critical to note is that a white asset-based middle class never simply emerged. Rather, it was created through government policy and, to a large extent, literal government giveaways—or “entitlements”—that provided whites with the finance, education, land, and infrastructure to accumulate and pass down wealth.
In contrast, millennials came of age during the Great Recession, and we told them to go to school and better themselves while they waited for the economy to improve. Not only have millennials taken on enormous amounts of student debt, their homeownership rate—where most Americans store their wealth—is lower than that of every generation at similar ages dating back about one hundred years, to the “greatest generation,” who were entering young adulthood right after the Great Depression. What’s worse, the racial disparity in homeownership for young millennials, compared with similar-age people of older generations, is as large as it has ever been since the U.S. census systematically began to record rates of homeownership.28
So, what can we do about these persistent disparities in economic status? Analogous to Medicare for all, we could remove the threat and social and psychological stigmas associated with the burden to finance education at the point of delivery—a point at which highly motivated but low-resourced students are most vulnerable. And we can pursue restorative justice by canceling all debts associated with existing education loans. In other words, we can establish higher education as a universal economic right. And given the ongoing racism that still occurs at colleges and universities, Historically Black Colleges and Universities (HBCUs) have not outlived their purpose, which is why we need to fully fund stereotype-free HBCUs.
To address wealth, baby bonds (or more, accurately, baby trusts) would establish a universal and substantial birthright to capital; the privilege of wealth should not be the exclusive domain of the wealthy. Baby bonds would provide all Americans a capital foundation to build wealth and asset security. The child trust account program would be progressively funded and provide all newborns, regardless of race and gender, with an opportunity to purchase an asset that will appreciate in value as they age. This would establish a birthright to capital for all young adults—a privilege reserved today mainly for those born into wealth.29
The capital finance provided by baby trusts is intended to deliver a more egalitarian and authentic pathway to economic security, independent of the financial position into which individuals are born. The program would complement the economic right to an old age pension and provide a more comprehensive social security program designed to provide capital finance from the cradle to the grave.
Baby bonds are race-conscious due to the progressive criteria applied to them. Further, outcomes are grounded in wealth—the indicator of economic well-being that is perhaps most racially disparate. Some estimate that the wealth position of about 85 percent of Black households is lower than that of the median white household.30 In essence, the wealth of Black households is far less than that of whites, and the distribution of wealth between the two groups overlap very little. Thus, the criterion for determining the amount of capital provided in the program is very race conscious in its design. What is more, the aim of the program—the outcome—is closely tied to redressing a prime source of racial disparity: the racial wealth gap. Indeed, the design (i.e., targeting wealth as the criterion and the outcome to redress) and implementation (i.e., at the federal level) of the program is intended to take race head on while at the same time setting a capital horizon, to redress, in perpetuity, any maldistribution of wealth tied to class or any other social identity.
Ultimately, baby bonds are likely still not enough to help Americans achieve racial justice. Racial justice requires an honest and sobering confession of our historical sins for slavery—a time in U.S. history when Blacks were the capital assets for a white landowning plantation class—and for sharecropping, or “whitecapping,” Jim Crow and the exclusion of Blacks from the New Deal and postwar polices that built an asset-based white middle class.
This authentic analysis would counter the neoliberal frame that caricatures Black, Brown, and poor people as welfare queens, deadbeat dads, and undeserving. Instead, it paves the way for narratives that more accurately frame inequality as grounded in resource deprivation. Reparations provide a retrospective, direct, and parsimonious approach to addressing the Black-white racial wealth gap. Moreover, it is a racially just policy because it requires the United States to take public responsibility and atone for its long history of racial injustice. A seed capital program like baby bonds is an economically and racially just prospective approach, since it targets a domain and outcome in which whites and Blacks have very little overlap: wealth.31
The average baby bonds trust could be seeded at around $25,000 and gradually rise to $60,000 for babies born into the poorest families, which contain predominantly Black, Indigenous, Latinx, and other people of color. Baby trusts could be used when the child reaches adulthood for an asset-enhancing activity, such as financing a debt-free university education, a down payment to purchase a home, or seed capital to start a new business. To address the growing plutocracy that has resulted from our growing gross concentration of wealth, we need a redistributive wealth and/or an estate tax with teeth.32

To achieve ideals described in this chapter and reverse a decades-old neoliberal political economy, we need a sustained politics that is not narrowly constrained by what seems feasible, where feasibility is defined by politics of the here and now or our immediate past, which has been dominated by economic consolidation and plutocracy. In a just world, race, gender, ethnicity, and nativity would have no transactional value in relation to material, psychological, or security outcomes.
Since our nation’s conception, this history of disenfranchisement of Black Americans from full economic participation has been well documented. Policies like redlining, highway construction, failure to desegregate schools at the metropolitan level, and exclusionary zoning have all worked in tandem with restrictive covenants and regulatory controls to marginalize Black Americans and constrain their economic participation and political power. We need to redefine our political economy and define economic good as embracing the principles of morality, humanity, and sustainability. These values are critical if we are ever to build authentic coalitions across race, gender, and sexual orientation to address our common paradigm of growing inequality.
We need bold transformative antiracist and antisexist policies that, by design and implementation, are intentionally inclusive of all racial, ethnic, and gender groups. There is a set of enabling goods and services that are critical for individual life, liberty, and self-determination. Their quantity, quality, and access should not be vulnerable to the pricing and rationing that come about from firms trying to meet their profit-maximizing fiduciary responsibility to shareholders. We need policies in which public options directly compete with and crowd out inferior private options that do not ensure universal and quality health care, housing, schooling, financial services, capital, and free mobility without the physiological (and physical) threat of detention or bodily harm at the hands of state-sanctioned terror because someone’s social identity is linked to a vulnerable and stigmatized group.
We need to reject the empirically unsubstantiated and racist rhetoric that ignorance, so-called grit, and personal responsibility are the sources of inequality. To truly fulfill the American promise of equal opportunity, we need to promote a bold transformative antiracist and antisexist economic rights agenda. Such an agenda would truly empower people—inclusive of all racial, ethnic, and gender groups—with economic security, dignity, and authentic agency to define and achieve their goals.
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CHAPTER 13
Law and the Collective Struggle for Economic Justice
Marion Crain
In a legal and political regime tilted toward protecting the interests of the propertied, American labor unions historically served as the source of countervailing economic power for workers, striving to ensure equitable distribution of the wealth generated by the American industrial machine.1 Unions achieved critical gains for millions of American workers, creating a thriving middle class. Unions also served as the primary channel for worker voice and political influence: they leveraged employee power in the workplace through collective bargaining, in the courts through advocacy for worker-friendly interpretation of labor and employment legislation, and at the polls through campaigns for candidates whose political platforms promised law and policy changes advantageous to workers. Today, that stable labor relations regime, with its promise of economic opportunity, security, and meaningful political participation, is in tatters. Union membership is in free fall and, with it, unions’ political clout and ability to influence law and policy.
The decline in union density correlates closely with rising income inequality over the last several decades. Economic gains during the period of union decline have been heavily concentrated toward the top of the income and wealth distribution. At the same time, cutbacks in social programs, income tax cuts that benefit business and the wealthy, and cuts to higher education have combined to shift costs once borne directly by the public through the tax structure onto individuals and families, with those at the bottom of the income distribution feeling the most painful pinch. A widespread trend of risk-shifting from employers to workers—particularly in the areas of health care and retirement—generated a rising sense of financial insecurity. The deteriorating social safety net has combined with a winner-take-all economy to hollow out the middle and working classes.
A variety of factors have been cited as contributing to the decline in union density and influence, including the shrinkage of sectors in which union density was historically high (manufacturing), the rise of automation, the fragmentation of work through fissuring, a diversifying labor force, complacency and missed opportunities by unions to organize more women and people of color, the globalization of work, and a cultural shift toward individualism in the United States. While all of these undoubtedly played some role, law and policy have been the major contributors to the decline in union density, facilitating employer resistance to unionism and erecting new barriers to organizing.2 New Deal labor legislation that embraced collective organizing and bargaining as a route to prosperity was undermined by subsequent amendments scaling back labor rights, and Supreme Court decisions narrowed the scope of protection for labor action. Legislative gridlock froze this relatively hostile regime in place after 1959, and an aging statute became less and less in sync with the rapidly evolving workplace. The Supreme Court’s more recent decisions reflect its fundamental hostility not only toward unions but to collective action by workers in other forms, such as group litigation.
Fortunately, the impulse toward collective action is not so easily cabined. A number of new change agents have evolved, working both in tandem with and in lieu of labor unions in sectors where unionism never penetrated. Workers’ centers, community-based organizing, and identity-based social movements have used collective action to move the needle significantly even where a supportive legal frame was lacking. The Fight for $15 successfully pressed cities and localities to enact legislation to increase the minimum wage, even when Republican probusiness sympathies dominated at the polls. A wave of teachers’ strikes in so-called red states traditionally hostile to labor unionism and collective bargaining garnered widespread public support, obtaining wage increases for public schoolteachers and staff and stemming the tide of disinvestment in public schools. The #MeToo movement focused national attention on the systemic problem of sexual harassment and its economic impact on working women, resulting in legislative reforms and voluntary agreements by major employers to exempt sexual harassment from the mandatory arbitration agreements and nondisclosure agreements that constrain so many workers’ claims. Partnering with labor unions, the Black Lives Matter movement focused attention not only on police brutality but on systemic racism—including in the workplace. In a nationwide Strike for Black Lives, activists successfully pressed major employers to acknowledge and address racial bias in the workplace.
The lesson we should draw from these successes is that law and policy choices matter, but worker power established through bottom-up mobilization and group action matters more. The critical challenge for legal scholars, then, is to articulate legal frames that support that bottom-up collective action broadly, nurturing efforts in their nascent forms. Yet most worker-centered policy reform proposals advanced by those on the left still focus on amending the labor laws and strengthening labor unions. This chapter explains why such reform proposals don’t go far enough and advances instead a law and policy frame grounded in the Constitution. I suggest that the freedom of assembly explicitly protected in the First Amendment could furnish a protective haven for the background relationships and informal activities that foreground the formation of groups that advocate for social, political, and legal change. The assembly right could be used to shield the kinds of coordinated action that have been most successful on the streets, in legislatures, and before agencies and courts. And it could be harnessed to support alliances between workers’ organizations and nonlabor organizations around social issues that extend beyond workplace boundaries. Ultimately, these sorts of alliances will be instrumental in igniting the passion necessary to produce sustainable changes in policy and law.
A NEW DEAL POLICY CHOICE PROTECTING COLLECTIVE ACTION THROUGH UNIONIZATION
The heart of the National Labor Relations Act (NLRA) is the Wagner Act of 1935, enacted as part of a package of New Deal legislation designed to spur the economic recovery following the Great Depression. The New Deal policy was to reduce wage competition so that American workers would enjoy higher wages and more secure employment and therefore would spend more money, which in turn would lead to business growth and job creation. The core of the New Deal was the commitment to labor unionism as a vehicle for worker representation; for collective bargaining between employer and unions as a means to establish wages, terms, and conditions of employment; and for an architecture of workplace governance that would mimic the larger political democracy and also operate to resolve labor disputes at the local level. The Wagner Act declared it to be “the policy of the United States” to encourage worker self-organization and collective bargaining as a means to facilitate labor peace and the uninterrupted flow of interstate commerce. Since effective bargaining required leverage, the rights to strike, picket, and boycott to exert economic pressure were protected as an incidental necessity. The law had three goals: to further labor peace by channeling disputes into collective bargaining, to balance the power of capital owners with the power of collective action by workers, and to erect a private regime of industrial governance specifically designed by and tailored to each workplace. Senator Wagner’s fondest hope was to enhance democracy by teaching and habituating workers to practice democracy daily in the workplace and harnessing unions as a collective voice for workers in the political realm.
The regime was largely successful in achieving these aims. With the law’s blessing, union density in the private sector covered by the labor laws extended to more than one-third of the eligible workforce. For their part, unions raised wages for those they represented, attaining a union wage premium of approximately 20 percent more than that of nonunion workers in similar jobs. The primary drivers of union membership gains in the 1940s and 1950s were the least educated workers employed in manual labor jobs in manufacturing. The $10 hourly wage introduced in the automobile industry in those decades enabled millions of American workers to rise into the middle class with only a high school education. Perhaps even more important, unions negotiated and won benefits that contributed significantly to workers’ sense of financial security, including many that were attainable only as collective goods: health and disability insurance, pension and retirement benefits, and paid vacation and sick leave. Unions also sought and obtained protection for job security (just cause provisions), progressive disciplinary systems (warning, notice, opportunity to improve), seniority systems, apprenticeship training programs, internal job ladders, resolution of workplace disputes covered by the labor contract through arbitration, workplace safety and health protections, and bans on discrimination.3
Many of these benefits soon extended to the nonunion workforce, either through the “threat effect” of unionism, spillover effects, or deliberate political action by unions acting as a collective voice for workers. Large nonunion employers raised wages and established benefits to disincentivize unionism at their firms and to compete more effectively with unionized firms for workers. Meanwhile, unions normalized employment mechanisms that influenced workplace policy for middle-level managers. By increasing wage floors for unionized workers, unions pushed managerial wages and benefits up in a ripple effect as employers sought to maintain the wage differentials between positions or classes of positions. Unions also lobbied for and obtained a stronger social safety net, including a higher minimum wage, stronger overtime protections, protection for worker safety and health (OSHA), workers’ compensation, plant closing legislation, and (in partnership with civil rights and feminist organizations) antidiscrimination laws and family and medical leave legislation.4
Unions also played an important role in ensuring that once enacted, the laws were protected against dilution by a conservative judiciary or subsequent legislatures.5 Unions served as watchdogs and enforcers for their members’ statutory rights, a role particularly important in a regime in which enforcement mechanisms such as administrative agencies are underfunded. Absent unions, statutory rights are inherently unstable.6 Finally, unions worked directly to reduce income inequality, seeking to equalize income through advocacy and support for legislation limiting CEO pay in proportion to worker pay.
THE STORY OF UNION DECLINE AND ITS IMPACTS
Labor’s success on the aforementioned fronts ultimately sowed the seeds of its demise. Union density dropped from a high watermark of 35.0 percent in 1953 to 27.3 percent in 1970, 23.0 percent in 1980, and 16.1 percent in 1990.7 By the end of 2020, only 10.8 percent of the workforce was represented by a union.8 These aggregated statistics actually understate the degree of union decline, which was heavily concentrated in the private sector; growth in public-sector unionization in the 1970s as worker-friendly states passed legislation authorizing unionization in that sector stemmed some of the overall decline expressed in aggregate statistics. Today, unions represent only 6.3 percent of eligible private-sector workers. Public-sector unions authorized by state laws represent 34.8 percent of eligible workers.9 Until recently public-sector unions were the major source of union strength and growth, but political retrenchment in many formerly union-friendly states has resulted in significant rollbacks in public-sector labor legislation protecting organizing and bargaining rights.
Declining union density led to an erosion of union power. The consequences included reductions in wages and benefits, a sustained pattern of risk-shifting from firms to workers, including the demise of defined benefit pensions, the rise of defined contribution pension plans and 401(k) accounts, and an increase in high-deductible health plans.10 Hourly wage inequality increased by over 40 percent between 1973 and 2007, the same period when union density and influence declined most precipitously. Indeed, union decline accounts for between one-third and one-fifth of the growth in wage inequality during the same period.11 The spillover effects on nonunion pay attributable to unions also weakened during this period.12 Further, between the mid-1970s and 2007, labor’s share of income in the private sector fell by almost 6 percent while business profits rose. Income growth was linked to capital ownership—profits, dividends, interest, and rent—while income deriving from labor declined.13 Labor’s declining power also translated into losses in the political realm at the local, state and national levels, and ultimately to appointment of a conservative judiciary hostile to labor’s agenda of collective rights and workers’ interests more generally.
Law had a major influence on union decline. Conservative forces rallied to rein in worker and union power through amendments to the labor laws in 1947 and 1959, cutting back on protections conferred by the Wagner Act. The amendments limited the right to picket; cabined boycotts; reduced the categories of workers covered (and, thus, protected) under the Act, such as supervisors and independent contractors; and authorized state right-to-work legislation that weakened unions in states that enacted laws making it more difficult for unions to collect dues. The Supreme Court piled on, interpreting the labor laws in ways that severely curbed labor power. In particular, the court eviscerated the right to strike, holding that strikers could not be fired but could be “permanently replaced,” constrained picketing organized by labor unions, and limited the subjects over which employers were required to bargain.14
Employers harnessed the First Amendment to protect and advance their right to conduct powerful antiunion campaigns. Because labor law does not provide for the recovery of damages, many employers conducted cost-benefit analyses and concluded that avoiding unions in the first place or breaking them was worth the relatively minimal and frequently long-delayed cost of violating the law. A cottage industry of union avoidance firms sprang up in service of those efforts, and employers were able to capitalize on corporate First Amendment free speech rights to convince a captive audience of workers not to consider unionization.
Labor’s success in achieving legislation protecting individual rights for all workers—the Fair Labor Standards Act (1938), Title VII of the Civil Rights Act (1964), the Occupational Safety and Health Act (1970), and the Family and Medical Leave Act (1993)—also equipped firms with a powerful antiunion marketing tool: companies could tell workers that although unions had once served a purpose, they were no longer necessary in the modern era, having essentially been replaced by legislation that secured workers’ legal rights. By the 1980s, union leaders—including AFL-CIO presidents Lane Kirkland (1979–95) and Richard Trumka (2009–21)—denounced the National Labor Relations Act as a tool of corporate control and advocated for its repeal.15
Attacks on unions have intensified in the political realm and the courts over the last decade. Conservative legislators cut back on public-sector bargaining laws, first in Wisconsin, the birthplace of public-sector bargaining, and subsequently in other Midwestern states that had traditionally been union strongholds. Right-to-work legislation gained traction and ultimately passed in Indiana, Michigan, Wisconsin, and West Virginia. Labor fared no better in the courts, especially the Supreme Court. Janus v. AFSCME Council 31 represented a new low: the court ruled that “fair share” or “agency fee” arrangements designed to fund public-sector unions’ collective bargaining and contract administration costs incurred on behalf of nonunion members were unconstitutional because they violate the dissenting nonmembers’ First Amendment free speech and association rights. The effect was to force public-sector unions to continue to represent free-riding nonmembers without fees to cover the costs. The court’s ruling decimated union coffers, as workers made the rational choice not to join the union and pay dues when they were already represented in collective bargaining by that union.
Ultimately, constitutional doctrine constructed by judges in labor cases played an important part in exacerbating rising inequality.16 Because public-sector unions traditionally provided a major source of funding for the Democratic Party and an array of social justice groups, the political implications were clear: a reduction of funding for causes embraced by the political left and continued disenfranchisement of workers.
Finally, coverage of the labor movement in the mainstream media began to shift in the 1960s as large news media began to cater to an upscale readership. The topical focus turned instead to business and consumer interests; instead of coverage that appealed to citizen-workers, it was targeted toward citizen-consumers. Workers’ interests became invisible as major newspapers cut labor reporters from their staff. Workers’ political voice diminished from a roar to a whisper.17
THE PROSPECTS FOR LABOR LAW REFORM AND UNION REVITALIZATION
New Deal labor law and policy had a strong impact on income inequality and ultimately on the health of our democracy. One obvious question, then, is whether we should amend the labor laws and seek to revive unionism as we knew it during its heyday in the 1940s and 1950s as a strategy to alleviate income inequality and economic polarization. A number of scholars have proposed reforms that would make unionization easier and/or make labor law more effective. These include increasing the efficacy of NLRA remedies, strengthening protections for the right to strike, lifting prohibitions on secondary pressure activities, expanding union access to workers during election campaigns, and a host of other enhancements.18 There is no shortage of well-thought-out proposals from which to draw: the recent Clean Slate for Worker Power report contains perhaps the most comprehensive set of law and policy reform proposals drawn from a collaborative exercise among advocates, activists, scholars, and policy makers.19
So far, however, efforts to amend the NLRA have been consistently unavailing due to the political polarization in Congress. Further, legislative gridlock at the federal level has combined with a powerful federal preemption doctrine to block state-level legal reforms to enhance workers’ rights in the labor context. The result has been an infrastructure of ossified labor laws that has not adapted to the changing labor market. Legislation enacted in the 1930s–1950s era and designed for single-employer industrial domestic labor markets has proved a poor fit for fissured employment in today’s service sector, which is characterized by outsourcing and the rise of contingent employment and situated in a global labor market.20
Even if legislative action were feasible, simply reforming labor law is likely to be futile. Economic polarization is not a new condition for the United States. The historian Jefferson Cowie has made a persuasive case that economic polarization has been the historical norm and that the post–New Deal golden era was the exception. In this framing, the New Deal policies that reduced income inequality in the period following the Great Depression from the 1930s to 1970s, and the realignments of American politics and class relations that they spawned, were temporary outliers.21 It was thus unsurprising—even predictable—that our political choices after the 1970s eventually regenerated policies and laws that reinforce and exacerbate economic and social inequality. If Cowie is correct, recreating the same policy through worker-friendly labor legislation would, at best, trigger another cycle rather than solve the problem in a more enduring way.
Moreover, the labor unions authorized by the NLRA may not be well-suited to the challenges we face today. Unions as they evolved in the 1940s and 1950s were largely dedicated to advancing the interests of white men in manufacturing. But that’s not what our workforce or our labor market looks like anymore. A well-documented history of racism and sexism and a mixed record on nativism have plagued organized labor’s image, and some of these forces continue to influence labor union policy on high-profile issues ranging from immigration to sexual harassment.22 Nor were unions able effectively to penetrate the service sector as the labor market shifted. The service sector labor force is disproportionately female and of color, and the mismatch between union policy and workforce demographics has contributed to the challenges facing unions seeking to organize the service-sector workforce.23 New forms of collective action and voice are needed, and workers are not waiting for traditional organizing to make themselves heard.24
Finally, the attack on workers’ rights and collective rights isn’t just an attack on organized labor. Conservative legislators and the judiciary espouse a far more generalized hostility to workers’ rights, particularly when exercised in the collective form. The embrace of a powerful rhetoric of individual freedom and choice has nurtured a legal doctrine of freedom of contract doctrine reminiscent of the Lochner v. New York era that has been deployed to legitimate everything from employment at will, to enforcement of covenants not to compete, to predispute waivers of the right to bring statutory employment or labor law claims in exchange for the right to individually arbitrate these claims under an employment arbitration regime created, funded, and controlled by the employer.25 These legal doctrines ignore the power disparities between employers and individual employees, making a mockery of our employment law and employment discrimination law regimes. Ultimately, they promote an illusion of rights but eviscerate opportunities to enforce them.
Efforts by nonunion workers to band together and pursue claims through litigation have also been discouraged through law. The Supreme Court has made class and collective actions under employment law or employment discrimination doctrines increasingly difficult to sustain. In Wal-Mart Stores, Inc. v. Dukes, for example, the court ruled that female plaintiffs alleging pay inequities and discrimination in promotions could not bring a class action sex discrimination claim under Title VII of the Civil Rights Act unless they could identify a single companywide policy or practice that resulted in a systematic failure to promote women into management systems. Reliance on actions by individual managers facilitated by a corporate policy that allowed local supervisors wide discretion over employment decisions was not sufficient. This type of legal doctrine forces individual women to retain legal counsel and pursue antidiscrimination claims and makes systemic reforms to discriminatory workplace cultures challenging.
Similarly, class claims can now lawfully be barred by mandatory predispute arbitration agreements. In Epic Systems Corp. v. Lewis the court upheld employers’ ability to require employees to individually arbitrate employment-related class claims, enforcing a waiver of the right to bring class claims in court, before administrative agencies, or as class claims in arbitration. This ruling consigns nonunion workers to a system in which it costs more to enforce rights than an individual can expect to recover if she prevails.26
PROSPECTS FOR COLLECTIVE ACTION AROUND WORKPLACE RIGHTS
Legal rules that advantage the socially privileged and wealthy continue to control both the economy and the practice of democracy. Given the disproportionate placement of women and people of color in low-wage jobs, the labor and economic policies we have pursued contribute to the political disenfranchisement of the working class. What, then, are the possibilities for change?
Joseph Stiglitz suggests that change would require a popular rebellion characterized by mass mobilization, with coalitions of workers and other social justice activists joining hands in protest—a kind of civil war.27 Indeed, the legal and policy reforms that spawned the New Deal were won through mass strikes and labor uprisings. Though at first blush the potential for such civil unrest in the modern era of heightened individualism might seem far-fetched, there is increasing evidence that it is brewing, albeit in new forms. Black Lives Matter, Fight for $15, #RedforEd, and #MeToo have all served to focus national attention on particular ways in which marginalized workers have been disenfranchised or devalued on the streets, on the job, and in the political sphere.
For example, sexual harassment has often been understood as an act of sexual assault or predation directed at an individual, rather than as an expression of hostility toward women in the workplace. But #MeToo and the consciousness-raising it spawned helped to reframe sexual harassment in the public’s mind as an expression of women’s devaluation in the workplace, and it led to an appreciation of the frequent correlation of sexual harassment with other forms of devaluation actionable as discrimination, such as pay inequities or discrimination in promotion opportunities. Ultimately, the #MeToo movement generated not only significant media attention but also class action suits challenging sex discrimination more broadly wherever a workplace culture of sexual harassment was identified. The #MeToo movement led to legislative reform at the state level, including the outlawing of mandatory arbitration of sexual harassment claims. It has the potential to reshape sexual harassment law, making it easier for victims to recover.28
Meanwhile, “alt-labor” groups have begun to mitigate some of the economic effects of union decline by demanding and obtaining higher wages at the state and local levels. Geographically based worker centers have supported rights education, legal action, and organizing by immigrants and other low-wage workers covered by labor laws but stuck in legal limbo resulting from fears of employer retaliation and deportation.29 Taxi drivers, domestic workers, freelancers, sex workers, and others excluded from labor law coverage and outside the focus of the traditional labor movement have mobilized to challenge race and sex discrimination, violations of wage and hour laws, and unsafe workplaces.30 The Fight for $15 campaign began with just a few hundred workers in New York and swelled to hundreds of thousands mobilizing across the country with support from worker centers and the labor movement.31 The campaign has been effective in securing higher minimum wage laws at the state and local levels, and its demands have made their way into the national consciousness, shaping debates at the federal level.
Predictably, conservative forces have sought to frame some of these groups as “labor organizations” to bring them under the NLRA umbrella, thus blocking state- or local-level legal reform through preemption doctrine and simultaneously imposing reporting obligations under the Labor Management and Reporting Disclosure Act and restrictions on picketing and boycotts imposed by the NLRA. Further, because alt-labor groups often receive significant funding from traditional labor unions, conservative forces hope that even if the legal redefinition campaign is unsuccessful, they will succeed in financially starving its most promising new initiatives as alt-labor groups sever financial ties to counter the legal redefinition efforts. Once again, labor law itself has been used as a corporate tool to rein in labor power.
Ironically, some of the most effective collective organizing efforts have originated from groups excluded from traditional labor law and NLRA coverage. For example, most red states lack public-sector bargaining statutes authorizing public-sector unions and collective bargaining, and even states that do have such legislation ban or limit the right to strike. Nevertheless, the #RedforEd movement spawned teachers’ strikes in West Virginia in the spring of 2018, which soon spread to other Southern states traditionally hostile to public-sector unionization.32 A powerful moral appeal gained the movement traction and staying power, and it ultimately influenced not only teacher pay and benefits but also funding for public education and political races. Finally, grassroots activism is most effective at local and regional levels. Some commentators have argued that regional activism is the foundation for a “new New Deal.”33 Equally important, it is the best strategy to rebuild American democracy.
A NEW POLICY FRAME
The kinds of efforts just described demonstrate that a protective legal regime is neither necessary nor sufficient to ground effective resistance and change policy. By itself, law can’t confer power. Nevertheless, law is an important statement of cultural values and has served historically as a powerful crucible in which social justice movements have been forged, including the civil rights, feminist, and LGBTQ movements.
Recently, Kate Andrias and Ben Sachs have argued persuasively for enactment of a new statutory frame designed to enable low- and middle-income Americans—including workers, tenants, debtors, and recipients of public benefits—to build social movement organizations capable of wielding political power.34 They urge enactment of a statutory frame that would explicitly grant collective rights, provide for a sustainable source of financial and other resources, guarantee free spaces for organizing, offer protection against retaliation, create mechanisms for the exercise of political and economic power, and protect the rights to protest and strike. Without a doubt, such a statute would be truly transformational. As Andrias and Sachs acknowledge, however, its enactment at the federal level in the near term seems unlikely at best.35
Andrias and Sachs are correct that a legal frame protecting the right to organize is critical. The legal frame in which ground-level resistance comes to the courts and legislatures can stimulate organizing itself as well as how legal doctrine evolves to support (or constrain) organizing. Rather than struggling to overcome political resistance to enact a statutory frame that protects collective action, I urge instead embrace of a constitutional frame already in existence: the First Amendment assembly right. Constitutional rights offer a gravitas with an undeniable power to mobilize. Civil rights activists have successfully mobilized around voting rights and protection against discrimination in public settings, private life (marriage), and the public-sector workplace. Feminists have successfully mobilized around voting rights, abortion rights, and sex discrimination. Gays and lesbians have mobilized in support of the right to marry.
The First Amendment–protected assembly right in the Constitution protects the right of the people “peaceably to assemble.” The assembly right initially offered broad protection for peaceable public assemblies even when they were inconvenient.36 The assembly right historically shielded both group expression in temporal gatherings and the groups themselves, inasmuch as they are the crucible in which expression is forged and which make expression possible.37 In more recent years, the assembly right was cast aside in favor of its more individually oriented sisters, the First Amendment free speech right and the freedom of association. Ironically, whereas freedom of assembly is explicitly protected in the Constitution, freedom of association is not; instead, the right of association was implied by the Supreme Court to support the right of free speech.
The assembly clause offers a more powerful frame than either free speech or association rights from a group rights standpoint. First, assembly rights are explicitly protected in the Constitution, an important consideration for a conservative judiciary committed to a textualist analysis. Second, the assembly right is inherently group-focused, foregrounding the significance of group gatherings and shared expression in all its forms, which in turn renders it less susceptible to perverse uses by those relying on individual rights rhetoric. Third, unlike legislative reform proposals, it offers the option to counter individual rights rhetoric with constitutionally grounded group rights rhetoric, to mount legal challenges to NLRA restrictions on picketing, boycotts, and strikes and to counter judicial decisions that prohibit virtual assemblies in the form of group litigation and group arbitration. Fourth, the assembly right can be harnessed to show how workers’ interests align with the public interest in protecting group action for its role in shoring up America’s democracy.38 And, finally, because the assembly right is not limited to any particular topic, disparate social movements might more readily combine to become a unified political force seeking particular legal and policy change.
Despite these virtues, assembly rights are not a magic elixir with the power to heal labor’s woes. The Constitution itself qualifies the assemblies that it protects as those that are “peaceable.” Accordingly, criminal conspiracies, violent gatherings, and protest that threatens the public order would fall outside the protective umbrella of the assembly right. Further, local governments have tended to ban assemblies that they consider disruptive—even if peaceable—in ways that amount to social control, prompting criminal convictions for mass assemblies that were part of Black Lives Matter protests.39 These efforts to rein in protests by dubbing them “unlawful assemblies” force the courts to engage in judicial line-drawing, and there is a significant risk that a judiciary hostile to collective rights might draw the lines in such a way that meaningful protection would be lost.40 Nevertheless, an explicit constitutional frame at least offers the possibility to protect group gatherings and nurture the kind of solidarity that would advance workers’ rights and address economic injustice—and in the service of a more inclusive, engaged democracy.

A legal structure opposed to the exercise of collective rights in support of economic justice is a policy choice. Choices are just that, choices. As worker militancy revives and new forms of activism take the place of traditional labor action, we could choose a rights frame that will support and protect evolving forms of collective action and grassroots mobilization. Equally important is a legal scaffolding that can be used to tell stories that move hearts and minds and inspire media coverage and public support. So far, activism directed at economic justice and income inequality has not found a legal frame that connects it to democracy and leverages the power of the group. The constitutional right of assembly could provide that framework.
More than a decade ago, Senator John Edwards captured the shame of our economic and social stratification with the phrase, “two Americas”—one rich and one poor, one living on high ground and the other stranded on flooded ground in New Orleans during Hurricane Katrina. The dramatic expansion of income inequality and the racial and political polarization of America demand a strong response. These axes of polarization pose a threat to democratic government. In a democracy, if the people do not have the power to form groups and gather to express their resistance to edicts that control their economic lives, one must wonder: what does democracy mean?
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