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Issues

Income inequality has been rising for the past 35 years.

Why?

What could be done about it?
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How to measure inequality?

What are common measures?

Why is is hard to measure inequality?

3 / 37



Gini Coefficient

Source: Budria et al. (2002)

Gini coefficient: area under
Lorenz curve
.
Lorenz curve:

order people by wealth

plot fraction of wealth held
by bottom x%
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The Top 10% Pull Ahead

Figure 3: Selected Percentiles of Labor Earnings Distribution over Time

Source: Guvenen et al. 2012
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A Longer Perspective

Source: Goldin and Katz (2007)

Inequality declined until the 1950s, then rose sharply.
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Why Did Inequality Rise?



It’s not rising profits

Source: Dew-Becker and Gordon (2005)
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The College Wage Premium
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Average Wage and Salary Income by Educational Group

ERP 2011
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Skill biased technical change

Source: Jones
The college wage premium rises as the supply of skilled labor rises.
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Skill biased technical change
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Skill biased technical change

SBTC is widely viewed as a main contributor to rising wage inequality.

Demand for skilled / managerial occupations rose over time.

Potential causes:

computers
international trade

This does not account for the rising incomes within the top 10% of
the distribution
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The Top 1%



Income Shares At the Top

FIGURE II

Source: Piketty (2005)
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The top 0.1%

Source: Piketty and Saez (2007)
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Incomes at the top
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The U.S. is an outlier

Source: Gordon and Dew-Becker (2007)
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The tax system becomes less progressive
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Notes: Average tax rates calculated each year for a sample of 2005 taxpayers after adjusting
for average wage growth. Dollar figures in 2009 dollars.
Sources: Department of the Treasury, Internal Revenue Service, Statistics of Income Public
Use File 2005; National Bureau of Economic Research TAXSIM (Feenburg and Coutts 1993);
CEA calculations.

Source: ERP 2010
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Taxes

Federal taxes are getting less progressive.

Source: Piketty and Saez (2007)
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Taxes

Fun fact

In 2004, the top 1% of households paid 28% of all federal taxes.
The top 0.1% paid 11% of federal taxes.

Source: Economist, 2011
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International Data
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Source: Piketty et al. (2011)
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International comparison

Source: Piketty and Saez (2007)
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International comparison

Fun fact

In 2005 the French payroll tax rate is 67%.
This is one reason why French taxes are essentially flat.
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Explanations: Superstars

The incomes of athletes and entertainers have risen much faster than
the incomes of workers.

The top 100 celebrities earned $3.1b in 2004

3,000 major league athletes earned $2b in 2005.

For reference: the top 0.01% (13,000 people) earned $81b in total.

Incomes in major-league sports have risen by 9% per year (1987-2001).
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Superstars

Why do superstar incomes rise so fast?

Why are their incomes so high?
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CEO Pay

A unique U.S. phenomenon: The average pay of CEOs rose from 27
times average worker pay to 300 times (1973-2000).

7,500 top executives in publicly traded companies earn $48b

They account for half of the top 0.01% of income earners.

Possible explanations:

firms get larger - CEOs produce more value
corporate governance

26 / 37



CEO pay and firm size

Source: Landier and Gabaix (2008)
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CEO pay and firm size

Source: Landier and Gabaix (2008)
28 / 37



How Costly Is Redistribution?



How Costly is Redistribution?

What are the effects of higher (marginal) taxes?

30 / 37



Top Marginal Tax Rates

Top Individual Income Marginal Tax Rates 1900-2011 
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How Costly is Redistribution?
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How costly is redistribution?
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Hours Worked

Source: Alesina et al.
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Summary

High marginal tax rates distort choices: work effort, entrepreneurship,
saving, ...

Little evidence that high taxes reduce economic growth

Good evidence (which we discuss later) that high taxes reduce hours
worked

What is the optimal top marginal tax rate?
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