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1
Inequality Isn’t the Problem

To a host of thoughtful observers, economic inequality is one of our most
important problems and needs to be fixed.

The problems in rich countries are not caused by the society not being
rich enough (or even by being too rich) but by the scale of mate-
rial differences between people within each society being too big. . . .
Attempts to deal with health and social problems through the provision
of specialized services have proved expensive and, at best, only partially
effective. . . . Greater equality can address a wide range of problems
across whole societies.

–Richard Wilkinson and Kate Pickett, 20091

Extreme concentration of income is incompatible with real democracy.
Can anyone seriously deny that our political system is being warped by
the influence of big money, and that the warping is getting worse as the
wealth of a few grows ever larger?

–Paul Krugman, 20112

Inequality is the ill that underlies all the others. Like an odorless gas,
it pervades every corner of the United States. . . . Inequality creates a
lopsided economy, which leaves the rich with so much money that they
can binge on speculation, and leaves the middle class without enough
money to buy the things they think they deserve, which leads them to
borrow and go into debt. These were among the long-term causes of the
financial crisis and the Great Recession. Inequality hardens society into
a class system, imprisoning people in the circumstances of their birth—
a rebuke to the very idea of the American dream. Inequality divides us
from one another in schools, in neighborhoods, at work, on airplanes,
in hospitals, in what we eat, in the condition of our bodies, in what
we think, in our children’s futures, in how we die. Inequality makes it
harder to imagine the lives of others. . . . Inequality corrodes trust among
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fellow citizens, making it seem as if the game is rigged. Inequality pro-
vokes a generalized anger that finds targets where it can—immigrants,
foreign countries, American elites, government in all forms—and it
rewards demagogues while discrediting reformers. Inequality saps the
will to conceive of ambitious solutions to large collective problems,
because those problems no longer seem very collective. Inequality
undermines democracy.

–George Packer, 20113

We are paying a high price for the inequality that is increasingly scarring
our economy—lower productivity, lower efficiency, lower growth.

–Joseph Stiglitz, 20124

Three decades of accelerating inequality have produced a deformed
social order and a set of elites who cannot help but be dysfunctional
and corrupt.

–Christopher Hayes, 20125

As the economic gap between the plutocrats and everyone else becomes
a chasm, they are coming to inhabit their own global gated commu-
nity. . . . This increases the political myopia of the plutocrats. Add to
that ordinary greed and a society that has turned its capitalists into
popular heroes and you have an economic elite primed to repeat the
mistake of the Venetian merchants . . . to conflate its own self-interest
with the interests of society as a whole. Low taxes, light-touch regula-
tion, weak unions, and unlimited campaign donations are certainly in
the best interests of the plutocrats, but that doesn’t mean they are the
right way to maintain the economic system.

–Chrystia Freeland, 20126

Inequality of this extent—of the sort we are now experiencing—is very
dangerous for our economy and it’s very dangerous for our society and
our democracy.

–Robert Reich, 20137

Inequality is the root of social evil.
–Pope Francis, 20148
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A lot ofmoney can buy you a lot of political speech, particularly now that
the Supreme Court is systematically dismantling the limits on buying
political speech. This is a doom loop of oligarchy: wealth buys power,
power buys more wealth, more wealth means more power, more power
means more wealth, and on and on and on we go until a very small
fraction of the population has a whole lot of the power and a whole lot
of the money.

–Ezra Klein and Joe Posner, 20149

A way out of the decades of inequality . . . is the most urgent of projects.
–Jefferson Cowie, 201610

Traditionally, policy experts have focused on finding specific solutions
to one issue at a time. Medical experts seek to improve health. Crimi-
nologists formulate policies to reduce crime. Education experts design
ways to improve schools, and so on. There are surely unique aspects to
each of the societal troubles we face. But so many of them have extreme
economic inequality as a common denominator that it would be foolish
not to try to confront it directly.

–Keith Payne, 201711

The consequences of large income differences for income anxiety,
health, life satisfaction, and social mobility are clearly and strongly
negative.

–Carsten Jensen and Kees van Kersbergen, 201712

We’ve been taught . . . that the bulwark against barbarism is human
rights. But that may be mistaken. It provides a bulwark against some
barbarism. But unlike socialism or other potentially egalitarian lan-
guages, it doesn’t lead to a movement that talks about, let alone
obstructs, another barbarity of our time, which is the victory of the
rich.

–Samuel Moyn, 201813

There should be no billionaires.
—Bernie Sanders, 201914
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Runaway inequality has remade American politics, reorienting power
and policy toward corporations and the superrich. . . . The rise of
plutocracy is the story of post-1980 American politics.

–Jacob Hacker and Paul Pierson, 202015

Income and earnings disparities have risen considerably. . . . And most
people in most countries are strenuously calling for greater equality of
economic outcome and opportunity.

–Organization for Economic Cooperation and Development
(OECD), 202116

Inequality is widening, posing major moral, social, and political chal-
lenges to which policymakers must react. . . . Reacting to this evidence,
we organized a major conference on inequality at the Peterson Institute
for International Economics in October 2019. . . . There was widespread
(if often implicit) agreement on many aspects of inequality that would
have beenmore contentious some years earlier. For one thing, nobody at
the conference challenged the view that inequality is a first-order prob-
lem requiring significant policy attention. . . .We sensed amuch stronger
belief than in the past that inequality is an urgent issue and should be at
the top of policymakers’ agendas.

–Olivier Blanchard and Dani Rodrik, 202117

Inequality denial is as dangerous as climate denial.
—Thomas Piketty, 202318

Today’s extreme inequality is hampering Americans’ freedom in ways
large and small. Most children who grow up in poverty are not free
to escape it. . . . Many children are not free to achieve their potential
because they attend inadequate schools. Workers are not free to earn
wages that reflect their economic contributions. Consumers are not free
to avoid surprisemedical bills and sneakymobile phone fees. Americans
are not free to travel around the country as rapidly or easily as the cit-
izens of other affluent countries move around theirs. Nor do we live as
long as they do. In each of these cases, the main culprit is our highly
unequal economy.

–David Leonhardt, 202319

Given that extreme wealth often translates into political power, the
concentration of wealth in few hands is anathema to democracy. This
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is particularly evident in the age of Big Tech, when billionaires can gain
an outsize influence on public discourse by taking over critical media
platforms or manipulating search results.

–Kaushik Basu, 202320

Economic inequality inevitably leads to political inequality, albeit to
varying degrees across countries. In a country like the United States,
which has virtually no constraints on campaign contributions, “one
person, one vote” has morphed into “one dollar, one vote.”

–Joseph Stiglitz, 202321

The superrich stride the world like giants, and the rest of us quiver in
their wake. . . . The superrich are pirates, pillaging the common wealth.
We can and should abolish them. . . . The highest income one can earn
should be limited to, say, 10 or 20 times the minimum wage (implying
a maximum wage of $200,000 or $400,000 per year) and the maximum
wealth that anyone is ever allowed to accumulate should be limited to
roughly 200 or perhaps 400 times the median wealth (i.e., $20 million
or $40 million).

–Tom Malleson, 202322

Every billionaire is a policy failure.
—Oxfam, 202323

Time is running out for the world to implement policies that work for
the majority of us, not a handful of rich people. . . . Inequality should
be at the top of the agenda. Governments, the IMF, the World Bank,
and theUNmust find practical solutions to address the inequality crisis.
Thiswill solvemost of the challenges theworld is facing. . . . All countries
should aim for an income Gini index of 0.3 or less.

–Anthony Kamande, 202424

Rising inequality has become amajor cause for concern, even in affluent
postindustrial societies. Rising inequality contributes to rising poverty;
at any level of affluence in a society, the more unequal the distribu-
tion of resources, the higher the levels of poverty. Poverty has lasting
effects on children’s chances to develop to their full capacity, and thus
on the human capital in their generation and ultimately on the produc-
tive capacity of the society. Where in the income distribution someone
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is born profoundly shapes their options in life. If the benefits from eco-
nomic growth are captured by a small share of the population at the
top of the income distribution, even those in the middle may be held
back. A case in point is the United States, where real median household
incomes remained stagnant for some three decades while the top 1 per-
cent greatly increased their share of national income. Rising inequality
generates higher levels of relative deprivation, which is associated with
feelings of social exclusion and susceptibility to populist appeals. High
levels of income inequality are accompanied by high levels of political
inequality—e.g., in campaign financing and paying lobbyists—which
violates democratic principles.

–Evelyne Huber and John Stephens, 202425

Inequality is bad because it has bad consequences. It produces differ-
ences in social status and thereby creates stigma and undermines social
cohesion. It leads to the abuse of power and domination of the politi-
cal process by the elite, which then results in unfair policies that help
the rich more than the poor. It undermines equality of opportunity. It
generates stress and has negative effects on people’s health. . . . I am
advocating a political limit of, roughly, ten million per person. . . . Via
policies and institutional design, governments should try to make sure
that no one accumulates more money than this.

–Ingrid Robeyns, 202426

The inequality at issue here isn’t inequality between groups such as women and
men, young and old, native-born and immigrant, Black andwhite. It’s the overall
amount of inequality of income or wealth in a society—the distance between the
top and the bottom. I’ll refer to this as “income inequality” or “wealth inequality,”
though I’ll also frequently use the more generic terms “economic inequality” or
just “inequality.”

Is there a compelling case for reducing inequality in the world’s affluent
longstanding-democratic countries? If so, how high should this be on policy-
makers’ priority list?

Inequality Is Unfair

Much of what determines a person’s income and wealth—intelligence, creativity,
physical and social skills, motivation, persistence, confidence, connections,
inherited assets, discrimination—is a product of genetics, parents’ assets and
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traits, and the quality of one’s childhood neighborhood and schools. These aren’t
chosen; they are a matter of luck. A nontrivial portion of economic inequality is
therefore, arguably, undeserved.27

Is Inequality Harmful?

Historically, the belief that inequality is unfair was themain reason for objection
to it. In recent decades the source of opposition has shifted. A prominent concern
now, perhaps the dominant one, is that inequality may have harmful effects on a
range of outcomes we value, from democracy to opportunity to health andmore.

The case for inequality reduction surely is much stronger if this is true. Is it
true?

There are plausible reasons to suspect that economic inequality will have
damaging consequences. One outcome of concern is living standards. Income
inequality might reduce economic growth, the key driver of living standards
over the long term. This could be because the rich tend to save a larger share
of their income than do others, so more income inequality may yield inadequate
consumption. Or the perceived unfairness of high income inequality may cause
people to work less diligently or share less information with their managers.
Whether economic growth is fast or slow, inequality may reduce income growth
for households in the middle and at the bottom. When more of the income
growth goes to those at the top, there is less available to go to those below the top.
Another important component of living standards is household balance sheets.
Income inequality might cause middle- and low-income households to take on
more debt in an attempt to emulate spending by the affluent or simply because
their own incomes aren’t growing very rapidly.

Income inequality may interfere with a core element of democracy: equality
of opportunity to influence government policy. Those with more income can
use their money to buy political influence by lobbying, donating to campaigns,
shaping opinion through the media and think tanks, getting themselves elected
to policymaking positions, and in other ways.

A third key outcome is economic opportunity. Income can influence a variety
of things that determine children’s chances in life, including family structure,
school quality, parents’ spending, health, and neighborhoods. Greater inequality
of income may therefore result in greater inequality of economic opportunity.

One of the most common concerns about income inequality’s consequences
has to do with health and longevity. More income inequality may cause us
to stress more about our status position. Stress can harm health directly, and
it may lead people to engage in behaviors that are bad for health, such as
smoking, overeating, drug and alcohol abuse, and violence to oneself or to
others.
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Economic inequality may also hinder happiness. We tend to compare our-
selves to others, so rising income inequality might cause us to perceive that
we’re no better off than before even when living standards and well-being are
increasing.

A Focus on Countries

In assessing inequality’s effects, I’ll focus on countries. I examine developments
within the rich democratic nations and compare across them. There are many
ways we can go about assessing inequality’s consequences, but if our interest is in
the implications for government policy, we ought to privilege country-level evi-
dence. Most of the relevant levers for influencing economic inequality are at the
level of the national government. That’s why when someone hypothesizes that
less income inequalitywould improve living standards or democracy or health or
some other outcome, they typically mean less inequality in their country, rather
than in their school or workplace or neighborhood or city or region.

Some analyses of inequality’s effects look at individuals. This can be rele-
vant and helpful. A lab experiment that finds people are more likely to cheat or
to become stressed when they’re in a context of high inequality tells us some-
thing. So too can analyses of survey data from individuals. However, relying
on individual-level evidence comes with a critical limitation: we don’t know
whether effects we observe will scale up. If our aim is to guide policy, this is
very important.

Consider this example. A prominent hypothesis holds that lower tax rates
will increase economic growth. Many studies of individuals find that people
respond to financial incentives in a way that is consistent with this hypothesis.
Yet when we look at the world’s rich democratic countries, the patterns across
countries and the patterns over time within countries aren’t consistent with the
lower-taxes-are-good-for-economic-growth hypothesis.28 The incentive effect
for individuals evidently is relatively small, or it may be offset by other effects of
taxes that are conducive to growth. Either way, this information—the impact of
taxes on aggregate outcomes for the country—is what citizens and policymakers
need to know.

The same is true for inequality. If analyses of individuals find evidence
consistent with the inequality-is-harmful hypothesis, that lends support to the
hypothesis. But if the country-level evidence tells a different story, we should
be very cautious before recommending to policymakers that reducing income
inequality is a good strategy for improving living standards or opportunity or
health or some other outcome.
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The Era of Rising Inequality

Figure 1.1 shows the share of income that goes to the top 1 percent of house-
holds in each of the world’s affluent longstanding-democratic nations. This tells
us about income inequality between those at the top and everyone else. It’s
one of the two main ways social scientists typically measure income inequal-
ity. If income were distributed equally across all households, the top 1 percent of
households would get 1 percent of the income. Instead, in most of these nations
this group gets around 10 percent of the income.

These data come mainly from income tax records, and for some countries
they’re available all the way back to the 1800s.29 As we can see in figure 1.1, the
trend in top-end income inequality has shifted over time. Between the late 1800s
and the early 1900s it was increasing in most of the countries for which we have
data. Then it decreased nearly everywhere for about seventy years, from 1910
until around 1979. Since the late 1970s, inequality has risen in most countries.30

The post-1979 rise in inequality hasn’t been the same everywhere.31 The
top 1 percent’s income share has increased quite rapidly in Australia, Canada,
Denmark, Finland, Italy, New Zealand, the United Kingdom, and the United
States. It has risen less rapidly in France, Germany, Ireland, Japan, Korea, Nor-
way, Portugal, and Sweden. It’s increased only minimally or not at all in Austria,
Belgium, the Netherlands, Spain, and Switzerland. The book’s appendix has
a separate graph for each country that makes it easier to see these differing
trends.

US

Can, Ger, Ja, Ire, UK
Den, It, Sp, NZ, Kor
Por, Swe, Fin, Swi, Fr
Nor, Asl, Aus, Bel
Nth

0   

10   

20   

30%

1880 1910 1979 2019

Year

Figure 1.1 Income inequality between the top 1 percent and the bottom 99 percent
Top 1 percent’s share of income. Pretax income. Excludes capital gains. Data source: World
Inequality Database. “Asl” is Australia; “Aus” is Austria.
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The second way social scientists measure income inequality is within the bot-
tom 99 percent. The standardmeasure here is theGini coefficient, which is equal
to zero if everyone’s income is the same and 100 if a single household gets all of
the income. These data come mainly from household surveys in which people
are asked what their income was in the previous year.

Figure 1.2 shows the data for bottom-99-percent income inequality. Because
many countries didn’t begin conducting regular income surveys until the 1960s
or 1970s, these data don’t go nearly as far back in time as the top-1-percent-
income-share data. Even so, we can see the same pattern of falling inequality in
the period prior to the late 1970s and rising inequality since then.

And here too we observe a good bit of variation across the countries in the
degree to which income inequality has increased since 1979 (again the appendix
has a chart for each nation). Inequality rose sharply in Australia, Finland, Ger-
many, Japan, New Zealand, Sweden, and the United States. It rose less rapidly
in Austria, Belgium, Canada, Denmark, Italy, the Netherlands, Norway, Spain,
and the United Kingdom. It remained flat or declined slightly in France, Ireland,
Korea, Portugal, and Switzerland.

It would be nice to have a single, unified measure of income inequality. How-
ever, the data for these two measures come from different sources—one from
income tax records, the other from surveys. In recent years some analysts have
made efforts to merge them.32 But these efforts rely on a number of assumptions
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Figure 1.2 Income inequality within the bottom 99 percent
Gini coefficient. Posttransfer-posttax income, adjusted for household size. The vertical axis doesn’t
begin at zero. Data source: Frederick Solt, Standardized World Income Inequality Database,
version 9.5, using data from the Luxembourg Income Study, the OECD, and other sources. “Asl” is
Australia; “Aus” is Austria.
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Figure 1.3 Level of income inequality within the bottom 99 percent and level of
income inequality between the top 1 percent and the bottom 99 percent
Average for the years 1979 to 2019. For data description and sources, see figures 1.1 and 1.2. “Asl” is
Australia; “Aus” is Austria. The correlation is +.46.

and imputations. We don’t yet know how valid and reliable these combined
measures are.

More important, perhaps, there are a number of countries for which these
two measures of inequality, which focus on different points in the income dis-
tribution, tell differing stories. Figure 1.3 shows the average top 1 percent income
share by the average bottom-99-percentGini across the countries over the period
from 1979 to 2019. These two measures are positively correlated—nations that
are higher on one of the measures tend to be higher on the other. But the corre-
lation isn’t especially strong. The same is true when we look at change over this
period, shown in figure 1.4. Indeed, here the correlation is even weaker. Quite a
few countries that had relatively little rise on one measure of income inequality
saw much greater increase on the other measure.

Given these considerations, it makes more sense to examine income inequal-
ity’s effects using these two separate measures rather than a single combined
measure. That’s what I’ll do throughout the book.

Reducing Inequality Probably Won’t Do Much to Solve Other
Problems

I examine the country evidence on the effect of income inequality on living stan-
dards, democracy, equality of opportunity, longevity, and happiness (chapters 2
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Figure 1.4 Change in income inequality within the bottom 99 percent and change
in income inequality between the top 1 percent and the bottom 99 percent
Change from 1979 to 2019. Rather than calculate pure change scores (ending-year value minus
beginning-year value), I regress each variable on year to calculate average yearly change and then
multiply by 40 (the number of years). This avoids potential problems due to quirks in beginning or
ending values. For data description and sources, see figures 1.1 and 1.2. “Asl” is Australia; “Aus” is
Austria. The correlation is +.31.

through 7). As it turns out, support for the notion that reducing inequality will
improve other outcomes is underwhelming.

Rich democratic nations with higher levels of income inequality or larger
increases in income inequality haven’t tended to have slower economic growth,
lower or slower-growing household income, or worse household balance sheets.

Government policy decisions tend to reflect the preferences of people with
high incomes more than those of people with middle or low incomes. That’s
inconsistent with what we’d like in a democracy—equal opportunity for politi-
cal influence. However, in the United States, which has experienced a large rise
in income inequality since the late 1970s, the amount of inequality in politi-
cal influence hasn’t increased. Nor does it appear to differ notably from other
nations that have far lower levels of income inequality. So even if the United
States was able to reduce income inequality back to the level of the late 1970s, its
lowest level ever, there is little reason to expect that would reduce inequality of
political influence.

There are a number of pathways through which income inequality might
increase inequality of opportunity, from family structure to family expenditures
to schools and neighborhoods. Yet evidence that reducing income inequality will
significantly reduce inequality of opportunity is quite thin.
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The notion that income inequality is harmful for health has received substan-
tial attention from researchers, and some now take it for granted that inequality
reduces longevity. But the country evidence offers very little support for this
conclusion.

Does income inequality and its rise account for why the rich democratic
nations have had so little improvement in life satisfaction since the 1970s despite
rising incomes and living standards? Inequality might be a contributor, but if so
it appears to be a minor one.

None of this tells us that inequality isn’t a problem. But it does strongly sug-
gest that inequality isn’t the problem. Reducing income inequality isn’t likely to
significantly boost living standards for the poor or the middle class. It probably
won’t do much to equalize political influence. It’s unlikely to help much with
equalization of economic opportunity. It probably won’t make much difference
for our health. And it’s doubtful that it will facilitate a rise in happiness.

We have less data with which to assess the consequences of wealth inequal-
ity (chapter 10). But two key facts from the country experience recommend
skepticism about the wealth-inequality-is-harmful hypothesis. One is the suc-
cess of the Nordic countries in creating good outcomes despite comparatively
high wealth inequality. The other is the massive advance in well-being in France
over the past two centuries despite the small and stagnant wealth share held by
the bottom half of the French population.

We’re likely to make more progress in living standards, democracy, opportu-
nity, health, and happiness by pursuing these outcomes directly, rather than by
hoping to achieve them indirectly via a reduction in income inequality or wealth
inequality.

Within-Country Inequality and Global Inequality

Egalitarians have tended to focus on economic inequality within countries.33
That’s understandable. Most of the available inequality data are for countries,
and inequality-shaping policy is made mostly by national governments. How-
ever, new data suggest that in recent decades global income inequality has been
decreasing even as inequality within most of the rich democratic nations has
been rising (chapter 9).

A key contributor to the decline in worldwide inequality is globalization—in
particular, trade between poor countries and rich ones andmigration from poor
countries to rich ones. But trade and migration tend to boost income inequality
within rich nations. Egalitarian policymakers in the rich democracies therefore
must, at least to some extent, prioritize one type of inequality reduction over the
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other. Fairness considerations lean strongly in favor of prioritizing worldwide
equality rather than equality within the affluent nations.

Inequality Reduction Should Be a Secondary Goal

Much of the gap in income and wealth between people is undeserved, because
most of what determines where each of us ends up on the socioeconomic ladder
is beyond our control. Less economic inequality would be fairer. Moreover, lots
of people would like there to be less inequality (chapter 8). Reducing inequality
of income and wealth is therefore a sensible goal. I’ll offer suggestions for how
to do this (chapter 12).

At the same time, inequality reduction shouldn’t be a top-level priority
(chapter 11). We don’t need the Gini coefficient or the top 1 percent’s income
share to be among our headline economic and social indicators. We don’t need
to enact a policy whereby tax rates shift automatically in order to hold income
inequality at a constant level. I don’t thinkwe should impose a cap on the amount
of income or wealth a person can have. It wouldn’t be wise to decrease spending
on government services in order to fund a universal basic income, even though
doing so would sharply reduce income inequality. And while widespread home-
ownership is an effective way to reduce wealth inequality, we should hesitate to
encourage that.

Our principal aim should be to make people’s lives better, especially by bring-
ing up the floor of living standards andwell-being. A key element of this is public
goods and services. These don’t show up in measures of income or wealth, so
they don’t contribute to reduction of income inequality or wealth inequality.
But they matter greatly for our capabilities and quality of life.
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Is Income Inequality Bad for Living

Standards?

For a growing number of observers, the chief concern about income inequality
is that it may have harmful effects on a range of outcomes we value. Does it?

Chapters 2 through 7 examine the evidence. In this chapter I look at the
effect of income inequality on living standards. Chapter 3 explores democ-
racy. Chapter 4 examines opportunity. Chapter 5 turns to health. In chapter 6
I look at happiness. Chapter 7 draws conclusions and considers some potential
objections.

How Should We Assess Income Inequality’s Effects?

I examine twenty-one affluent longstanding-democratic nations for which we
have data on income inequality and on many of the outcomes of interest: Aus-
tralia, Austria, Belgium, Canada, Denmark, Finland, France, Germany, Ireland,
Italy, Japan, Korea (South), the Netherlands, New Zealand, Norway, Portugal,
Spain, Sweden, Switzerland, the United Kingdom, and the United States.

Data are available for some middle-income and poor countries as well. But
it doesn’t make sense to include them because inequality’s effects are likely to
be very different in rich countries than in poor and middle-income ones. For
instance, in less-affluent countries, income inequality tends to reduce economic
growth,1 but the ways in which it does so are specific to those countries. It ham-
pers educational attainment, as parents force their children to work instead of
going to school, and it fosters political instability. Neither of these causal paths
applies in rich democracies. Few families keep their children out of elementary
or secondary school due to financial need, and governments aren’t threatened
or toppled by groups demanding less inequality. If we want to understand the
impact of income inequality in affluent democratic nations, we need to confine
the analysis to such nations.2

Much existing country-level study of the effects of income inequality is com-
parative but static; it is based on patterns across countries at a single point in
time. These “cross-sectional” correlations can be informative, but they also can
be misleading, because nations differ culturally and in other ways that we can’t
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measure very well and that might be the true cause of differences in outcomes
such as economic growth, opportunity, or happiness.

Imagine we want to know the effect of a vitamin supplement on people’s
health. One approach would be to collect information from a large number of
people about whether they take the vitamin supplement and about their health.
Suppose we do this and we find that people who take the supplement tend to
have better health. It could be a mistake to conclude that the supplement caused
the better health, because those who take the supplement may differ from those
who don’t in ways that contribute to good health. Similarly, countries with lower
income inequality may differ from countries with higher inequality in a variety
of ways that affect economic, social, and political outcomes.

A better design for testing the impact of the vitamin supplement is to measure
the health of a set of people, then have a randomly selected subset of them take
the supplement, and then measure everyone’s health again at a later point in
time. If those who began taking the vitamin supplement see their health improve
more than those who didn’t take the supplement, we can have greater confidence
that the vitamin has a genuine causal effect on health.

We can’t do this kind of experiment with countries, but we can approximate it.
As we saw in chapter 1, the degree to which income inequality changed between
1979 and 2019 varies markedly across the rich democratic countries. This varia-
tion in changes—this “difference in differences,” as statisticians call it—is useful
for analytical purposes. If nations with larger increases in inequality experi-
enced greater worsening of an outcome than countries with smaller increases in
inequality, we can be more confident that inequality has a causal effect. A corre-
lation between changes in the hypothesized cause and changes in the outcome
is less likely to be caused by culture or other constant, potentially influential,
difficult-to-measure differences between countries.3

A difference-in-differences approach is appropriate when we have signifi-
cant over-time change in the hypothesized cause, when there is variation across
nations in that change, andwhen the change ismainly unidirectional rather than
up and down. For income inequality in the world’s rich countries during the
period from 1979 to 2019, all three of these conditions apply (see figures 1.1
through 1.4 in chapter 1).

Effects of income inequality are likely to take a while to play out, so I focus on
change over the full period of rising inequality, from 1979 to 2019, rather than
change over a single year or a few years. Four decades should be a sufficiently
lengthy time period for an impact of income inequality to show up if one exists.
Both 1979 and 2019 were business-cycle peak years, so they are useful starting
and ending points.

For each of the outcomes, I try controlling for some other potential influences:
change in gross domestic product (GDP) per capita, change in educational
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attainment, change in the elderly population share, and change in the immi-
grant population share.4 To keep the presentation simple, I mention this only
when adding such controls alters a finding.

Does Income Inequality Reduce Economic Growth?

Let’s begin with economic growth, the most important determinant of living
standards over the long run.5 It has become increasingly common to conclude
or assert that income inequality reduces economic growth.6

There are several hypotheses about why inequality might be bad for growth
in affluent democratic nations.7 One points to the fact that consumer demand
is important for growth. The rich spend a smaller fraction of their income than
the middle class and the poor, so if a larger share of income goes to those at
the top, consumer demand may weaken. On the other hand, investment also is
important for growth, and those with high incomes tend to save and invest more
than the middle class and the poor. We don’t know what mix of consumption
and investment is best for economic growth, so while it’s perfectly reasonable
to suspect that a rise in income inequality will move us away from the optimal
point, this suspicion has to take a back seat to the data.

A second way in which income inequality might reduce economic growth is
that if people perceive the distribution of pay and income to be unfair, their
resentment may spur productivity-decreasing behavior. They may not work as
hard. They may be less likely to share valuable information with management.
They may be more likely to steal from their employer. However, while there are
supportive experiments and anecdotes,8 we don’t have economy-wide evidence
that more inequality tends to result in less productive workers.

Third, income inequality may increase the likelihood of financial crises that
reduce economic growth in the short or long run. Households with stagnant
incomes might increase borrowing in order to sustain consumption growth,
eventually leading to unsustainable debt levels. Or as the rich get a larger and
larger portion of the income, they may end up with excess savings, fueling spec-
ulative investment and financial bubbles. Or the rich might use their money and
consequent political influence to press policymakers to loosen regulations on
finance. This too could lead to bubbles.

Then again, the most comprehensive study of financial crises across coun-
tries and over time concludes that “the history of systemic banking crises in
different countries around the world does not suggest that either rising or high
inequality is a significant causal factor.”9 What about the 2008 financial crisis
in particular? While analysts continue to debate its causes, there are grounds
for skepticism about income inequality’s contribution.10 In the United States,
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the epicenter of the crisis, there was growing demand for loans by middle- and
low-income households, but that may have been driven more by the rising cost
of homes and college, along with relaxed lending standards and the availabil-
ity of home equity loans, than by slow household income growth. (We’ll look
more closely at this later in the chapter.) There was risky lending by financial
institutions, but this may have been spurred by the creation of new financial
instruments that appeared to spread risk andby rising pressure for profits in pub-
licly owned investment firms. Finally, the Federal Reserve could have quashed
the housing bubble, the proximate precipitant of the crisis, had it wanted to.
That it chose not to do so arguably owed more to Fed chair Alan Greenspan’s
ideological predilections than to the political influence of America’s rich.

So we have some plausible hypotheses predicting a negative impact of income
inequality on economic growth but also grounds for skepticism. What does the
country-level evidence say? Prior studies have reached varying conclusions, but
few have concluded that inequality is bad for growth.11

Figure 2.1 shows countries’ average rate of economic growth over 1979 to 2019
(vertical axes) by their average level of income inequality over that period (hor-
izontal axes). Economic growth is adjusted for countries’ starting level of GDP
per capita, because nations that begin less affluent have been able to grow more
rapidly—to “catch up”—by borrowing technology from the leading nations.12
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Figure 2.1 Income inequality and economic growth
Average for 1979–2019. Horizontal axes: income inequality. For data description and sources, see
figures 1.1–1.4. Vertical axes: average rate of growth of inflation-adjusted and purchasing-power-
parity-adjusted gross domestic product (GDP) per capita, 1979 to 2019. Economic growth is
adjusted for starting level of GDP per capita; the vertical-axis measure is the residuals from a
regression of average economic growth on 1979 level of GDP per capita. + = growth; ++ = faster
growth. Data source: OECD, “Growth in GDP per Capita, Productivity, and ULC,” stats.oecd.org.
“Asl” is Australia; “Aus” is Austria. The lines are linear regression lines.
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The vertical axis is the same in both charts. The horizontal axis in the chart on
the left uses income inequality between the top 1 percent and everyone else,
while in the chart on the right it uses income inequality within the bottom 99
percent.

If the inequality-is-harmful hypothesis is correct, the pattern of countries
should slope down to the right—countrieswith greater income inequality should
have lower (catch-up adjusted) economic growth. However, that’s not what we
observe. Neither chart suggests that economic growth has been any slower in
high-inequality countries than in low-inequality ones. Each chart includes a
regression line that summarizes the association between income inequality and
economic growth. The fact that these lines are flat tells us the two things aren’t
correlated with one another.

Figure 2.2 switches from levels to changes. It shows the association between
changes in income inequality and changes in economic growth between 1979
and 2019. Most of these countries experienced a decline in economic growth
during this period. The inequality-is-harmful hypothesis predicts that economic
growth will have decreased more in countries with larger increases in income
inequality. But that didn’t happen. There was a similar decrease in economic
growth in countries with little or no change in income inequality, in those with
small or moderate increases in inequality, and in those with large increases in
inequality.
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Figure 2.2 Change in income inequality and change in economic growth
Change from 1979 to 2019. Horizontal axes: change in income inequality. For data description
and sources, see figures 1.1–1.4. Vertical axes: change in the rate of growth of inflation-adjusted
and purchasing-power-parity-adjusted gross domestic product (GDP) per capita. The values on
both axes are for average change per year multiplied by 40. Data source: OECD, “Growth in GDP
per Capita, Productivity, and ULC,” stats.oecd.org. “Asl” is Australia; “Aus” is Austria. The lines are
linear regression lines.
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Overall, the experience of the rich democracies suggests that income inequal-
ity hasn’t tended to be bad for economic growth.

It’s also worth emphasizing that, contrary to much theorizing from a gen-
eration ago,13 there is no indication in the data that inequality is good for
growth.

Does Income Inequality Reduce Low-End Household Income
Growth?

If the rich or the uppermiddle class capture a large share of a country’s economic
growth, the incomes of low-end households are likely to increase more slowly
than economic growth allows. This is a matter of simple arithmetic. As the pie
grows, the poor’s slice may increase in absolute size, but not as much as it would
if the pie were divided more equally.

Now, this could be offset if rising income inequality causes economic growth
to increase. If that were to happen, the faster increase in the size of the pie might
compensate for the shrinking share of the pie going to those at the bottom. But
as we saw in the previous section, there is no indication that income inequality
has, in fact, produced faster economic growth in the world’s affluent democratic
countries.

Another potential counteracting force is government redistribution. An influ-
ential hypothesis holds that if the market distribution of income becomes more
unequal, policymakers will respond by increasing redistribution, thereby offset-
ting part or all of the shortage of income growth suffered by the poor.14 This
is because when income inequality goes up, the median voter will benefit from
an increase in redistribution, and this hypothesis predicts that governments will
acquiesce to the median voter’s wishes.

On the other hand, a greater income gap between the rich and the poor might
reduce empathy on the part of the affluent, give them more incentive to lobby
against redistribution (they have more to lose), and enhance their influence on
policymaking.15

So what has happened to the incomes of low-end households during the
era of high and rising income inequality? Figure 2.3 shows income levels of
households at the tenth percentile (p10) of the income distribution by income
inequality levels. In the chart on the left, we see little if any association with
inequality measured as the share going to the top 1 percent. In the chart on the
right, with inequality measured within the bottom 99 percent, there is a fairly
strong negative correlation. In nations with greater bottom-99-percent income
inequality, the incomes of poor households tend to be lower, which is what the
inequality-is-harmful hypothesis predicts.
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Figure 2.3 Income inequality and low-end household incomes
Average for 1979–2019. Horizontal axes: income inequality. For data description and sources, see
figures 1.1–1.4. Vertical axes: posttransfer-posttax income at the tenth percentile of the income
distribution. The incomes are adjusted for household size and then rescaled to reflect a
three-person household, adjusted for inflation, and converted to US dollars using purchasing
power parities. The numbers on the vertical axis are thousands of US dollars; “33” = $33,000. Data
source: Luxembourg Income Study, “LIS Key Figures.” “Asl” is Australia; “Aus” is Austria. Japan,
Korea, New Zealand, and Portugal are missing due to limited data. The lines are linear regression
lines.

This could, however, owe to characteristics of particular countries—especially
those that have higher inequality and lower p10 incomes, such as the United
States, the United Kingdom, Italy, and Spain. So it will help to examine changes
over time. The charts in figure 2.4 show changes in low-end household incomes
by changes in income inequality. Here we see no association at all. Countries
with larger increases in income inequality haven’t tended to experience slower
growth of low-end household incomes.16

Why is that? Although we often think of economic growth trickling down
to low-end households via rising employment and rising wages, since the late
1970s government transfers have played a more prominent role. This shouldn’t
surprise us. In most rich countries 20 to 35 percent of all households have no
earnings, and this includes quite a few people on the low rungs of the income
ladder. They are disabled, sick, caring for children or other family members,
temporarily unemployed, or elderly. They rely heavily on government transfers,
and so their incomes rise to the extent that those transfers rise.17

Policy choices about whether to increase government transfers to low-income
households have been largely independent of income inequality. The contrast
between theUnited States and theUnited Kingdom is illustrative. Both countries
have had comparatively high and rising income inequality in the period since the
late 1970s. But whereas government transfers to the poor increased only a little
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Figure 2.4 Change in income inequality and change in low-end household
incomes
Change from 1979 to 2019. Horizontal axes: change in income inequality. For data description
and sources, see figures 1.1–1.4. Change in posttransfer-posttax income at the tenth percentile of
the income distribution. The incomes are adjusted for household size and then rescaled to reflect a
three-person household, adjusted for inflation, and converted to US dollars using purchasing
power parities. The numbers on the vertical axis are thousands of US dollars; “20” = $20,000. Data
source: Luxembourg Income Study, “LIS Key Figures.” “Asl” is Australia; “Aus” is Austria. Japan,
Korea, New Zealand, and Portugal are missing due to limited data. The lines are linear regression
lines

in the United States, in the United Kingdom they rose sharply, at least during the
New Labour governments between 1997 and 2010. Those governments, headed
by Tony Blair and Gordon Brown, focused much of their rhetoric on employ-
ment and economic opportunity, but they also increased benefits and reduced
taxes for low earners, single parents, and pensioners.18

In short, changes in government transfers have been the chief determinant of
changes in low-end household incomes in the rich democratic nations over the
past several decades, and political decisions, rather than income inequality, have
determined the degree to which those transfers increased. As a result, income
inequality has had no systematic impact on the incomes of low-end households.

Does Income Inequality Reduce Middle-Class Household
Income Growth?

Disproportionately large income gains at the top may come at least partly at the
expense of those in the middle, resulting in slower middle-class income growth
than would have been the case in the absence of high inequality.19

Figure 2.5 shows middle-class income levels by income inequality levels. On
the vertical axis of each chart is posttransfer-posttax income for themedian (p50)
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Figure 2.5 Income inequality and middle-class household incomes
Average for 1979–2019. Horizontal axes: Income inequality. For data description and sources, see
figures 1.1–1.4. Vertical axes: Posttransfer-posttax income at the fiftieth percentile (median) of the
income distribution. The incomes are adjusted for household size and then rescaled to reflect a
three-person household, adjusted for inflation, and converted to US dollars using purchasing
power parities. The numbers on the vertical axis are in thousands of US dollars; “63” = $63,000.
Data source: Luxembourg Income Study, “LIS Key Figures.” “Asl” is Australia; “Aus” is Austria.
Japan, Korea, New Zealand, and Portugal are missing due to limited data. The lines are linear
regression lines

household. On the horizontal axis is the average level of income inequality. Nei-
ther chart shows the predicted negative association. Nationswith greater income
inequality don’t tend to have lower middle-class incomes. (In the first chart the
line slopes slightly upward, but that’s due entirely to a single country, the United
States, and so isn’t representative of the broader pattern across the countries.)

The same is true when we turn to changes, in figure 2.6. Countries with larger
increases in income inequality haven’t tended to experience smaller increases in
middle-class incomes. Studies examining shorter time periods have reached a
similar conclusion.20

Does Income Inequality Worsen Household Balance Sheets?

Rising income inequality may cause households to reduce their saving, increase
their borrowing, and thereby run up debt. There are two ways this can
happen.

One is that low- andmiddle-income households borrowmore in order to keep
their absolute consumption increasing in the face of slow income growth.21 Peo-
ple come to expect a certain rate of increase in their spending over time, and
when this expectation is frustrated due to stagnant or slowly rising earnings, they
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Figure 2.6 Change in income inequality and change in middle-class household
incomes
Change from 1979 to 2019. Horizontal axes: Change in income inequality. For data description
and sources, see figures 1.1–1.4. Change in posttransfer-posttax income at the fiftieth percentile
(median) of the income distribution. The incomes are adjusted for household size and then
rescaled to reflect a three-person household, adjusted for inflation, and converted to US dollars
using purchasing power parities. The numbers on the vertical axis are in thousands of US dollars;
“38” = $38,000. Data source: Luxembourg Income Study, “LIS Key Figures.” “Asl” is Australia;
“Aus” is Austria. Japan, Korea, New Zealand, and Portugal are missing due to limited data. The
lines are linear regression lines.

turn to borrowing as a substitute. We’ve just seen, however, that the country evi-
dence suggests no systematic tendency for income inequality to reduce economic
growth or low-end ormiddle-class household income growth, so this hypothesis
seems unlikely to play out.

The second is thatmiddle-class households borrowmore in order tomaintain
or improve their relative position in the status hierarchy, especially in hous-
ing.22 Housing is a “positional” good. To a greater degree than for goods such
as toothpaste and cereal, people’s happiness with their home depends on how it
compares to other homes. Rapidly rising income inequality allows thewell-to-do
to purchase increasingly large and elaborately equipped homes. Because hous-
ing satisfaction depends on relative comparison, middle-class homebuyers and
homeowners may feel compelled to follow suit, leading to dramatic increases in
home prices and housing expenditures. To afford these expensive homes and
home renovations, middle-class buyers might have no choice but to take on
higher and higher levels of debt.23

For comparing across countries, the best measure of household borrowing
is savings as a share of household disposable income. Increased borrowing will
show up as reduced saving. Figure 2.7 plots average levels of household saving by
levels of income inequality. There is no noteworthy correlation. Figure 2.8 shows
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changes in household saving by changes in income inequality. (Change here is
measured over 1995 to 2019, because household savings data for several coun-
tries begin in 1995.) Once again there is no association. So the cross-country and
over-time experience of the rich democratic nations doesn’t suggest that income
inequality is bad for household balance sheets.
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Figure 2.7 Income inequality and household saving
Average for 1979–2019. Horizontal axes: income inequality. For data description and sources, see
figures 1.1–1.4. Vertical axes: net household saving as a share of disposable household income.
Data source: OECD, “Household Savings,” data.oecd.org. “Asl” is Australia; “Aus” is Austria. The
lines are linear regression lines.
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Figure 2.8 Change in income inequality and change in household saving
Change from 1979 to 2019. Horizontal axes: change in income inequality, 1979 to 2019. For data
description and sources, see figures 1.1–1.4. Vertical axes: change in net household saving as a
share of disposable household income, 1995 to 2019. Data source: OECD, “Household Savings,”
data.oecd.org. “Asl” is Australia; “Aus” is Austria. The lines are linear regression lines.
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Let’s lookmore closely at theUS experience. Studies focusing on the 1990s and
2000s, which featured the housing bubble and the 2008–9 financial crisis, have
tended to conclude that income inequality contributed to a rise in household
borrowing anddebt.One study found that from1995 to 2007Americanswho live
in commuting zones with higher income inequality were likely, if they moved,
to move to a more expensive home and to take on more debt.24 Another found
that changes in income inequality within the bottom 99 percent between 1990
and 2000 were correlated with changes in the rate of nonbusiness bankruptcy
filings.25 And as income inequalitywas rising in theUnited States, average house-
hold saving as a share of disposable household income decreased—from 12
percent in the 1970s to 10 percent in the 1980s to 8 percent in the 1990s to 5
percent in the 2000s.26

However, other empirical patterns in the United States are inconsistent with
the inequality-is-harmful hypothesis. First, in the 1990s and 2000s low-income
households in high-inequality regions borrowed relatively less, not more, than
their counterparts in low-inequality regions.27 And second, household saving in
the United States rose to 8 percent in the 2010s, the same level as in the 1990s,
even though income inequality was much higher in the 2010s than in the 1990s.
Indeed, figure 2.9 shows that household debt service payments as a share of
household disposable income, which is perhaps the best indicator of the debt
position of American households, decreased in the 2010s to their lowest level
since 1980.
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Figure 2.9 Household debt service payments as a share of disposable personal
income, United States
Total required household debt payments (for mortgage debt and consumer debt) as a share of total
disposable household income. Data source: St. Louis Federal Reserve, FRED database, series
TDSP.
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If it wasn’t income inequality that caused the drop in saving and the rise in
debt in the United States in the 1980s, 1990s, and 2000s, what was the cause?
An alternative hypothesis points to the increase in the supply of available credit.
Beginning in the early 1980s, US financial firms became increasingly aggressive
in developing new and augmented financial products and marketing them to
investors and consumers.28 This included smaller down payments for mortgage
loans, access to home equity loans and lines of credit, and reductions in the strin-
gency of criteria bywhich borrowers’ creditworthiness was assessed. These shifts
sharply boosted Americans’ access to credit, and in doing so they contributed to
a loosening of their attitudes toward borrowing and financial risk.29

Is Income Inequality Bad for Living Standards?

There are plausible hypotheses about why income inequality might slow eco-
nomic growth, reduce income growth for poor and middle-class households,
and increase household borrowing and debt. But the comparative experience of
the world’s rich longstanding-democratic countries in the era of rising inequality
suggests little reason to think that inequality has had these effects.



3
Does Income Inequality Degrade

Democracy?

Democracy is a system of decision-making in which people have approximately
equal opportunity to influence government policy.1 Economic inequality can
make the political system less democratic, because those with more money are
likely to be able to exert disproportionate influence over policymaking. How
strong is this effect? How much does inequality matter?

I focus in this chapter largely, though not exclusively, on the United States.
Although that’s due to data limitations, the US case happens to be a useful one to
explore. Income inequality between the rich and the nonrich is greater in Amer-
ica than in other countries, and it has increased sharply since the late 1970s,
as we saw in chapter 1. The same is true for wealth, as we’ll see later in the
book. As top-end economic inequality grows, a country like the United States
may increasingly get government by the affluent.

The Inequality-Is-Harmful Hypothesis

There are five main ways that people with more income, along with companies
they own or control, can deploy money to increase their influence over poli-
cymakers’ decisions. First, they can donate to politicians and political parties.
Election campaigns are expensive, and private donations account formost of the
money that campaigns spend. Expenditures in US elections totaled more than
$16 billion in 2020 and in 2024, up from $5 billion in 2000.2 Americans in the
top 0.01 percent of incomes account for about 40 percent of campaign contri-
butions.3 It wouldn’t be surprising to find that candidates and elected officials
listen most attentively to the policy preferences of their most generous donors.

Second, affluent Americans can run for office themselves. More than half
of the 535 members of the Senate and the House of Representatives have a
net worth of more than $1 million.4 A billionaire, Donald Trump, succeeded
in getting elected president in 2016 and 2024, and fellow billionaires Michael
Bloomberg and Tom Steyer ran for the Democratic Party nomination in 2020,
albeit unsuccessfully.
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Third, the rich and their companies can spend money to lobby elected poli-
cymakers. Lobbying expenditures in the United States total about $3.5 billion
each year, and they increased sharply in the 2000s before leveling off in the
2010s.5

Fourth, those with money can fund organizations and movements that pres-
sure policymakers in other ways—calling their office, showing up at town hall
meetings, generating online petitions, canvassing voters, marching in the streets.

Fifth, affluent Americans can use their money to influence ideas. They can
finance research. They can establish and fund think tanks. They can create or
buy media outlets. They can sponsor and promote like-minded opinion leaders.

The inequality-is-harmful hypothesis predicts that as income and wealth
inequality have increased since the late 1970s, the political influence of those at
the top will have risen in tandem.6 Indeed, the United States could now be stuck
in a plutocratic “doom loop”—economic inequality rises, causing an increase
political inequality, which leads to policies that further increase economic
inequality—from which there is no escape.

Yet money in politics surely is subject to diminishing returns. There was
considerable economic inequality in the United States in the late 1970s. In all
likelihood, America’s affluent already had a good bit more political influence
than the rest of the citizenry at that point in time, and it’s conceivable that their
advantage had reached its maximum. If so, then even though the rich have got-
ten a rising share of the country’s income and wealth during the ensuing four
decades, this might not have increased their advantage in influencing policy
decisions.

What kinds of things would we expect to observe if the inequality-is-harmful
hypothesis is correct? Do we observe them?

Do America’s Rich Have Disproportionate Political Influence?

Scholars have been researching the political influence of economic elites since
the middle of the twentieth century. Studies have tended to focus on individ-
ual policies, or sometimes on a handful of related policies. This is helpful,
but to really answer the question we need a more comprehensive analysis.
Unfortunately, we have very little.

In one of the few attempts at a comprehensive study, Larry Bartels uses pub-
lic opinion survey data to identify the policy preferences of Americans in three
income groups: low, middle, and high.7 He then examines the degree to which
these opinions correlate with votes by people’s elected representatives in the
House and the Senate in the early 1990s and early 2010s. Bartels concludes
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that policymakers’ voting tends to correspond much more closely to the desires
of people with high incomes than to the wishes of those with middle and low
incomes. This kind of study is a big advance, in that it gives us evidence on the
influence of different income groups across an array of policies and issues. But
legislators’ voting may or may not translate into actual policy decisions.

In his book Affluence and Influence, Martin Gilens takes this next step.8 He
begins by measuring the policy preferences of high-income, middle-income,
and low-income Americans in public opinion surveys from 1981 through 2002.
Where the preferences of people at these various income levels differed, Gilens
looks to see whether policy changed over the ensuing four years, and if so
in what direction. The data include a total of 1,779 policy outcomes. Gilens
finds that policy decisions have been more likely to conform to the expressed
preferences of high-income Americans than of middle-income or low-income
Americans.

So yes, Americans withmore income do seem to havemore political influence
than those with less income, as the inequality-is-harmful hypothesis predicts.

However, there are caveats. First, high-income Americans had a different pref-
erence than middle-income Americans on only 10 percent of the policies Gilens
studied.9 So the advantage in political influence held by those with high incomes
is relevant for a fairly small number of policy choices.

Second, research has uncovered very little evidence that campaign contribu-
tions and lobbying influence policy decisions.10 There are, as I noted earlier,
other pathways through which money can affect policy, but it’s surprising that
researchers haven’t identified a connection via the campaign donation and
lobbying routes.

Third, despite the heroic efforts of Gilens and some others, social scientists
don’t yet have the evidence we really would want for testing the inequality-is-
harmful hypothesis. For one thing, much of the discussion of inequality’s impact
on democracy focuses on top incomes, but the sample sizes in public opinion
surveys are too small to get an accurate reading of the views of this group. There
aren’t enough top-1-percenters in the survey. Thus, “high income” in Gilens’s
analysis refers to roughly the ninetieth percentile of the income distribution
rather than the top.

Also, the policy decisions in Gilens’s data are limited to those that public
opinion surveys have asked about. This leaves out a lot of policy. An alterna-
tive strategy is to begin with the full array of potential policy changes and study
a random sample of them. Paul Burstein uses this approach in a recent study.11
He begins with all of the policy proposals considered by Congress during the
1989–90 legislative session, draws a sample of 60 (manifested in a total of 417
bills), and then tracks their fate. Unfortunately, he, like Gilens, is unable to
identify the views of rich Americans. And his data cover only two years.



DOES INCOME INEQUALITY DEGRADE DEMOCRACY? 31

It probably doesn’t make sense to weight all potential policy changes equally,
since both affluent and ordinary Americans likely care much more about some
than others. In a statistical analysis this can be handled by differentially weight-
ing the cases.

An ideal database probably would be something like Burstein’s. However, it
would cover many more years. It would cover not just legislation but also execu-
tive branch actions such as implementation of laws and regulations and issuance
of executive orders. And it would include information about the policy prefer-
ences not only of people with high incomes but also those at the very top of the
income distribution.

In the absence of this ideal database, I agree with Larry Bartels that “Gilens’s
work provides the best evidence we have regarding the responsiveness of the
American political system to the preferences of its citizens.”12 Gilens’s find-
ings suggest, consistent with the inequality-is-harmful hypothesis, that higher-
income Americans very likely do have disproportionate influence on policy
decisions.

Has the Gap in Political Influence Between the Rich and the Rest
Increased as Economic Inequality Has Increased?

Income inequality in theUnited States has increased sharply since the late 1970s.
If the inequality-is-harmful hypothesis is correct, this rise in economic inequal-
ity should have led to a rise in inequality of political influence during these past
four decades.

But in a study tracing policy wins by rich Americans and by business in recent
decades, Jacob Hacker and Paul Pierson don’t find a rise in the frequency of
such wins.13 Nor do Gilens’s Affluence and Influence data suggest an increase in
inequality of political influence. In addition to his core period of 1981 to 2002,
Gilens examines the correlation between income and political influence for a
selection of earlier and later years. He finds that the gap in influence between
high-income Americans and those withmiddle or low incomes was small during
the Johnson presidency in the 1960s, larger during the presidencies of Reagan
and Clinton in the 1980s and 1990s, but then smaller during George W. Bush’s
presidency in the 2000s.14 Christopher Wlezien and Stuart Soroka conduct an
analysis similar to Gilens’s and covering the years 1972 to 2008, though for a rel-
atively small set of policies. They too find no indication of a rise in policymakers’
disproportionate responsiveness to Americans who have higher incomes.15

This isn’t the finalword. It’s possible thatwhen someone updatesGilens’s anal-
yses through the 2010s (and beyond), or when researchers compile something
like the ideal database I outlined in the previous section, the data will reveal that
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the rich-versus-the-rest gap in political influence has indeed increased in concert
with economic inequality. But that isn’t what’s suggested by the best research we
have at the moment.

Is The Gap in Political Influence Between the Rich and the Rest
Larger in Nations with More Economic Inequality?

If the inequality-is-harmful hypothesis is correct, we would expect more
inequality of political influence in countries with higher levels of income
inequality. But that’s not what the evidence suggests.

There are single-country studies of the link between preferences of people
at different income levels and policy decisions in Germany, the Netherlands,
Norway, Spain, Sweden, and Switzerland.16 With the exception of Norway, these
analyses conclude that, as in the United States, when the views of higher-income
persons differ from the views of those with lower incomes, policy changes are
more likely to reflect the desires of people with more income.

There also are two cross-country analyses that look at the degree to which
policy changes tend to correspond to the expressed preferences of people at dif-
ferent income levels in an array of affluent democratic nations. Both find that,
contrary towhat the inequality-is-harmful hypothesis predicts, themagnitude of
the rich-poor disparity in policy responsiveness is quite similar across countries
that have very different levels of income inequality.17

These findings are consistent with the large research literature on why the
United States has perhaps the least expansive and generous social policy among
the rich democratic nations. That literature emphasizes culprits other than
America’s high level of economic inequality, such as its winner-take-all elections
and consequent two-party political system, its large number of government veto
points, its weak labor unions, its lack of corporatist concertation, its racial and
ethnic diversity, and its absence of a feudal history.18

Have Top-End Tax Rates, Financial Regulation, and
Unionization Decreased More in the United States Than in

Countries with Less Economic Inequality?

Top-end income inequality has increased more in the United States than else-
where. According to the inequality-is-harmful hypothesis, we should therefore
expect greater movement toward policy outcomes desired by the well-to-do in
America than in other rich democratic nations.
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Beginwith taxes. The top statutory federal income tax ratewas indeed reduced
more sharply in the United States than in most other affluent democracies. Yet
some other countries where income inequality barely increased at all, such as
Japan andNorway, made similar changes to their top statutory tax rates.19 Just as
puzzling, nearly all of the change in the United States occurred at the beginning
of the rise in income inequality, in the 1980s, rather than toward the end.

The top statutory tax rate is of limited relevance if there are numerous loop-
holes and deductions that allow the rich to shield a sizable portion of their
income from taxation. What really matters to taxpayers is the “effective” tax
rate—taxes paid as a share of pretax income. Estimates of the top effective tax
rate in the United States suggest that while it has fluctuated—decreasing under
Reagan, increasing under the first Bush and Clinton, decreasing again under
the second Bush, increasing again under Obama, and decreasing again under
Trump—it was about the same in 2017 as when Reagan entered office.20 Even
with the Trump tax cut, it remains higher than it was after the 1981 Reagan cuts.

What about financial regulation? The United States did reduce regulations
on the financial sector, but here too the most significant change occurred at the
beginning of the era of rising economic inequality, around 1980. Andmost of the
other rich democratic countries for which data are available have made bigger
deregulatory reforms in finance than America did.21

Unionization has dropped sharply in theUnited States. But that decline began
in the 1950s, long before income and wealth inequality started to rise. And since
the late 1970s, unionization rates have been falling in most affluent nations, at
about the same pace as in America.22

None of these patterns is consistent with what the inequality-is-harmful
hypothesis predicts.

Do Republicans Receive More Campaign Money Than
Democrats and Consequently Win More Elections?

Most of the money spent in political campaigns comes from private donations.
Although we have limited direct information about the policy preferences of
America’s rich, a 2011 survey suggests that they tend to have views on core eco-
nomic policy issues, such as taxes and government spending, that are much
closer to those favored by Republicans than to those of Democrats.23 It’s no sur-
prise, therefore, that the affluent have tended to givemoremoney to Republicans
and conservative groups than to Democrats and progressive groups.24

If the well-to-do favor Republicans, the inequality-is-harmful hypothesis
would expect Republican candidates to have enjoyed a steadily rising advantage
in campaign spending as income inequality has increased. But they haven’t.
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Since the late 1990s, when comprehensive and reliable data on campaign expen-
ditures begin, Democrats and their supporters have kept pace with Republi-
cans.25 That’s continued even after the Supreme Court’s 2010 Citizens United
ruling, which made it easier for donors to hide their contributions.

Nor has money led to Republican electoral dominance. Democratic candi-
dates have won the popular vote in seven of the last nine presidential elections.
It’s true that Republicans have fared better in House and Senate elections than
they did in themiddle of the twentieth century. But in that earlier era Democrats
had a big advantage because of their perceived success in dealing with the Great
Depression andWorldWar II andbecause the legacy of theCivilWar andRecon-
struction gave them a virtual monopoly in the South. By the 1990s, both of
those advantages had evaporated. And in recent decades Democrats have been
hurt in House elections by the fact that their voters are highly concentrated
in urban areas, in Senate elections by the fact that low-population conserva-
tive states such as Wyoming get the same number of seats as high-population
liberal states such as California, and in presidential elections by the Electoral
College.26

Maybe America’s plutocrats haven’t needed Republicans in order to get their
desired policies enacted. If the rich have become much more politically power-
ful, presumably they’re able to sway Democrats as well. The Clinton adminis-
tration’s embrace of financial deregulation seems to fit with this prediction. But
the fact that center-left parties in other far-less-economically-unequal countries
did the same thing suggests reason for skepticism. And trends in top income
tax rates aren’t consistent with the notion that America’s rich have been effec-
tive at getting Democrats to do their bidding. As noted earlier, while top tax
rates were reduced under Republican presidents Reagan, George W. Bush, and
Trump, under Democrats Clinton and Obama they were increased.

Have Policy Trends over the Long Run of American History
Corresponded to Trends in Income Inequality?

In their bookDemocracy in America?, Benjamin Page andMartinGilens attempt
a rough tracing of trends in economic inequality and inequality of political
influence over the long arc of American history. They conclude that there is sub-
stantial correspondence: “Economic inequality—the concentration of wealth
and income in a few hands, with a big gap between rich and poor—has risen and
fallen at various times. And democracy—popular control of government—has
tended tomove in the opposite direction.When citizens are relatively equal, pol-
itics has tended to be fairly democratic. When a few individuals hold enormous
amounts of wealth, democracy suffers.”27 Specifically, Page and Gilens say the
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federal government’s responsiveness to the policy wishes of ordinary Americans
was low in the 1790s, higher in the Jacksonian era, lower in the second half of
the 1800s, and higher in the 1950s.

It’s worth treating this conclusion with skepticism. Consider the period for
which the story seems, on the surface, most clear-cut: the second half of the
1800s. This was the era of industrialization and the Gilded Age. Inequality of
income and wealth increased significantly.28 According to Page and Gilens, this
led to a shift in government attentiveness away from commoners and in favor of
the affluent. But did key policy choices during the second half of the 1800s tend
to go against what ordinary Americans wanted, or at least what was good for
most? Slavery was outlawed. Real living standards doubled each generation.29
As government created and expanded a nationwide public education system,
average years of schooling rose steadily from four in 1870 to six in 1900 to eight
in 1930. With advances in medical knowledge and public health systems, life
expectancy jumped from thirty-nine in 1880 to fifty in 1900 to sixty in 1930.

Does Policy in American States with Greater Income Inequality
Conform More to the Preferences of the Rich?

Social scientists have compiled data on top-end income inequality not only
for countries but also for the US states.30 The twelve states in which the top 1
percent’s income share is largest include eight—New York, Connecticut, Mas-
sachusetts, California, Washington, DC, Illinois, New Jersey, and Washington
state—where Republican vote shares tend to be lowest, state tax systems are least
regressive, and state public social programs are most expansive and generous.31
That isn’t what the inequality-is-harmful hypothesis would predict.

California is a particularly striking case. Between 1979 and 2015, the share of
income going to the top 1 percent of Californians soared from 10 to 24 percent.
If the United States is on the road to plutocracy, California ought to be leading
the charge. Yet California has the least regressive tax system of any state in the
country, in part due to new taxes on high incomes added in recent years. Since
1999 California has enacted paid sick leave, paid parental leave, an automatic-
enrollment pension system for people whose employer doesn’t offer a plan, a
large Medicaid expansion (it now covers one in three Californians), an expan-
sion of Temporary Assistance forNeedy Families (TANF) eligibility, a phased-in
$15 per hour minimum wage indexed to inflation, a state Earned Income Tax
Credit, increased money for K-12 schooling funded by two tax increases on
high-income households, an array of services for residents with severe mental
illnesses, universal free school breakfast and lunch, low-cost public auto insur-
ance for persons with low income, new funds for roads and high-speed rail, a
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significant reduction in incarceration, and more. In 2018 California passed a
law requiring an end to the use of fossil-fuel-based electricity by 2045, and the
governor issued an executive order committing the state to full carbon neutrality
by that same year.32

Does Income Inequality Degrade Democracy?

The available evidence suggests that economic inequality has an impact on
inequality of political influence. America’s rich very likely have more influence
on policy decisions than the nonrich do. However, because there is a tipping
point beyond which this effect diminishes, affluent Americans may have no
more political advantage nowadays than they did in the late 1970s. If the United
States were to reduce income and/or wealth inequality to where it was in 1979,
there is little reason to be confident that this would reduce inequality of political
influence.



4
Does Income Inequality Obstruct

Opportunity?

True equality of opportunity is unattainable. Equal opportunity requires that
each person has equivalent skills, abilities, knowledge, and noncognitive traits
upon reaching adulthood, and that’s impossible to achieve. Our capabilities are
shaped by genetics, developments in utero, parents, siblings, peers, teachers,
preachers, sports coaches, tutors, neighborhoods, and a slew of chance events
and occurrences. Society can’t fully equalize, offset, or compensate for these
influences.

In fact, if we think about it carefully, few of us actually want equal opportunity,
as it would require massive intervention in home life and probably also genetic
engineering. Moreover, if parents knew everyone would end up with the same
capabilities at the end of childhood, they would have little incentive to invest
effort and money in their children’s development, and that would result in a
lower absolute level of capabilities for everyone.

What we really want is for each person to have the most opportunity possi-
ble. We should aim, in Amartya Sen’s helpful formulation, to maximize people’s
capability to choose, act, and accomplish.1 If we do that, opportunity will be
somewhat unequal but not too much.

There is no straightforward way to measure opportunity, so social scientists
tend to infer from outcomes, such as employment or earnings. If we find that a
particular group fares worse than others, we suspect a barrier to opportunity. It
isn’t ironclad proof, but it’s the best we can do. To assess equality of opportunity
among people from families with more versus less income, we look at relative
intergenerational income mobility—a person’s position on the income ladder
relative to her or his parents’ position.2

Figure 4.1 shows the degree of equality of opportunity in the United States
using this type of measure. It uses data from a large sample of Americans born
in the years 1978–83 and their parents. On the horizontal axis is the parents’
income rank—their income relative to the incomes of other parents—when the
children were in their late teens. On the vertical axis is the average income rank
of the children of those parents when the children are in their thirties. The dot
farthest to the left, for instance, shows the average income rank of childrenwhose
parents were in the lowest income percentile.
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Figure 4.1 Parents’ income rank and their children’s income rank in adulthood
United States. Horizontal axis: parents’ household income rank when the child is in her or his late
teens, in 1994–2000. Vertical axis: child’s average household income rank at age 31–37, in 2014–15.
The sample is children born in the years 1978–83. The income data are from tax filings merged
with Social Security records. Data source: Raj Chetty, Nathaniel Hendren, Maggie R. Jones, and
Sonya R. Porter, “Race and Economic Opportunity in the United States: An Intergenerational
Perspective,” Working Paper 24441, National Bureau of Economic Research, 2018, online
appendix figure 1.

In a society with perfectly equal opportunity, the data points in this chart
would form a flat line—children’s income position (rank) in adulthood would,
on average, be the same no matter what their parents’ income position was.
Instead we see a line that slopes upward. Among people whose parents were
on the bottom rungs of the income ladder, the average income ranking in young
adulthood is relatively low. Among those whose parents were in the middle, the
average is in themiddle. And persons whose parents’ income was at the high end
tend to end up toward the high end themselves.

There is some movement up and down from one generation to the next.
Among Americans whose parents were in the lowest income percentile, for
instance, the average ranking is the thirty-third percentile. This means that
among those who start at the bottom, some end up at the bottom, some end
up in the middle, and perhaps a few end up even higher. Similarly, among
children whose parents were at the top of the income distribution, the aver-
age income ranking is around the sixty-eighth percentile, which means many of
them don’t stay at the very top. Even so, the correlation between parents’ income
and children’s income is fairly strong.

To what degree, and in what ways, is income inequality the cause of this
inequality of opportunity?
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The Income-Inequality-Is-Harmful Hypothesis

A prominent hypothesis holds that income inequality is a major contributor to
inequality of opportunity. In 2013, Alan Krueger popularized this hypothesis
with a graph showing that countries with higher levels of income inequality tend
to have lower levels of relative intergenerational incomemobility. Krueger called
this pattern the “Great Gatsby curve.”3

I’ll come back to this, but first let’s examine the pathways through
which income inequality might affect inequality of opportunity. The income-
inequality-is-harmful hypothesis tends to emphasize family structure, parenting,
schooling, health, and neighborhoods.4

As in chapter 3, I focus here on the United States. It’s the nation with the high-
est level of income inequality and one of the largest increases since the late 1970s.
If income inequality is bad for equality of opportunity, we ought to observe the
impact in the United States. The United States also is a country for which there
are data that allow us to assess the hypothesized causal pathways.5

Has Rising Income Inequality Caused an Increase in Inequality of
Family Structure?

Children who grow up in a home without both of their original parents tend
to fare worse on a host of outcomes, including earnings in adulthood.6 Does
income inequality increase inequality of family structure?7

For the United States, figure 4.2 is the best picture we have of developments
over time in family structure inequality. It shows the share of American children
who aren’t living with both of their biological parents at age sixteen (near the
end of childhood). The trend is shown for three groups. We don’t have good
historical data for groups based on parents’ income, so the chart uses parents’
(mother’s) education instead. The share not living with both biological parents
has increased for all three groups, but much more for children whose parents
have less education.

Is income inequality a key cause of this divergence in family structure? Have
Americans who don’t get a four-year college degree become more likely to have
children out of wedlock or to get divorced because they are stressed by increased
income inequality or because they are trying to keep up with the Joneses or
because rising income inequality has reduced the number of available jobs that
pay decent wages? That isn’t likely. The weakening of family began in the 1960s,
and it was most pronounced in the 1970s. This preceded the rise in income
inequality.



40 IS INEQUALITY THE PROBLEM?

Less than
HS degree
HS degree or
some college

College degree
or more

0   

20   

40%

1960s 70s 80s 90s 2000s 10s

Decade

Figure 4.2 Children not living with both biological parents at age sixteen by
mother’s education
United States. HS = high school. Data source: General Social Survey, sda.berkeley.edu/archive.
htm, series family16, maeduc.

Rather than income inequality, the driving force behind changes in family
structure has been improved economic conditions for women and a shift in cul-
tural norms. Historically, marriage has been as much a product of economic
necessity and social norms as of love and friendship.8 As societies get richer, eco-
nomic circumstances and norms tend to change in ways that are likely to reduce
the prevalence of marriage. Women become better educated, more likely to be
employed, and more likely to earn enough to live independently. In addition,
government benefits allow women with limited labor market prospects to sur-
vive without dependence on a husband. So for an increasing share of women,
getting married, or remaining in an unsatisfying marriage, becomes a choice
rather than a financial necessity.

Another change that comes with growing affluence is that people attach
greater importance to individual freedom and choice.9 As a result, norms dis-
couraging divorce, nonmarital cohabitation, and out-of-wedlock childbearing
weaken.

The puzzle isn’t why family structure has weakened among Americans with
less education. It’s why family structure hasn’t weakened very much for those
who get a college degree—those who are higher up the socioeconomic ladder.
The main reason is that the latter have shifted toward later childbearing. Among
American women who have a college degree, the average age of first childbirth
is now around thirty. This enables women and men to establish themselves
financially, to figure out what they want in a relationship and what kind of
person they’d like to be with, and to find that preferred type of partner.10 I’m
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not aware of any research suggesting that this shift is a consequence of rising
income inequality.

Has Rising Income Inequality Caused an Increase in Inequality
of Parenting?

A second pathway through which income inequality might affect inequality of
opportunity is parental attitudes and behaviors. One indicator is spending on
(nonschool) goods and services aimed at enriching children—music lessons,
other extracurricular activities, travel, summer camp.11 Figure 4.3 shows this
spending by parents’ income quintile in the United States. Inequality of parents’
spending on their children has increased since the late 1970s, consistent with
what the income-inequality-is-harmful hypothesis predicts.

However, the increase in parents’ spending inequality consists almost entirely
of a separation between those in the top quintile versus everyone else. We don’t
have good information about whether, and if so how much, this kind of spend-
ing matters for children in affluent families compared to children in nonaffluent
families.

It also isn’t clear to what degree the rise in income inequality has been a
cause of this development. This was an era in which there was a cultural shift
in parenting—the advent of the modern intensive-parenting culture.12 Affluent
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Figure 4.3 Expenditures on children by parents’ income
United States. Spending per child. Inflation adjustment is via the CPI-U-RS. Includes expenditures
on childcare, education, clothing, toys, games, musical equipment, bicycles, camping equipment,
and services and repairs for these items. Q1 is the bottom fifth (quintile) of the income
distribution; Q5 is the top fifth. Data source: Sabino Kornrich, “Inequalities in Parental Spending
on Young Children,” AERA Open, 2016, using data from the Consumer Expenditure Survey.



42 IS INEQUALITY THE PROBLEM?

parents might have increased their spending on enriching activities for their
children not because income inequality increased but because the cultural
shift caused those parents to view such spending as vital for their children’s
development.

Some other indicators of parental attitudes and behaviors suggest not an
increase but instead a reduction in inequality by socioeconomic status. For
instance, over the past three decades American parents at the top and bottom
of the income distribution have converged in their views about the type of skills
they believe are important to instill in their children, prioritizing “thinks for self ”
and “works hard” over “obeys,” “well-liked or popular,” and “helps others.”13
There’s been a similar convergence in intense parenting time, such as reading
to children or playing directly with them, with the gap decreasing over the past
two decades from about eight hours per week to three.14

Has Rising Income Inequality Caused an Increase in Inequality of
Educational Attainment?

A third pathway through which income inequality can increase inequality of
opportunity is schooling.15 The United States has little in the way of public early
education, so childcare and preschool are mostly private and often expensive.
Children of affluent parents frequently attend high-quality education-oriented
preschools, whereas kids of poorer parents aremore likely to be leftwith a neigh-
borhood babysitter who plops them in front of the television.16 Elementary and
secondary schools help to equalize opportunity, and as disparities in funding
across public K-12 school districts have diminished, they’ve becomemore effec-
tive at doing so. Yet significant differences in the quality of schools persist, and
poorer areas still tend to have weaker ones.17

What happens at home can affect children’s performance in school. In a con-
text of high income inequality, low-income parents may be more anxious and
stressed, which can affect the home atmosphere and hinder parents’ ability to
provide emotional support to their children. Parents also may be more likely to
work long hours or take a second job, leaving less time available to read to their
children or help with homework.18

College completion has a strong equalizing effect. Among Americans whose
family incomes during childhood were in the bottom fifth but who get a four-
year college degree, 53 percent end up in the middle fifth or higher, which is
pretty close to the 60 percent chance they would have if there were perfectly
equal opportunity.19 However, children from poor backgrounds are less likely
than others to enter and complete college. One reasonwhy is that they lag behind
at the end of high school, and income inequality could be partly to blame, in
ways I’ve just described. Another reason is that college can be expensive. Here
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too income inequality might have contributed, though the cost of public colleges
for students from low-income families hasn’t actually increased much.20

The income-inequality-is-harmful hypothesis predicts that inequality of edu-
cational attainment by parental income in the United States will have increased
in the era of rising income inequality. Has it?

There are two main measures of educational attainment: how students per-
form and howmany years of school they complete. Figure 4.4 shows the trend in
test score inequality among American middle school and high school students.
Contrary to what the income-inequality-is-harmful hypothesis predicts, the gap
between students whose parents are at the ninetieth percentile of the socioeco-
nomic status distribution and students whose parents are at the tenth percentile
was smaller among those growing up in the 1980s, 1990s, and 2000s than
among those growing up in the 1950s and 1960s.21 According to this measure,
rising inequality of income hasn’t resulted in rising inequality of educational
attainment.

For years of schooling completed, our best measure is college completion.
Figure 4.5 shows college completion by parents’ income for children growing
up in the 1960s and 1970s (birth years 1961–64) and children growing up in the
1980s and 1990s (birth years 1979–82). College completion increased among
all groups. If we focus on absolute increase, inequality rose. But if we focus on
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Figure 4.4 Test score gap between students from high-SES families and students
from low-SES families
United States. Average difference in test scores between children whose family socioeconomic
status (SES) is at the ninetieth percentile of the distribution and students whose family SES is at the
tenth percentile. Standard deviation units. 2.7 million students age 14 to 17. Family SES is
measured via parents’ education and student reports of home items. Test subjects are reading,
math, and science. The tests are the Long-Term Trend NAEP, Main NAEP, PISA, and TIMSS. Data
source: Eric A. Hanushek, Paul E. Peterson, Laura M. Talpey, and Ludger Woessmann, “The
Achievement Gap Fails to Close,” Education Next, 2019, figure 1.
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Figure 4.5 College completion by parents’ income
United States. College completion: four or more years of college. Q1-income family: the person’s
family income during childhood was on the lowest quarter of the income ladder. Q2, Q3, and Q4
refer, respectively, to the second, third, and fourth quarters of the income ladder. Data source:
Martha Bailey and Susan Dynarski, “Gains and Gaps: A Historical Perspective on Inequality in
College Entry and Completion,” in Whither Opportunity? Rising Inequality, Schools, and Children's
Life Chances, edited by Greg J. Duncan and Richard J. Murnane, Russell Sage Foundation, 2011,
figure 6.3, using National Longitudinal Survey of Youth data.

percentage increase, there was no rise in inequality. Among children whose par-
ents were in the top income quartile, the share getting a college degree rose
from 36 percent to 54 percent. That’s an absolute increase of eighteen percent-
age points. In percentage terms, that’s an increase of 50 percent. Among children
whose parents were in the bottom income quartile, the share completing college
rose from 5 percent to 9 percent. That’s an absolute increase of only four per-
centage points. But in percentage terms, it’s an increase of 80 percent, which is
larger than the increase among children from higher-income households.22

On the whole, then, there is little evidence in US schooling and educational
attainment to support the hypothesis that rising income inequality has worsened
inequality of opportunity.

Has Rising Income Inequality Caused an Increase in Inequality of
Health?

Health affects people’s capabilities. And there is a socioeconomic gradient to
health; people with less income tend to have worse health outcomes than those
with more income. Has the rise in income inequality accentuated this barrier to
opportunity?
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Using longevity as our indicator of health, in the United States the answer
appears to be yes. Since 1980, life expectancy for Americans in the top 60 percent
of incomes has increased, but for those in the lower 40 percent of incomes it has
been stagnant.23

There are a number of contributors to this trend, some of whichmay be a con-
sequence, at least in part, of rising income inequality.24 Smoking has decreased
less rapidly among lower-income Americans than among those with higher
incomes. Opioid addiction and overdose have increased more rapidly among
Americans with less education and income. Between 1980 and 2010 the share of
Americans without health insurance increased (this has reversed since 2010),
and most who lack insurance have low to moderate income, so the income
disparity in medical care may have increased. Differences in healthcare provi-
sion between more-affluent urban areas and poorer rural areas appear to have
widened.

On the other hand, some longevity determinants haven’t diverged according
to income. For instance, while lower-income Americans are more likely to be
overweight or obese than those with higher incomes, the income gap in obesity
actually has shrunk in recent decades.25 And as we’ll see in chapter 5, the opi-
oid epidemic in the United States doesn’t seem to have been a product of rising
income inequality.

What about in other rich democratic nations? In eight European coun-
tries for which data are available for the 1990s and 2000s—Finland, France,
Italy, Norway, Spain, Sweden, Switzerland, and the United Kingdom—mortality
decreased (longevity increased) more among persons with less than a high
school education than among those with a college degree. Other findings suggest
the same is true in Canada.26 This isn’t what the income-inequality-is-harmful
hypothesis predicts.

Has Rising Income Inequality Caused an Increase in Inequality
of Neighborhoods?

A fifth pathway through which income inequality may matter for opportunity is
neighborhoods. Housing is the most expensive thing people buy, so we would
expect more income inequality to cause more inequality of neighborhood qual-
ity. Children’s capabilities can be affected by a variety of neighborhood features,
from crime to adult employment levels to the quantity and quality of institutions
and organizations (civic groups, churches, sports leagues).27

During the era of rising income inequality in theUnited States, residential seg-
regation by income has increased, consistent with what the income-inequality-
is-harmful hypothesis would predict. This has occurred mainly at the top.
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Among families with children, those at the high end of the income distribution
have become more residentially segregated from the rest of Americans.28

However, we don’t know whether this has harmful effects for equality of
opportunity. We know that living in a poor neighborhood tends to be worse
for children than living in a not-poor neighborhood.29 But we don’t know if liv-
ing in a rich neighborhood confers any advantage compared to living in, say, an
upper-middle-class one.

Has Inequality of Opportunity in the United States Increased
as Income Inequality Has Increased?

Let’s now turn from potential causal pathways to inequality of opportunity
itself. From the mid-1800s to the 1970s, opportunity in the United States
almost certainly became more equal.30 As the farming-based US labor force
shifted to manufacturing, many Americans joined the paid economy, allowing
an increasing number to move up the income ladder. Elementary education
became universal, and secondary education expanded. In the 1960s and 1970s,
school desegregation, the outlawing of discrimination in college admissions
and hiring, and the introduction of affirmative action further opened economic
doors.

What has happened during the era of rising income inequality since the late
1970s? It’s probably too soon to draw a conclusion, as most Americans who grew
up in the post-1970s period are still fairly young, making it difficult to know
where on the income ladder they will end up. Still, some analysts have examined
the data we do have. A few studies have concluded that inequality of oppor-
tunity in the United States has increased—relative intergenerational income
mobility has declined—during the era of rising income inequality.31 However,
a more common conclusion is that there has been no change.32 This latter con-
clusion is inconsistent with what the income-inequality-is-harmful hypothesis
predicts.

It’s conceivable that income inequality has caused inequality of opportunity
to worsen but that this impact has been offset by other developments. Racial dis-
crimination has continued to decrease, health insurance coverage for the poor
has expanded due to changes in Medicaid in the 1980s and the late 1990s, lead
was removed from gasoline beginning in the 1970s, violent crime has decreased
sharply since the early 1990s, and in many states the gap in school funding
between low-income districts and high-income districts has been reduced.33
However, at least on the surface the over-time trend in inequality of opportunity
in the United States doesn’t appear to support the income-inequality-is-harmful
hypothesis.
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Is Inequality of Opportunity Greater in Countries That Have
Greater Income Inequality?

Now let’s return to the “Great Gatsby curve.” In order to compare across coun-
tries, we need a single number to represent relative intergenerational income
mobility, rather than the curve shown in figure 4.1 above. The number used in
figure 4.6 is the share of persons with parents in the bottom fifth of incomes who
remain in the bottom fifth when they are adults. It’s an indicator of immobility,
and therefore of inequality of opportunity.

The pattern across the countries is consistent with what the income-
inequality-is-harmful hypothesis predicts. In nations with greater income
inequality, a larger portion of children who grow up in low-income households
tend to end up with low incomes themselves. However, it’s difficult to have
much confidence that this pattern indicates a genuine causal effect. One obvi-
ous problem is that there are so few countries. We need comparable data for
more.34

Just as important, there are other things that could be the true cause of the
association we observe in figure 4.6. The three Nordic nations in the chart—
Finland, Norway, and Sweden—have low income inequality and high relative
intergenerational income mobility. Maybe their low income inequality is the
cause of their high mobility. But they also have been providing affordable
high-quality early education to a substantial portion of children age one to five
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Figure 4.6 Income inequality and inequality of opportunity
Horizontal axes: income inequality. Average for 1979–2019. For data description and sources, see
figures 1.1–1.4. Vertical axis: share of persons with parents’ income in the bottom fifth who remain
in the bottom fifth when they are adults. A larger share indicates less relative intergenerational
mobility and hence less equality of opportunity. Data source: Scott Winship, “Economic Mobility
in America,” part 2: The United States in Comparative Perspective, Archbridge Institute, 2018,
figure 3.
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for roughly a generation.35 JamesHeckman andGøsta Esping-Andersen, among
others, have concluded that early education is perhaps the single most valuable
thing a society can do to equalize opportunity.36 In addition, these countries
feature late tracking in K-12 schools and heavy government subsidies to ensure
that college is affordable for all. These public services, rather than low income
inequality, could be the key to why the Nordic countries have comparatively low
inequality of opportunity.37

Is Inequality of Opportunity Greater in US Labor Markets That
Have Greater Income Inequality?

Data are available for local labor markets (“commuting zones”) within the
United States. There is little if any correlation between income inequality and
relative intergenerational income mobility across these labor markets.38 That’s
inconsistent with the income-inequality-is-harmful hypothesis.

Has Inequality of Opportunity Increased More in Countries That
Have Had Larger Increases in Income Inequality?

This is an important question. Unfortunately, we don’t know the answer, because
we don’t have over-time data on inequality of opportunity for many countries.

Has Inequality of Opportunity Increased More in US States That
Have Had Larger Increases in Income Inequality?

Deirdre Bloome has examinedmobility trends in the US states and whether they
correlate with trends in income inequality. She finds no evidence of a robust
relationship. States in which income inequality has increased more haven’t been
more likely to suffer a decline in intergenerational income mobility.39

Does Income Inequality Obstruct Opportunity?

As with living standards and democracy, there are good reasons to suspect that
income inequality might have harmful effects on equality of opportunity. But
also as with living standards and democracy, the available evidence gives us
little reason to conclude that reducing income inequality would yield a better
outcome.



5
Does Income Inequality Lessen

Longevity?

Health is a core component of well-being. What does the evidence tell us about
the effect of income inequality on health, and particularly on lifespan, in rich
longstanding-democratic countries?

The Inequality-Is-Harmful Hypothesis

The notion that income inequality worsens health outcomes—not only for the
poor, but for nearly everyone—has been prominent since the early 1990s.1 There
are three pathways through which income inequality is predicted to reduce
longevity.2

The main one is that larger differences in income within a society increase
stress. “Greater inequality,” according to Richard Wilkinson and Kate Pick-
ett, “seems to heighten people’s social evaluation anxieties by increasing the
importance of social status. . . . If inequalities are bigger, so that some peo-
ple seem to count for almost everything and others for practically nothing,
where each one of us is placed becomes more important. Greater inequality is
likely to be accompanied by increased status competition and increased status
anxiety.”3 Stress is harmful for health on its own, and it may foster behaviors
that are bad for longevity, such as smoking, overeating, and alcohol or drug
abuse.

Second, income inequality may block economic opportunity, foster a percep-
tion of relative deprivation, and up the stakes in the competition for status. In
doing so it may encourage people, particularly young males, to turn to criminal
activity, including violence.4

A third hypothesized causal link is public policy. Greater income inequality
may spur opposition by the rich to higher taxes, thereby slowing investment
in medical research or expansion of public healthcare services.5 As a result,
the quality and quantity of healthcare might improve less than they otherwise
would.
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Does Income Inequality Increase Violence?

For longevity, homicide is themost directly relevant type of violence, and it hap-
pens to be the only type of violent crime for which comparable country-level
longitudinal data are available.

Figure 5.1 shows income inequality levels and homicide levels across the rich
democratic nations since 1990, the earliest year for homicide data. The United
States, with its high inequality and high homicide rate, is a huge outlier. Across
the other countries there is no association.

When we turn to changes over time, a significant problem for the inequality-
is-harmful hypothesis is that homicide rates in the rich democratic nations
have decreased, not increased, during the era of rising income inequality.6
Has inequality contributed to variation across the countries in the amount of
decrease? Figure 5.2 suggests that the answer is no. There is no indication of
the predicted positive association between changes in inequality and changes in
homicide. Note, too, that here theUnited States is an outlier in away that’s incon-
sistent with the inequality-is-harmful hypothesis. It has had one of the largest
increases in income inequality, yet its homicide rate has decreased the most.

Does Income Inequality Increase Smoking?

Cigarette smoking has long been one of the principal ways people have
attempted to alleviate stress. Income inequality may therefore tend to increase
smoking.7 If it does, that’s bad for longevity, because smoking causes lung disease
and heart disease.

Figure 5.3 shows smoking levels by income inequality levels in the rich
democratic countries. We don’t see the positive association predicted by the
inequality-is-harmful hypothesis.

Scientists have known since the middle of the twentieth century that smok-
ing is bad for health. This has prompted public awareness campaigns, increased
taxation of cigarettes, and bans on smoking in indoor spaces, leading to a
reduction in smoking beginning in the 1960s. If income inequality increases
smoking, countries with a bigger rise in income inequality should have had
less decline in smoking. But as we see in figure 5.4, that isn’t what has hap-
pened. Smoking has tended to decrease just as much in nations experienc-
ing a large rise in income inequality as in nations with little or no rise in
inequality.
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Figure 5.1 Income inequality and homicides
Average for 1990–2019. Horizontal axes: income inequality. For data description and sources, see
figures 1.1–1.4. Vertical axes: homicides per 100,000 population. Data source: United Nations
Office of Drugs and Crime, “Intentional Homicide,” dataunodc.un.org/dp-intentional-homi
cide-victims. “Asl” is Australia; “Aus” is Austria. The lines are linear regression lines, calculated
with the United States omitted.
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Figure 5.2 Change in income inequality and change in homicides
Change from 1990 to 2019. Horizontal axes: change in income inequality. For data description
and sources, see figures 1.1–1.4. Vertical axes: change in homicides per 100,000 population. Data
source: United Nations Office of Drugs and Crime, “Intentional Homicide,” dataunodc.un.org/
dp-intentional-homicide-victims. “Asl” is Australia; “Aus” is Austria. The lines are linear regression
lines, calculated with the United States omitted.

Does Income Inequality Increase Obesity?

Income inequality might contribute to obesity. The hypothesized causal path
is that inequality increases status competition, which increases stress, which in
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Figure 5.3 Income inequality and smoking
Average for 1979–2019. Horizontal axes: income inequality. For data description and sources, see
figures 1.1–1.4. Vertical axes: share of people age 15 and over who say they smoke every day. Data
source: OECD, “Daily Smokers,” data.oecd.org. “Asl” is Australia; “Aus” is Austria. The lines are
linear regression lines.
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Figure 5.4 Change in income inequality and change in smoking
Change from 1979 to 2019. Horizontal axes: change in income inequality. For data description
and sources, see figures 1.1–1.4. Vertical axes: change in the share of people age 15 and over who
say they smoke every day. Data source: OECD, “Daily Smokers,” data.oecd.org. “Asl” is Australia;
“Aus” is Austria. The lines are linear regression lines.

turn prompts overeating.8 People with obesity are more likely to be depressed
and are at greater risk of diabetes, heart disease, stroke, and some types of can-
cer. Obesity has become one of the most significant health problems in the rich
democratic countries.9
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Figure 5.5 shows levels of income inequality and levels of obesity (the most
recent year of data is 2016 rather than 2019). If we set aside the United States,
there is no association. Countries with greater income inequality don’t tend to
have more obesity.

What about changes over time? Figure 5.6 shows changes in income inequal-
ity and changes in obesity across the countries. The chart on the right, which
uses income inequality within the bottom 99 percent, again suggests no cor-
relation. But the chart on the left, with inequality between the top 1 percent
and the bottom 99 percent, shows a positive association, which is what the
inequality-is-harmful hypothesis predicts.

Does the pattern in the graph on the left in figure 5.6 reflect a genuine causal
effect of income inequality on obesity? Probably not. The positive association in
that chart is driven entirely by the position of five countries: the United States,
Canada, the United Kingdom, Australia, and New Zealand. These five nations
entered the period of rising obesity lacking a preexisting food culture centered
around consumption of healthy low-calorie foods, and they experienced a com-
paratively large increase in the supply of tasty, inexpensive, calorie-dense foods.
It is this, rather than rising top-end income inequality, that most likely accounts
for these five countries’ comparatively large rise in obesity.10

Examining differences within the United States—comparing across the US
states—also offers no indication that income inequality contributes to obesity.
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Figure 5.5 Income inequality and obesity
Average for 1979–2016. Horizontal axes: income inequality. For data description and sources, see
figures 1.1–1.4. Vertical axes: share of adults with a body mass index (BMI) of 30 or more. These
data are age-standardized: They take into account the differences in age structure of the
populations across countries and over time. Data source: World Health Organization (WHO),
“Prevalence of Obesity Among Adults,” who.int/data/gho/data. “Asl” is Australia; “Aus” is Austria.
The lines are linear regression lines, calculated with the United States omitted.
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Figure 5.6 Change in income inequality and change in obesity
Change from 1979 to 2016. Horizontal axes: change in income inequality. For data description
and sources, see figures 1.1–1.4. Vertical axes: change in the share of adults with a body mass index
(BMI) of 30 or more. These data are age-standardized: They take into account the differences in
age structure of the populations across countries and over time. Data source: World Health
Organization (WHO), “Prevalence of Obesity Among Adults,” who.int/data/gho/data. “Asl” is
Australia; “Aus” is Austria. The lines are linear regression lines, calculated with the United State
omitted.

Here too variation in levels and changes in obesity appear to bemainly a product
of eating cultures and the way they’ve shaped the impact of the rising supply of
nonhealthy food.11

Does Income Inequality Cause Deaths of Despair?

Death rates in the affluent democratic nations have been decreasing since the late
1800s. Around 1999, however, the fall in mortality reversed among middle-aged
whites in the United States. This owed mainly to a rise in what Anne Case and
Angus Deaton, who first brought this development to light in a 2015 article, call
“deaths of despair”—deaths by accidental drug overdose, suicide, or excessive
alcohol consumption and consequent liver disease.12

The proximate cause of the rise in deaths of despair was increased access
to opioid pain relievers.13 These pain relievers—oxycodone, hydrocodone, and
others—became increasingly available via prescription beginning in the late
1990s. Purdue Pharma, the maker of OxyContin, the most popular of these
drugs, aggressively marketed it to physicians and hospitals, encouraging them
to prescribe it more frequently and in larger quantities. As opioid pain relievers
became more widely available in a nonstigmatized (prescription) form, more
Americans began to use them. Because opioids are addictive, more people got
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hooked and became regular users. Some overdosed on the pain reliever itself,
some created a toxicmix by combining it with another drug (such as a sleep aid),
and some switched to heroin and eventually overdosed on that. In the 2010s fen-
tanyl use exploded, replacing opioid pain relievers and heroin as the chief cause
of overdose deaths.

The rise in accidental poisonings in the United States has been striking. From
1960 to 1999 there were about 2 such deaths per 100,000 Americans each year.
That number rose to 8 in 2005, 11 in 2010, 15 in 2015, and 20 in 2017, 2018,
and 2019. That’s 65,000 Americans dying from accidental poisonings in each of
those recent years. Suicides and deaths from chronic liver disease or cirrhosis of
the liver add another 90,000.

Some attribute these deaths of despair to income inequality.14 As with
obesity, the main hypothesized causal pathway is status comparison and
stress:

When the gap between those with ample income and those with insuffi-
cient income widens in society, those left behind, even those who may not
be deprived in an absolute sense (i.e., lacking sufficient food, nutrition, liv-
ing space, or safe neighborhoods), experience a sense of relative deprivation.
This psychosocial deprivation can directly harm mental well-being (feelings of
self-worth and hope) and/or increase the risk of harmful coping behaviors in
an attempt to alleviate psychological stress. . . . Therefore, during a period of
increasing income inequality, it is plausible to hypothesize an increase in pop-
ulation harms associated with self-destructive health behaviors, such as drug
abuse, alcohol poisonings, and suicide.15

Case and Deaton have studied the American story most extensively. They
are skeptical that income inequality has had much of an impact, noting that
“the epidemic of deaths of despair is no worse in less equal states. New Hamp-
shire and Utah, two states with the lowest levels of income inequality, have
been much harder hit than New York and California, two states with the
highest.”16

What can we glean from the cross-country evidence? Figure 5.7 shows levels
of income inequality and deaths of despair. There is no association.

When we look at changes in income inequality and changes in deaths of
despair, in figure 5.8, the story is different. Here we see a positive association in
both charts, which is what the inequality-is-harmful hypothesis predicts. This
suggests income inequality might indeed have contributed to the deaths-of-
despair phenomenon.

Four caveats are worth emphasizing. First, deaths of despair are only one
among many sources of mortality. Second, deaths of despair actually decreased
in all but three of the countries. So what the data suggest is that in most of
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Figure 5.7 Income inequality and deaths of despair
Average for 1979–2019. Horizontal axes: income inequality. For data description and sources, see
figures 1.1–1.4. Vertical axes: deaths of despair per 100,000 population. Deaths of despair are
calculated as deaths due to accidental poisoning, intentional self-harm, or chronic liver
disease/cirrhosis. Data source: OECD, “Causes of Mortality,” stats.oecd.org. “Asl” is Australia;
“Aus” is Austria. The lines are linear regression lines.
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Figure 5.8 Change in income inequality and change in deaths of despair
Change from 1979 to 2019. Horizontal axes: Change in income inequality. For data description
and sources, see figures 1.1–1.4. Vertical axes: Change in deaths of despair per 100,000 population.
Deaths of despair are calculated as deaths due to accidental poisoning, intentional self-harm, or
chronic liver disease/cirrhosis. Data source: OECD, “Causes of Mortality,” stats.oecd.org. “Asl” is
Australia; “Aus” is Austria. The lines are linear regression lines

these affluent democratic nations, rising income inequality may have slowed
what otherwise would have been a faster decline in deaths of despair. Third, in
both charts in figure 5.8 the correlation is fairly weak, with the countries spread
out far off the best-fit line. This suggests that if income inequality has had an
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impact, its magnitude likely has been quite limited. Fourth, recall that there is
good reason, expressed by Case and Deaton in the quotation above, for skepti-
cism about whether there has been an actual causal effect of income inequality
in the US case.

Still, among the hypothesized pathways we’ve looked at thus far, this is the first
for which the country evidence offers indication of an adverse impact of income
inequality on longevity.

Does Income Inequality Reduce Life Expectancy?

Let’s turn now to a directmeasure of longevity: years of life expectancy at birth.17
Consistent with the inequality-is-harmful hypothesis, a variety of studies have

concluded that income inequality is negatively correlated with life expectancy.18
Most of these studies are cross-sectional. They examine the association between
the level of income inequality and the level of life expectancy across nations,
regions, counties, or cities at a particular point in time. But some cross-sectional
studies find no association between income inequality and longevity.19 As we
see in figure 5.9, the cross-sectional picture for the rich longstanding-democratic
countries over 1979–2019 isn’t consistent with the hypothesized life-shortening
effect of income inequality.

Studies analyzing cross-country differences in change over time typically
haven’t found the predicted negative association between changes in income
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Figure 5.9 Income inequality and life expectancy
Average for 1979–2019. Horizontal axes: income inequality. For data description and sources, see
figures 1.1–1.4. Vertical axes: years of life expectancy at birth. Data source: OECD, “Life
Expectancy at Birth,” data.oecd.org. “Asl” is Australia; “Aus” is Austria. The lines are linear
regression lines.
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inequality and changes in life expectancy.20 Comprehensive reviews thus have
tended to conclude that the empirical case for an effect of income inequality
on life expectancy is very thin.21 One summarizes this conclusion this way: “A
few high-quality studies find that inequality is negatively correlated with popu-
lation health, but the preponderance of evidence suggests that the relationship
between income inequality and health is either non-existent or too fragile to
show up in a robustly estimated panel specification. The best cross-national
studies now uniformly fail to find a statistically reliable relationship between
economic inequality and longevity.”22

Life expectancy increased in all of the rich democratic countries during the era
of rising income inequality. The twenty-one-nation average rose from seventy-
four years in 1979 to eighty-two years in 2019. This suggests that if inequality
does adversely affect life expectancy, its effect has been weaker than that of what-
ever has been driving improvements in longevity—less smoking, more exercise,
increased access to medical care, improved quality of medical care, and so on. If
income inequality has adversely affected longevity, it has done so by slowing the
amount of increase over time.

The two charts in figure 5.10 show change in life expectancy by change in
income inequality. Change in life expectancy, on the vertical axes, is adjusted for
a catch-up process—countries that began the period with lower life expectancy
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Figure 5.10 Change in income inequality and change in life expectancy
Change from 1979 to 2019. Horizontal axes: change in income inequality. For data description
and sources, see figures 1.1–1.4. Vertical axes: change in years of life expectancy at birth. Change
in life expectancy is adjusted for starting level of life expectancy; the vertical-axis measure is the
residuals from a regression of change in life expectancy on 1979 level of life expectancy. “+” =
increase; “++” = larger increase. Data source: OECD, “Life Expectancy at Birth,” data.oecd.org.
“Asl” is Australia; “Aus” is Austria. The lines are linear regression lines, calculated with the United
States omitted.
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experienced faster increases than those beginning with high levels, probably
because advances in medical devices, pharmaceuticals, nutritional information,
public health strategies, and other improvements can be easily borrowed by lag-
gards.23 Setting aside the United States, neither chart suggests any association.
This is consistent with the findings of most previous research. It is not what the
inequality-is-harmful hypothesis predicts.

What Does the US Experience Tell Us?

The United States stands apart from the other countries on a number of
the longevity-related indicators in this chapter—homicides, obesity, deaths
of despair, and overall life expectancy. And in each case except change in
homicides, while the pattern across the other nations yields little or no sup-
port for the hypothesis that income inequality is bad for longevity, the posi-
tion of the United States is consistent with the hypothesis. Does the US
experience tell us something important about income inequality’s effect on
longevity?

Possibly, but there is reason for skepticism, because for each indicator there
is a very plausible alternative explanation for why the United States differs
from the other nations.24 For homicides, it’s America’s lax government regu-
lation of guns. For obesity, it’s the large increase in the supply of tasty, inex-
pensive, high-calorie foods—in grocery stores, in fast-food restaurants, and
in large-portion sit-down restaurants—coupled with the lack of a preexisting
food culture that facilitates moderation in calorie consumption. For deaths
of despair, it’s the increase in supply of opioid pain relievers due to phar-
maceutical companies’ aggressive marketing in a context of weak government
regulation.25

Figure 5.11 shows life expectancy in each of the affluent democratic nations
since 1960. For much of the 1960s and 1970s, the United States was in the
middle of the pack. Around 1980, life expectancy for Americans began to
increase at a slower pace than in any other nation.26 At first glance, that timing
seems to fit well with the inequality-is-harmful hypothesis. However, income
inequality began rising around 1980, so if it was in fact a key driver of the
slowdown in longevity’s rise in the United States, its effect had to have kicked
in immediately. That seems unlikely, especially given that it wasn’t until the
early 1990s that many Americans became aware that income inequality was
increasing.27
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Figure 5.11 Life expectancy
Years of life expectancy at birth. Data source: OECD, “Life Expectancy at Birth,” data.oecd.org.
Thick line: United States. “Asl” is Australia; “Aus” is Austria.
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Figure 5.12 Income inequality and Covid-19 pandemic deaths
Horizontal axes: income inequality. Average for 1979-2019. For data description and sources, see
figures 1.1–1.4. Vertical axes: estimated deaths caused by Covid-19 per million people. Cumulative
difference between the reported number of deaths from January 2020 through May 2023 and the
projected number of deaths for the same period based on previous years. “k” = thousand. Data
source: Our World in Data, “Excess Mortality: Cumulative Deaths from All Causes Compared to
Projection Based on Previous Years, Per Million People.” “Asl” is Australia; “Aus” is Austria. The
lines are linear regression lines, calculated with the United States omitted.

Given these considerations, I think it’s difficult to have much confidence in
a conclusion that income inequality has had a significant adverse impact on
longevity in the United States.
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Did Income Inequality Increase Covid-19 Pandemic Deaths?

The Covid-19 pandemic from March 2020 to May 2023 killed approximately
seven million people worldwide. If income inequality increases stress, it may
have made people more likely to contract the virus or to die from it if con-
tracted. Inequality-induced concern to “keep up with the Joneses” might have
caused more people to continue going to work, increasing their risk of catching
the virus.28 Did income inequality worsen the Covid death toll?

The pandemic period was too brief to expect changes in income inequality
to have had an impact, so we should focus on levels. Figure 5.12 shows the
cross-country patterns. Because of the Republican Party’s embrace of vaccine
skepticism during the pandemic, we should discount the United States. Across
the other countries, there is little indication of an effect.

Does Income Inequality Lessen Longevity?

There are plausible hypotheses about why income inequality could be bad for
longevity. But the evidence from the rich democratic nations offers little reason
to think income inequality has in fact tended to have harmful health effects.29 It
might contribute to “deaths of despair”—deaths due to drug and alcohol abuse,
overdose, or suicide—though its causal impact on those deaths is question-
able. Income inequality doesn’t appear to have increased violence or smoking
or obesity or Covid deaths. And it doesn’t look to have reduced life expectancy.



6
Does Income InequalityHinder

Happiness?

Happiness isn’t the only outcome on which a society should be judged. But it
clearly matters. And for some it is at the top of the list.1 Does income inequality
hinder happiness?

Subjective well-being used to be ignored by analysts of societal performance
because we had little or no data, and hence no way to study it scientifically. Now
we do. These data come mainly from public opinion surveys. People are asked
a question such as “All things considered, how satisfied are you with your life as
a whole these days?” Respondents indicate their satisfaction on a scale of 0 to
10. Eurobarometer has regularly asked this question in many European nations
since the 1970s, as has Japan’s Life in Nation Survey. The World Values Survey
has asked it in the rich democratic countries at five-year intervals since the early
1980s.

This life satisfaction question asks people to appraise the overall condition of
their life. There are other components of subjective well-being: positive feelings
such as pleasure and joy and negative feelings such as worry, frustration, anger,
and sadness. But feelings are more fleeting—more likely to vary from moment
to moment, day to day, month to month—and as such are generally considered
less useful than life satisfaction as indicators of subjective well-being.

Can we trust this type of measure to accurately tap people’s happiness? Yes.
Responses tend to correlate strongly with the assessments of friends and fam-
ily and with clinical assessments. There is no indication of desirability bias
in responses. When the same people are asked these survey questions over
time, their responses tend to be consistent, with predictable changes in the
face of major life shocks such as divorce and unemployment. And when peo-
ple are asked this life satisfaction question along with a separate question about
happiness, their answers are strongly correlated.2

The Inequality-Is-Harmful Hypothesis

There are a variety of reasons why income inequality might be bad for subjective
well-being.3 One is that our sense of material well-being affects our happiness.
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The higher a person’s income, the happier they tend to be. But humans are social
creatures; we compare ourselves to others. If my income is less than other peo-
ple’s income, or if it’s rising less rapidly, I’m less likely to be satisfied with it.4 The
greater the income inequality, on this view, the larger the share of people who
will feel they aren’t doing well.

A second path through which income inequality might reduce subjective
well-being is status anxiety. This too stems from social comparison, as Richard
Wilkinson and Kate Pickett explain:

The more hierarchical a society is, the stronger the idea that people are ranked
according to inherent differences in worth or value, and the greater their inse-
curities about self-worth. . . . As greater inequality makes social position more
visible, we come to judge each other more by status. With more social evalu-
ation anxieties, problems of self-esteem, self-confidence, and status insecurity
becomemore fraught. . . . Perhaps themost likely explanation of why inequality
increases status anxiety across entire societies is because it increases the sense
that people at the top of the social ladder are extremely important and those
at the bottom almost worthless, and, as money becomes more entrenched as a
measure of people’s worth, it makes us all more worried about where we come
in the hierarchy.5

A third hypothesized pathway is that people dislike too much inequality, per-
haps because they see it as unfair. So when income inequality is high and/or
rising, it frustrates them, regardless of their own position on the income ladder.6

Humans need social connections and support. A fourth hypothesized path-
way suggests that income inequality is bad for happiness because it corrodes
civic engagement, trust, social cohesion, and community.7 The evidence on this
is mixed. Some studies have found links between inequality and lower civic
engagement or trust, while others haven’t.8 In the United States, membership
and participation in civic organizations and trust have declined during the era
of rising income inequality.9 However, those declines began in the mid-1960s,
when income inequality was at its low point and well before it began its rise.10

Life Satisfaction Hasn’t Increased During the Era of High
and Rising Income Inequality

Since the late 1970s, life satisfaction in the rich democratic nations has been
largely flat. Figure 6.1 shows the pattern for each of our twenty-one countries.11

This is puzzling. One of themain determinants of life satisfaction is income,12
and incomes have been rising in these countries, as we saw in chapter 2. Even in
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Figure 6.1 Life satisfaction
Scale: 0 to 10. The vertical axis doesn’t begin at zero. Solid line: average response to the question
“All things considered, how satisfied are you with your life as a whole these days?” Scale of 1 to 10,
converted here to a scale of 0 to 10. Data source: World Values Survey. Dashed line: average
response to the question “On the whole, how satisfied are you with your life? 1 = not at all satisfied;
2 = not so satisfied; 3 = pretty satisfied; 4 = very satisfied.” Converted here to a scale of 0 to 10. Data
sources: Eurobarometer and Japan’s Life in Nation Survey, via the World Database of Happiness.

the United States, where incomes have been rising less rapidly than the economy
would have allowed, themedian income for a three-person household increased
from about $50,000 in 1979 to just shy of $70,000 in 2019.13 Why didn’t this
produce an increase in subjective well-being?
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Is stagnant happiness in the rich democratic countries a product of high or
rising income inequality?

Have Countries with High or Rising Income Inequality
Had Smaller Increases in Life Satisfaction?

If income inequality has contributed to the stagnation in subjective well-being,
countrieswith higher or faster-rising income inequality should have experienced
less of an increase (or more of a decrease) in life satisfaction.

Figure 6.2 shows levels of income inequality and changes in life satisfaction
over the 1979 to 2019 period. There is no noteworthy association in either of the
charts. The best-fit lines do slope down to the right, which is what the inequality-
is-harmful hypothesis predicts, but the lines are nearly flat and the countries are
spread out all over the chart.

The same is true when we turn to changes in income inequality, in figure 6.3.
We see little indication that countries with larger increases in income inequality
have done significantly worse in subjective well-being trends.

The Netherlands is illustrative of the lack of association between income
inequality and changes in life satisfaction. It’s a country in which income
inequality is low and has increased by a relatively small amount. Yet life satis-
faction has been just as stagnant in the Netherlands as in most of the other rich
democratic nations.
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Figure 6.2 Income inequality and change in life satisfaction
Horizontal axes: income inequality. Average for 1979–2019. For data description and sources, see
figures 1.1–1.4. Vertical axes: life satisfaction. Change from 1979 to 2019. For data description and
source, see figure 6.1. “Asl” is Australia; “Aus” is Austria. The lines are linear regression lines.
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Figure 6.3 Change in income inequality and change in life satisfaction
Change from 1979 to 2019. Horizontal axes: change in income inequality. For data description and
sources, see figures 1.1–1.4. Vertical axes: change in life satisfaction. For data description and
source, see figure 6.1. “Asl” is Australia; “Aus” is Austria. The lines are linear regression lines.

The US Story

If there is a country that seems to support the inequality-is-harmful hypothe-
sis, it’s once again the United States. In each of the charts in figures 6.2 and 6.3,
America is in the lower-right corner. Its trend in life satisfaction has been one of
the worst. Is its high and rising income inequality the cause?

That’s possible, but there are many other plausible culprits. One is people’s
perceived health. Self-reported health is one of the strongest correlates with
happiness among Americans.14 Perceived health among American adults didn’t
improve in the 1970s, 1980s, or 1990s, and then it decreased in the 2000s.15

Another potential culprit is the rise in obesity. Obesity is correlated with
subjective well-being,16 and the obesity rate among US adults increased from
around 10 percent in 1980 to more than 40 percent by the end of the 2010s.

Family has changed significantly in the United States, as we saw in chapter 4.
Marriage is strongly correlated with subjective well-being,17 and the share of
Americans age thirty to forty-four who are married decreased from 80 percent
in 1960 to 60 percent in 1980 and to 45 percent in the 2010s.18

In the decades following World War II, economic growth was strong and
a variety of institutional features, particularly labor unions and increasingly
generous government transfers, ensured that middle and low-end American
households shared in the growing prosperity. Since the 1970s, economic growth
has slowed and household incomes have increased less rapidly. For people who
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had become accustomed to a steady and rapid rate of income growth, this
development is likely to have been disappointing.

Worry about finances is the stressor that’smost damaging for happiness.19 Life
satisfaction tends to be higher in countries with public services that increase
people’s ability to find good employment and public insurance programs that
cushion economic loss.20 The United States is one of the rich nations in which
public services and public insurance programs are least comprehensive and
generous.21

Americans likely have come to feel more stressed for time. Weekly hours
worked have decreased, but not very much, and not nearly as much as in most
other affluent democratic nations. The US offers little government support for
childcare costs, even asmore women are in paid work. And commute times have
increased.22

Finally, Americans who are religious tend to be happier than those who aren’t,
and religiosity has declined significantly since the late 1970s.23

Why Has Life Satisfaction Increased So Little in the Other
Countries?

So income inequality may have played little or no role in America’s stagnant
happiness since the late 1970s. But what accounts for the lack of increase in life
satisfaction in other rich democratic nations?

While I don’t think we have a clear answer, there are a number of possible
culprits. For one thing, as in the United States, income growth has slowed.24

Family, too, has weakened. Marriage itself has declined, though for some peo-
ple it has been replaced by long-term cohabitation. Even so, a decreasing share
of people are in stable two-adult families.25

Another likely contributor is higher unemployment. Being unemployed
(wanting a job but unable to get one) decreases happiness. An analysis of Euro-
pean countries in the years 2002–18 found that being unemployed reduces life
satisfaction by three-quarters of a point on a 0 to 10 scale, an effect similar in size
to that of income and health.26 Unemployment rates in most western European
nations were low in the 1950s and 1960s. They began to increase in the 1970s,
and in a number of these countries they have remained high in the ensuing
decades.

On many cultural issues, rising affluence has led to replacement of traditional
values with more progressive ones. As this has happened, older cohorts have
witnessed an erosion of norms and expectations they took for granted. This has
contributed to disappointment, frustration, and political backlash.27
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Does Income Inequality Hinder Happiness?

All of the affluent democratic nations have gotten richer since the late 1970s,
with incomes rising even among low-end households. Yet life satisfaction hasn’t
increased in most of these countries. Given that income is one of the strongest
determinants of subjective well-being, this is puzzling. Is income inequality the
cause? I don’t think we know the answer. But income inequality isn’t correlated
with trends in life satisfaction across these countries, and there are lots of other
plausible culprits. There is little reason to be confident that reducing income
inequality would produce an increase in life satisfaction.



7
Is Income InequalityHarmful?

In chapters 2 through 6 I examined country-level evidence on income inequal-
ity’s consequences for living standards, democracy, opportunity, longevity, and
happiness. That evidence offers very little support for inequality-is-harmful
hypotheses.

In the affluent longstanding-democratic nations with higher levels or larger
increases in income inequality, economic growth hasn’t tended to be slower,
household incomes in the middle and at the bottom haven’t tended to increase
less rapidly, and household balance sheets haven’t tended to be worse.

Income inequality is bad for democracy in that policy decisions tend to reflect
the preferences of peoplewith high incomesmore than those of peoplewithmid-
dle or low incomes. Yet in the United States, which has experienced a large rise
in income inequality since the late 1970s, the magnitude of the gap in political
influence hasn’t increased. Nor, as best we can tell, does the gap in the United
States differ notably from the gap in other nations that have far lower levels of
income inequality. This suggests that if we could reduce income inequality in
the United States back to its late-1970s level, the lowest it has ever been, there is
little reason to expect inequality of political influence would decrease.

Income inequality can potentially impede equality of opportunity through a
variety of pathways, from family structure to parenting to educational attain-
ment to health to neighborhoods. Yet evidence that income inequality is a key
contributor to unequal opportunity is quite thin.

Higher levels of income inequality encourage us to obsess more about our
relative status, which may increase stress. Stress is harmful for health in a direct
way, and it might also cause people to turn to a variety of harmful behaviors,
from smoking to overeating to drug and alcohol abuse to violence. However,
the country evidence offers very little indication that income inequality reduces
longevity.

Despite rising incomes and living standards since the 1970s, happiness in
the rich democratic nations has been stagnant. Income inequality might be a
contributor, but there is good reason for skepticism.

In this chapter I consider some potential objections and caveats to the con-
clusion that economic inequality has tended to have little in the way of harmful
consequences.
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Is Country-Level Data the Right Data to Focus On?

I’ve focused on what the country-level data tell us about the impact of income
inequality. As I noted in chapter 1, that’s because my chief concern is with pol-
icy implications. The main policy levers for affecting inequality are those of
the national government. But are there other data that might tell us something
helpful?

One possibility, common in research on the rich democratic nations, is to
examine country-years. Instead of analyzing cross-country variation in change
over the forty-year period from 1979 to 2019, we would analyze cross-country
variation in year-to-year changes. This approach significantly increases the num-
ber of observations and thereby allows inclusion of more control variables in
the statistical analysis. However, as I noted in chapter 2, I do try controlling for
some things that might affect these outcomes: change in GDP per capita, change
in educational attainment, change in the elderly population share, and change
in the immigrant population share. Moreover, analyses with too many control
variables are as likely tomislead as analyses with too few, and the ability to throw
in lots of controls tends to reduce the thought we put into our choice of statistical
models.1 In any case, analyzing country-years isn’t a useful approach in evaluat-
ing the impact of income inequality, because the effects of inequality are likely to
be slow-moving. If they occur, they’ll do so over the long run, rather than from
one year to the next.

Another possibility is to look at subnational units. Where data are avail-
able, we can examine patterns for regions, states, cities, labor markets, perhaps
even neighborhoods. Such data often are available for the United States, and in
chapters 2–6 I’ve highlighted the findings by researchers who utilize those data.
For example, I noted in chapter 3 that across the US states income inequality
isn’t correlated with policies favored by high-income Americans. In chapter 4
I pointed out that comparison across the US states and across US commuting
zones finds no association between income inequality and inequality of oppor-
tunity. And in chapter 5 I noted that across the US states income inequality isn’t
associated with obesity or with deaths of despair.

Another alternative is individual-level data. Sometimes studies of individu-
als provide an abundance of evidence that points in a particular direction. For
instance, data from individuals give us strong reason to be confident that smok-
ing reduces life expectancy. Thus, if we were to observe that smoking decreased
in a country and yet overall life expectancy didn’t increase, we nevertheless could
be confident in recommending to policymakers that taking steps to reduce smok-
ing would improve longevity. Income inequality is different. We don’t have a
large number of individual-level studies with a consensus finding in favor of the
hypothesized adverse effects of income inequality.2
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Should We Look at Other Income Inequality Measures?

The analyses in chapters 2–6 use two measures of income inequality: (1) the
share of income that goes to the top 1 percent of households, which is an indi-
cator of inequality between those at the top and everyone else; (2) the Gini
coefficient for income inequality within the bottom 99 percent of households.
Another candidate for inclusion in these analyses is income inequality within
the lower half of the population, commonly measured using the ratio of house-
hold income at the fiftieth percentile of the distribution to household income at
the tenth percentile (“50/10 ratio”).

I haven’t included this for two reasons. One is that inequality-is-harmful
hypotheses rarely point to income inequality in the lower half. They focus almost
exclusively on inequality at the top or on inequality throughout the entire dis-
tribution. The second reason is that in many of the rich democracies there
hasn’t been much change in lower-half income inequality during the era of ris-
ing inequality.3 Even in the United States, where the level of income inequality
in the bottom half is comparatively high, there has been virtually no increase
in that level since the late 1970s. That makes it difficult to identify a causal
effect.

Does the Fact That the United States So Often Stands Apart Imply
That Income Inequality Must Have an Adverse Impact?

At first glance, the way in which the United States compares to other rich
democratic nations seems to support the view that inequality has harmful con-
sequences. Since the late 1970s the US has had the highest level and one of the
largest increases in income inequality, and it has performed worse than all or
most other rich democratic countries on more than a few outcomes.

However, as I explained in previous chapters, there are compelling alternative
explanations. Income inequality looks unlikely to be the true cause of America’s
exceptionalism.

Does Income Inequality Have Harmful Effects That Are
Context-Specific?

By far the most common hypothesis about adverse consequences of economic
inequality is a direct one: income inequality makes a particular outcome worse.
Another possibility is that income inequality makes things worse in a particular
context.
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One example has to do with the rise of right-wing populist parties, which
has raised concerns about democracy’s sustainability. In two European nations
where such parties have come to power, Hungary and Poland, the party weak-
ened democracy by taking steps to enhance its ability to remain in power,
such as altering electoral rules, reducing the judiciary’s authority, and limit-
ing media independence.4 Although this hasn’t yet happened in any of the rich
longstanding-democratic nations, it could.

There is little indication that income inequality by itself has spurred a rise in
support for right-wing populist parties.5 But it’s possible that rising inequality
when coupled with stagnant living standards may have done so.6 In such a con-
text, citizens might be more receptive to these parties’ claim that immigrants or
globalization are the cause of their difficulties and thus more willing to vote for
these parties.

Figure 7.1 shows one way to assess this hypothesis. On the vertical axis of the
two graphs is the increase in the vote share for right-wing populist parties over
the period from 1979 to 2019. In some countries, such as Ireland and Spain, the
rise has been quite small. In others, like Switzerland, Denmark, and Finland,
it has been fairly large. On the horizontal axes is a measure of rising income
inequality along with slow growth of median household income. Countries that
had both are to the right (“worse”). Countries in which income inequality didn’t
increase much and in which median income grew fairly rapidly are to the left
(“better”). The prediction is that nations to the right in these charts will have
had larger increases in voting for right-wing populist parties.

We don’t, however, see any such association. Nations with little increase in
income inequality and rapid growth of middle-class household income haven’t
tended to fare any better at fending off the rise of right-wing populism than
countries where inequality has soared and median income has stagnated.

Why Doesn’t Income Inequality Matter Much?

If income inequality has had little or no impact on the outcomes examined
in chapters 2–6, as I’ve concluded, why is that? Why haven’t the hypothesized
causal links, many of which are quite plausible in theory, played out in practice?

One possible reason why we observe little indication that income inequality
has the hypothesized adverse effects is that it doesn’t actually have those effects,
or that it has those effects but they are very weak. A second reason is that it does
have those effects but also has beneficial effects that offset the damage it does.

A third possibility is that inequality does have significant harmful effects but
they don’t matter much, if at all, because there are other much more powerful
contributors to the outcome. Here it’s worth emphasizing that societal affluence
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Rising income inequality coupled with slow household income growth

Figure 7.1 Does rising income inequality coupled with slow household income
growth increase voter support for right-wing populist parties?
Horizontal axes: combined measure of change in income inequality and change in median
household income, 1979–2019. To the left (“better”) are countries with less increase in income
inequality and faster growth of median household income. To the right (“worse”) are countries
with more increase in income inequality and slower growth of median household income. For
data description and sources, see figure 2.6. Vertical axes: change in vote share of right-wing
populist political parties, 1979–2019. Vote share is for elections to parliament (lower house
where there are two houses). Data sources: Wikipedia; Andreas Bergh and Anders Kärnä,
“Explaining the Rise of Populism in European Democracies 1980-2018: The Role of Labor
Market Institutions and Inequality,” Social Science Quarterly, 2022, appendix. Australia: One
Nation. Austria: Freedom Party of Austria. Belgium: Flemish Interest. Canada: People’s Party of
Canada. Denmark: Danish People’s Party, New Right. Finland: Finns Party (True Finns).
France: National Rally (National Front). Germany: Alternative for Deutschland. Ireland: Irish
Freedom Party. Italy: Brothers of Italy, Lega Nord. Netherlands: Forum for Democracy, Party
for Freedom. Norway: Progress Party. Spain: Vox. Sweden: Sweden Democrats. Switzerland:
Swiss People’s Party. United Kingdom: UK Independence Party. Japan, Korea, New Zealand,
and Portugal are missing due to lack of data on change in median household income. The
United States is missing because it has a two-party winner-take-all electoral system rather than a
proportional representation system or a multiparty winner-take-all system. The lines are linear
regression lines.

and government provision of extensive public goods, services, and insurance
programs almost certainly are a key part of the reason why income inequality
matters so little in affluent democratic nations.7 If there were no universal pub-
lic K-12 schooling, income inequality across households surely would matter
quite a bit in determining opportunity for children. If there were no public pro-
vision of health insurance, longevity for people with low incomes, and therefore
average life expectancy for their country, surely would be lower. If there were no
government transfer programs, income inequality surely would reduce income
growth for poor households. And so on.

Let’s consider each of the five outcomes in turn. Begin with living stan-
dards. I examined four indicators: economic growth, low-endhousehold income
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growth, middle-class household income growth, and household balance sheets.
As I noted in chapter 2, for economic growth in affluent democratic nations, we
simply don’t have a good understanding of what matters. In particular, while
the inequality-is-harmful hypothesis emphasizes that income inequality might
lead to too little consumption, we don’t know what the optimal mix between
consumption and investment is, or whether there is in fact an optimal mix.

For incomes of low-end households, the key determinant of growth over time
is government programs. And in the rich democracies in recent decades, the
policy decisions that determine this have been largely independent of levels or
shifts in income inequality.

For middle-class incomes and for household balance sheets, it isn’t clear why
income inequality matters so little. The most likely explanation is that other
factors—rates of economic growth, employment patterns, labor union strength
and strategy, access to credit, and the cost of borrowing—overwhelm any impact
of income inequality.

Democracy, which I examined in chapter 3, features equal opportunity to
influence policy decisions. Since money can buy political influence in various
ways, income inequality seems likely to contribute to inequality of political influ-
ence. And the evidence suggests it does. However, in the country for which we
have themost research and also a very large rise in income inequality, the United
States, inequality of political influence hasn’t increased in concert with rising
inequality of incomes, as best we can tell from existing studies. Nor, it appears,
is inequality of political influence greater in the United States than in lower-
income-inequality nations. It could be that this owes to rules that limit the use
of money in politics. But in the United States those rules are weak. The main
reason probably is that while money buys political influence, it does so only up
to a point. Beyond that point, spending additional dollars doesn’t matter much,
if at all.

For equality of opportunity, the outcome in chapter 4, there are a host of path-
ways through which income inequality could potentially have adverse effects,
including family structure, parenting, education, health, and neighborhoods.
The likelihood here is that income inequality matters but that the magnitude
of its impact is small enough that it is outweighed by other determinants. For
example, while rising income inequality in the United States since the late 1970s
might well have widened the gap in children’s cognitive development and health,
that may have been offset by equalization of school funding or reduction in vio-
lent crime or removal of lead fromgasoline. Also, for some of the pathwayswhere
we do observe a widening of the opportunity gap, including parents’ spending
on children and neighborhood quality, the widening has occurred mainly at the
top of the distribution, and this may have far less impact on capabilities than a
widening of the gap between, say, the middle and the bottom.
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For longevity, examined in chapter 5, income inequality is predicted to have
harmful effects mainly by increasing stress. Stress in turn leads to life-shortening
behaviors such as smoking, overeating, drug and alcohol abuse, and violence.
For stress itself, we don’t have enough data to conduct country comparisons.
But there is reason to suspect that income inequality isn’t a major contribu-
tor to stress. One of the most comprehensive and careful studies of over-time
developments—a study cited approvingly by leading proponents of the hypoth-
esis that income inequality harms health by increasing stress8—concludes that
in the United States anxiety increased steadily in the 1950s, 1960s, 1970s, and
1980s.9 The 1950s through 1970s were a period of declining income inequality,
so a steady rise in anxiety during those decades is the opposite of what we would
expect to observe if income inequality is a significant contributor to stress. Also,
surveys by Gallup and by the American Psychological Association suggest there
was no increase in stress among Americans in the 1990s, 2000s, or 2010s, when
inequality was rising.10

For happiness, which we considered in chapter 6, I think we simply don’t
know the reason why income inequality doesn’t matter much. We are still in
the relatively early stages of understanding the determinants of subjective well-
being. But the fact that the stagnation in life satisfaction looks to have begun in
the 1970s, prior to the rise in income inequality, suggests that factors other than
income inequality have been the key drivers of happiness trends.

Is Income Inequality Harmful?

Income inequality very likely has some harmful effects. But in the world’s rich
longstanding-democratic nations during the era of rising income inequality
since the late 1970s, the magnitude of any such effects seems to have been
quite small. There is little evidence to support a conclusion that reducing
income inequality in these countries will significantly improve living standards,
democracy, opportunity, longevity, or happiness.

This is by no means the final word on the matter. For one thing, it’s possible
I’ve drawn the wrong conclusions from the available data. In this chapter I’ve
raised various potential concerns and explained why I suspect my conclusions
are correct. But that scarcely guarantees that they are.

In addition, the available data are far from ideal. In considering the effect of
income inequality on democracy, for example, we would be in better shape if
there were more comprehensive data on the correlation between public opinion
and policy changes, if those data spanned lengthier time periods, and if they
were available for more countries. Similarly, for opportunity, it would be very
helpful to have information about relative intergenerational incomemobility for
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more nations and longer time spans. I’ve noted a number of other examples in
chapters 2–6.

Finally, lessons we draw from the patterns in the rich democratic nations
from 1979 to 2019 won’t necessarily hold going forward. If, as some project,11
economic inequality rises to levels even higher than what we see in the contem-
porary United States, its causal impact might not remain as muted as it seems to
have been up to now.



8
PeopleWant Less Inequality, But It’s Not

a Priority for Them

Chapters 2 through 7 looked at income inequality’s effects. In this chapter I con-
sider people’s views and preferences. Do people want less income inequality? If
so, do they want government to take steps to achieve that?

A Lot of People Think There Is Too Much Income Inequality
and Support Efforts to Reduce It

The International Social Survey Programme (ISSP) asks a battery of questions
about income inequality and inequality reduction to a representative sample of
adults in a number of the affluent democratic countries. One question shows
them illustrations of various distributions, as depicted in figure 8.1. It asks “What
type of society is your country today—which diagram comes closest?” It then
asks “What do you think your country ought to be like—which do you prefer?”

In themost recent ISSP survey, conducted in the late 2010s, the bulk of respon-
dents in every country tended to say their society looked like A or B or C, which
depict greater inequality. Smaller shares chose D or E, which depict less inequal-
ity.1 When asked which distribution they prefer, the reverse was true: most
people chose D or E. For example, in the United States 80 percent said the coun-
try’s actual distribution looks like A or B or C, while only 18 percent said this is
what the distribution ought to look like. Even in the most egalitarian country,
Denmark, 43 percent said the actual distribution looks like A or B or C, but only
17 percent said that is what it ought to look like. This suggests that many people

Figure 8.1 Income distribution in five hypothetical societies
Source: International Social Survey Programme (ISSP), Social Inequality 5, 2019, V48 and V49.



80 IS INEQUALITY THE PROBLEM?

in these countries would prefer there to be less inequality than there currently
is.

Other survey questions ask peoplemore directly about whether they favor less
inequality. The ISSP asks respondents whether they strongly agree, agree, nei-
ther agree nor disagree, disagree, or strongly disagree that “income differences in
my country are too large.” Figure 8.2 shows that in every rich democratic coun-
try a majority, often a strong majority, believes income differences are indeed
too large.

These responses are consistent with what most research on this issue has
tended to find. When people in the rich longstanding-democratic nations are
asked if income differences are too large or if executives are overpaid or if
companies ought to reduce pay differences, typically a sizable share say yes.2

There also tends to be strong public support for efforts to reduce income
inequality. Figure 8.3 shows that a majority or near-majority in every country
agree that “it is the responsibility of the government to reduce the differences
in income between people with high incomes and those with low incomes.”
There also is strong support when people are asked if private companies ought
to reduce pay differences.3
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Figure 8.2 Agree income differences are too large
Share of adults who strongly agree or agree that “Differences in income in [country] are too large.”
Other response options: neither agree nor disagree, disagree, strongly disagree. Data source:
International Social Survey Programme (ISSP), Social Inequality 5 Module, 2019, V21. The data
for Belgium, Ireland, Netherlands, Portugal, and Spain are from Eurobarometer 2017, via OECD
Does Inequality Matter?, OECD Publishing, 2021, figure 2.1. “Asl” is Australia; “Aus” is Austria.
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Figure 8.3 Agree government should reduce income differences
Share of adults who strongly agree or agree that “It is the responsibility of the government to
reduce the differences in income between people with high incomes and those with low incomes.”
Other response options: neither agree nor disagree, disagree, strongly disagree. Data source:
International Social Survey Programme (ISSP), Social Inequality 5 Module, 2019, V22. The data
for Belgium, Ireland, Netherlands, Portugal, and Spain are from Eurobarometer 2017, via OECD
Does Inequality Matter?, OECD Publishing, 2021, figure 3.1. “Asl” is Australia; “Aus” is Austria.

People’s answers in figures 8.1, 8.2, and 8.3 could conceivably owe to social
desirability bias—the tendency of respondents in public opinion surveys to give
the response they think is the socially acceptable or less controversial one even if
they don’t actually have an opinion or care about an issue. However, the pattern
in figure 8.4 suggests that probably isn’t the case. In countries where people per-
ceive there to be greater income inequality, a larger share want government to
domore to reduce inequality.4 This is what we would expect to observe if people
genuinely care about this issue.

It’s worth emphasizing that the public opinion survey data I’ve shown here
are from the end of the 2010s—not a moment of unusually high or rapidly rising
inequality. It’s a full decade after the peak of the 2008–9 Great Recession. It’s
prior to the Covid-19 pandemic. It’s at the end of a decade in which income
inequality stopped rising or declined a bit in some countries. This too suggests
that many people really do believe the level of income inequality in their nation
is too high and that it would be good to take steps to reduce it.

Do people favor inequality reduction only or mainly because they think—
incorrectly, as we saw in chapters 2–7—that inequality has serious harmful
consequences? That seems doubtful. Worry about inequality’s effects might well
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Figure 8.4 Perceived income inequality and preference for government to do more
to reduce inequality
2010s. Horizontal axis: perceived income share of the top 10 percent of the population. Vertical
axis: share responding “more” to the question “Governments can reduce income differences
between the rich and the poor by collecting taxes and providing social benefits. In your country, do
you think the government should do more or less to reduce income differences?” Data source:
OECD, Does Inequality Matter?, OECD Publishing, 2021, figure 1.1, using data from the OECD’s
2020 “Risks That Matter” survey. “Aus” is Austria. The line is a linear regression line.

account for some portion of popular sentiment in favor of inequality reduction.
But the argument that inequality has harmful consequences has become visi-
ble and prominent mainly since 2010, as the quotations in chapter 1 suggest. In
the countries for which data are available, large shares of the population already
agreed well before 2010 that income differences in their country were too large
and should be reduced.5

There Is Little Indication That People Think Inequality
Reduction Should Be a Priority

While many people believe there is toomuch income inequality in their country
and support efforts to reduce it, the available public opinion data also suggest
that most people don’t care very strongly about this.

For one thing, research on over-time patterns has tended to find little indi-
cation that people respond to a rise in income inequality in their country by
favoring an increase in redistribution.6 When income inequality increases, there
often isn’t a commensurate increase in the share of people who agree that it
is government’s responsibility to reduce income differences. This suggests that
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popular dislike of income inequality and support for efforts to reduce it, while
real, are limited in intensity.

Other types of public opinion survey data also suggest that inequality is for
many people a secondary concern. For example, Sweden is one of the world’s
most egalitarian nations. Yet in public opinion surveys since the mid-1980s, the
share of Swedes who say equality is very important to them has consistently
been much smaller than the share saying freedom or family security is very
important.7

TheUnited States has the highest income inequality of any affluent democratic
nation. And as we saw in figures 8.2 and 8.3, a fairly large share of Americans
think the country has too much income inequality and government should do
something to reduce it. Yet this doesn’t seem to be much of a priority for them.
Since 1935, the Gallup organization has frequently asked, as an open-ended
question, “What do you think is the most important problem facing this coun-
try today?” Only a tiny percentage of Americans have ever given inequality or
the gap between rich and poor as their answer, even during the era of rising
inequality since the late 1970s.8

People Want Less Inequality, But It’s Not a Priority for Them

Many people in the rich democratic countries would prefer less income inequal-
ity and are supportive of government efforts to achieve that. At the same time,
for most people this isn’t a high-level concern.



9
Inequality Reduction in RichNationsMay

Impede Reduction ofWorldwide
Inequality

Everything I’ve said thus far has been about inequality within the world’s rich
democratic countries. What about the rest of the world?

Most of the World’s Poorest People Are Poor Because They Live in
a Poor Country

Making progress in reducing worldwide income inequality requires focusing
more on low-income countries than on people at the low end of the distribution
within rich countries.

Figure 9.1 offers one way to see this. It shows that the income of the poorest
Americans (1 on the horizontal axis) situates them at approximately the fifty-
fifth percentile of the world’s income distribution (vertical axis), meaning their
income is higher than that of a bit more than half of the world’s population. In
China, a person in the middle of the distribution (50 on the horizontal axis)
has an income similar to an American at the bottom. In India and Nigeria, 85
to 90 percent of the population have incomes below that of the lowest-income
Americans.

Figure 9.2 gives us another way to see it. A widely used measure of poverty
is a household income of less than $2,000 a year ($5.50 per day). The share of
a country’s population that has an income below this amount (vertical axis) is
predicted quite well by the country’s GDP per capita (horizontal axis).1 Most of
the world’s poor people are poor because the country they live in is poor.

Worldwide Income Inequality Has Been Decreasing in Recent
Decades

Wehave no single, unified data source that permits a calculation of the global dis-
tribution of income. There is no worldwide survey or income tax database. To



REDUCTION OF WORLDWIDE INEQUALITY 85

US

China

India

Nigeria

1

25

50

75

100

W
or

ld
 in

co
m

e 
pe

rc
en

til
e

1 25 50 75 100

Country income percentile

Figure 9.1 Household incomes in the United States and three poorer countries
2018. Horizontal axis: position (rank) in the income distribution within a particular country.
Vertical axis: position (rank) in the worldwide income distribution. Posttax income adjusted for
household size and converted to a common currency using purchasing power parities. Data
source: Branko Milanovic. This updates figure 3 in Milanovic, The Haves and the Have-Nots, Basic
Books, 2011.
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Figure 9.2 GDP per capita and poverty rate
GDP per capita: converted to 2011 US dollars using purchasing power parities. 2010. Data source:
UNDP, “Human Development Data.” Poverty rate: share of persons living in a household with an
income less than $5.50 per day. Incomes adjusted for inflation and converted to 2011 US dollars
using purchasing power parities. Average over 2004–15. Data source: World Bank. Three small,
rich city-states (Andorra, Luxembourg, and Singapore) are omitted. The line is a loess curve.

estimate income inequality across all of theworld’s households, researchers com-
bine two sources of information.2 One source is about the distribution within
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Figure 9.3 Income inequality worldwide
Gini coefficient. Data source: Branko Milanovic, “The Three Eras of Global Inequality, 1820-2020,”
Working Paper 59, Stone Center on Socio-Economic Inequality, City University of New York, 2022.

each country. Here we use administrative data and/or surveys.3 The second
source of information is about differences in average income across countries.4

Figure 9.3 shows the best available estimate of the worldwide income distribu-
tion over time. Income inequality rose steadily from the early 1800s until around
1950. It then remained fairly constant for fifty years. Since the early 2000s it has
decreased sharply.

The recent decline in global income inequality owesmainly to rapid economic
growth and rising incomes in China and some other formerly poor countries,
which has narrowed the income gap betweennations even as income gapswithin
many nations have widened.5 Poor countries getting richer has reduced world-
wide income inequality much more than rising income gaps within countries
has increased it.

BrankoMilanovic, who has been at the forefront of describing and explaining
worldwide inequality, summarizes the over-time developments this way:

The growth of global inequality during the nineteenth century and the first half
of the twentieth century was driven both by widening gaps between various
countries (measured by the differences in their per capita GDPs) and by greater
inequalities within countries (measured by the differences in citizens’ incomes
in a country). . . . The second era extends over the latter half of the twentieth
century. It featured very high global inequality. Inequality among countries
was extremely high. Inequality within countries, however, was falling nearly
everywhere. . . . That era gave way to a new phase at the turn of the twenty-first
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century. Global inequality began to dip about two decades ago and continues
to do so today. . . . This decrease in global inequality, having occurred over
the short span of 20 years, is more precipitous than was the increase in global
inequality during the nineteenth century. The decrease is driven by the rise of
Asia.6

This decline in worldwide inequality of income since the turn of the century
is consistent with the declines in worldwide inequality in a number of other
indicators of well-being, including life expectancy, nutrition, schooling, internet
access, and political liberty.7

Trade and Migration Have Been Egalitarian Even Though
They’ve Increased Income Inequality Within the Rich

Democratic Countries

Economic globalization, which has contributed to rising income inequality
within the rich democratic nations, at the same time has facilitated declining
income inequality across the world as a whole. Egalitarians thus should think
carefully before recommending that policymakers scale back this particular
feature of the modern economic landscape.8

One element of globalization is trade between poor countries and rich ones.
Imports of goods and services from poor countries may reduce jobs and wages
for less-skilled workers in affluent nations, thereby contributing to rising income
inequality.9 At the same time, the increase in jobs and incomes in the poorer
nationsmaymore than offset this. DavidAutor has documented the employment
and wage losses to ordinary American workers caused by increased trade with
China in the 2000s. Yet he emphasizes that “the gains to the people who benefited
are so enormous—theywere destitute, andnow theywere brought into the global
middle class. The fact that there are adverse consequences in the United States
should be taken seriously, but it doesn’t tilt the balance.”10 Paul Krugman puts
the point in the following way:

Globalization really did deliver big time. . . . I was a grad student in the 1970s
and I asked myself, “What should I specialize in?” I said. “Well, what is the
most important thing?” The answer was clearly development economics. Noth-
ing was more important than making poor countries less poor. I didn’t do it
because it was too depressing. In the 1970s, development economics was a very
depressing field. It was basically nondevelopment economics. It was all about
the reasons why poor countries didn’t seem to be able to get rich.
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Then all of that changed. Since then, we’ve seen, in terms of numbers of peo-
ple, the rise of China, but then a little bit later, the rise of India. You see an
enormous expansion of the quality of life for literally billions of people. All of
that is clearly closely linked to globalization. All of these are export-oriented
success stories.11

Another way to help the world’s least well-off people is to allow them to
migrate to richer countries.12 This tends to increase income inequality within
the rich receiving nations. By the second generation and even more so by the
third, immigrants end up looking almost exactly like the native-born popula-
tion in terms of socioeconomic status (and in other respects). In the short run,
though, a large inflow of immigrants, particularly when many have low educa-
tion and don’t speak the language of their new country, almost certainly means
economic inequality will increase.13

Yet the improvement in well-being for migrants can be huge. The pay of an
unskilled worker who moves from Mexico to the United States goes up by 150
percent on average. For an unskilled worker who migrates from Nigeria to the
United States, the pay rise ismore than 1,000 percent.14 This gain for immigrants
far outweighs any loss to persons in the affluent country to which theymigrate.15
It thus contributes to a reduction in global income inequality.

Inequality Reduction in Rich Nations May Impede Reduction
of Worldwide Inequality

If inequality reduction within our own rich nation is high on our priority list,
we’ll be less likely to embrace imports and immigration from poor nations.16
That will increase worldwide income inequality and reduce human well-being.
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What AboutWealth?

So far my focus has been on inequality of income. Inequality of wealth maymat-
ter too—in fact, itmightmattermore.Wehave less data forwealth, and those data
have become available only recently, so there is far less research on the impact
of wealth inequality. What do we know?

Wealth Inequality

Wealth typically is distributedmore unequally than income. In theUnited States,
for instance, the top 1 percent of households get about 15 to 20 percent of the
income in any given year, while the top 1 percent of wealth holders have about
35 to 40 percent of the wealth.

Figure 10.1 shows the top 1 percent’s wealth share since the early 1900s in four
countries for which long-run data are available—France, Sweden, the United
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Figure 10.1 Wealth inequality between the top 1 percent and the bottom 99
percent, four countries, 1910ff
Top 1 percent’s share of wealth. Wealth = assets minus liabilities. Data sources: Thomas Piketty,
Capital in the Twenty-First Century, Harvard University Press, 2014, ch. 10; Lucas Chancel, “Ten
Facts about Inequality in Advanced Economies,” in Combating Inequality, edited by Olivier
Blanchard and Dani Rodrik, MIT Press, 2021, figure 1.4.
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Kingdom, and the United States. In each of the four, wealth inequality decreased
from the early 1900s until around 1970 or 1980 and since then has increased a
bit.

Here’s what that looks like in terms of actual wealth developments, according
to a recent study: “The wealth of Western middle classes grew by 2.2 percent
per year up to 1950 and by 3.9 percent between 1950 and 1980. The top growth
was around zero, 0.2 percent, before 1950 and 2.3 percent between 1950 and
1980. Since 1980, real wealth has grown in the entire population, but at a higher
pace at the top.”1

What accounts for the significant reduction in wealth inequality during the
first two-thirds of the twentieth century and the modest increase since then?
Five developments appear to have been key.2 The value of private assets, which
are disproportionately owned by those at the top, declined during the two world
wars, the Great Depression, and the early post–World War II decades. All of the
affluent democracies enacted and expanded new taxes on income, and in some
instances on wealth. The 1940s, 1950s, and 1960s featured historically rapid
rates of economic growth, coupled with institutions—strong labor unions, in
particular—that ensured a significant amount of this growth trickled down to
the middle and lower parts of the distribution via rising employment and wages.
Homeownership rates increased significantly, particularly after the invention of
government-backed long-term fixed-interest-rate mortgage loans in the 1930s,
boosting wealth among the middle class. Finally, since around 1970 “funded”
(defined-contribution) pensions have become increasingly common. In these
types of plans, unlike “pay as you go” (defined-benefit) plans, the pension assets
legally belong to the employee rather than to the company or the government,
boosting the measured wealth of many middle-and lower-income households.

The OECD has wealth inequality data that cover fewer years but more coun-
tries. According to those data, shown in figure 10.2, there is quite a bit of variation
across the countries, with the United States having the most top-end wealth
inequality.3

Should Low Wealth Inequality Be a Key Goal?

Is wealth inequality a significant impediment to well-being? Judging from a
comparison across countries, that looks unlikely to be true. Denmark, Nor-
way, and Sweden have comparatively high levels of wealth inequality, as we see
in figure 10.2. Yet they are among the best performers when it comes to eco-
nomic security, equality of opportunity, living standards of the least well-off,
and happiness.4
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percent, seventeen countries, 2010ff
Top 1 percent’s share of wealth. Wealth = assets minus liabilities. The estimate for Sweden is
imputed using top 5 percent wealth share data. Data source: OECD, Wealth Distribution
Database, stats.oecd.org. “Asl” = Australia; “Aus” = Austria.

0  
5  

50%

1800 1920 2020

Year

Figure 10.3 Bottom 50 percent’s wealth share, France
Share of total net personal wealth held by the bottom 50 percent of the population. Data source:
World Inequality Database.

The long-run over-time picture suggests a similar conclusion. France is an
informative case here, because we have estimates of wealth and its distribu-
tion in France over a very lengthy time period.5 Figure 10.3 shows the wealth
share held by the bottom half of the French population. That share has hovered
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around 5 percent of the total wealth from the early 1800s to the present. If wealth
inequality is harmful for well-being, this would predict little improvement in
living standards for the lower half of the French population. But every other
indicator we have suggests exactly the opposite. Economic security, economic
opportunity, income, health, education, housing, free time, andmuchmore have
improved massively.6

The most straightforward benefit of wealth would seem to be to help ensure
against ill effects of disruptive life events such as job loss, disability, and divorce.
Yet a recent study of patterns in the United States finds that a household’s wealth
only serves this function when it exceeds $200,000, which is far more than most
households would have under typical proposals for wealth redistribution.7

What About Wealth?

Wealth is distributed quite unequally in the rich democratic countries. But it’s
not clear that this is a big problem.



11
Inequality Reduction Should

Be a SecondaryGoal

What should we recommend policymakers in affluent democratic countries
do about income inequality and wealth inequality? My answer has five parts:
(1) Don’t assume that reducing income inequality or wealth inequality will solve
other problems. (2) Focus on building the infrastructure for a good society.
(3) Recognize that public services and goods reduce inequality of well-being,
even though this doesn’t show up in measures of income inequality or wealth
inequality. (4) Inequality reduction should be a goal. (5) Inequality reduction
should be a secondary goal.

Don’t Assume That Reducing Income Inequality or Wealth
Inequality Will Solve Other Problems

The chief rationale underlying the view that inequality reduction should be a
high-level priority is that economic inequality may significantly worsen other
things we value, such as living standards, democracy, opportunity, health, and
happiness, and that we could therefore improve these by reducing inequality.

Aswe saw in chapters 2 through 7, empirical support for inequality-is-harmful
hypotheses is underwhelming. The experience of the rich democratic coun-
tries from 1979 to 2019 suggests little reason to think that reducing income
inequality would improve living standards, reduce the disproportionate political
influence of people with higher incomes, move us closer to equal opportunity,
increase longevity, or boost life satisfaction. While we have less data with which
to assess the consequences of wealth inequality, two key facts from the coun-
try experience—the success of the Nordic countries in creating a good society
despite comparatively high wealth inequality and the massive advance in well-
being among the bottom half of the population in France over the past two
centuries despite their low and stagnant wealth share—recommend skepticism
about wealth inequality’s harmful consequences.

Instead of trying to improve living standards, democracy, opportunity, health,
and happiness indirectly via reduction in income inequality orwealth inequality,
we’re more likely to make progress by pursuing these goals directly.1
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Focus on Building the Infrastructure for a Good Society

In a society where many of life’s basic needs and wants—safety, housing, child-
care, schooling, medical care, work, time for family and leisure, retirement
income, eldercare, and more—are assured, it isn’t clear that a moderately high
level of income inequality or wealth inequality is especially problematic.2 Den-
mark, Norway, and Sweden have some of the highest levels of wealth inequality
among the rich democracies, as we saw in chapter 10. And while some egalitari-
ans have argued that there should be no billionaires,3 Sweden and Norway have
more billionaires per capita than the United States.4 Despite this, in the con-
temporary Nordic countries there is plenty of economic security, little material
hardship, abundant freedom, and most people (including immigrants) say they
are quite satisfied with their lives.5 On the whole, life there is very good.6 In this
kind of context, we may not be bothered by the fact that some persons have a
lot of income or wealth, just as most of us aren’t too upset that some people are
exceptionally intelligent or good looking or socially adept.7

Imagine the following life:
During pregnancy your parent or parents regularly visit a doctor who moni-

tors the pregnancy, listens to concerns, and dispenses advice about diet, things
to avoid, how to deal with stress, and related matters. The birth occurs in a
hospital—or perhaps at home but with access to physician assistance and appro-
priate technology. Throughout the first year of life, a nurse checks in with you
and your parents to promote well-being and supply information about breast-
feeding, your sleep patterns, eating, illnesses, and more. All of this is provided
free or with a small copayment.

A paid parental leave program gives your parent(s) fourteen months of leave
fromwork, replacing about 80 percent of their former earnings. Parents can split
the leave time however they like, though if your father (or other second par-
ent) doesn’t take at least two of the months, they get a total of twelve instead of
fourteen.

Your parents can enroll you in a high-quality “early education” (childcare)
center either part time or full time, depending on how they want to balance
their paying jobs with caring for you. The staff in these centers are required
to have the same qualifications as elementary school teachers. Many of these
centers are run by the government; they are, in effect, extensions of public ele-
mentary schools, though they focus more on social activities and play than on
education. Others are privately run—some for profit, some not. Private cen-
ters may be formed by groups of parents or by companies. They must meet
the same quality standards as the public centers. Your parents pay for early
education, but the total amount they owe is capped at less than 10 percent of their
income.
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Throughout your childhood your parents receive a “child allowance” of about
$300 per month per child from the government to help defray the cost of
childrearing.

Around age six you enter the public school system, where you attend elemen-
tary and then secondary school. This costs your parents nothing. There may be
some fees for participation in sports or band or the arts, but they are small and
families with low income pay less. School provides free, nutritious breakfast and
lunch. It also offers free or low-cost after-school activities. If your parents prefer
to pay to put you in a private school, they are welcome to do that.

If you have a physical, mental, or emotional disability, you receive support
services. When you’re young, an aide may come to your home regularly. Once
you enter elementary school, much of the service provision may be through the
school system. There is no cost to your parents. If your needs persist beyond
school age or throughout your life, you will continue to receive appropriate
services.

During childhood and beyond, you probably live in either an apartment or a
house. Your home has a roof, floors, and walls. There is furniture, some wall dec-
orations, appliances (refrigerator, stove, dishwasher, clothes washer), cooking
items, toys.

Your home has running water. Solid waste is collected once or twice a week.
Liquid and semisolid waste disappears into sink drains, shower drains, and toi-
lets. A separate system collects and then uses or disposes of rainwater. These
services come free or at modest cost.

Your homehas electricity to provide light, heat, cooling, and power for devices
such as refrigerators and televisions. The energy you use comes entirely (or
almost entirely) from non-greenhouse-gas-emitting sources, but that doesn’t
mean you have access to only a small amount. On average you use about 30,000
kilowatt-hours per year, roughly the same as the current average in Europe.8

You’re connected. Your home, like everyone’s, has access to broadband inter-
net at a small cost. And public Wi-Fi is available in schools, other public
buildings, and commercial areas. Coupled with your public library member-
ship, this gives you free or low-cost access to virtually the entire store of human
knowledge via books, journal and magazine and newspaper articles, and online
content.9 You can listen to almost any piece of music that’s ever been recorded.
And you can watch any recorded movie or television show or sports contest or
live performance.

Your apartment or house may have a yard or a common area with some grass
and trees. If it doesn’t, within a ten-minute walk or a five-minute ride there is
green space to play or relax in.10 Access is free. Because you likely live in an area
with mixed-use development, you also are within walking distance of one or
more stores, restaurants, and cafes, and possibly your workplace.
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You are safe. There is violence in your country and perhaps even in your
neighborhood, but it isn’t common. In a typical year, just one person out of
every 100,000 is murdered. Rape, assault, and other types of violence also are
rare. Expansive provision of public and near-public goods and services along
with widespread economic opportunity reduce the incentive for violence. Safety
also is aided by effective policing.11

You have health insurance from cradle to grave. There may be copayments,
and some elective procedures aren’t covered, or are covered only partially, but
you are never in danger of dying or suffering a significant deterioration in your
quality of life because you lack access to the funds needed to pay for medical
care.

You have an array of civil and political protections: freedom from slavery, free-
dom from torture, the right to a fair trial, the right to be treated with humanity
in detention, and more.12

As you go through life, institutions and individuals that affect your oppor-
tunities and outcomes—schools, businesses, landlords, hospitals, government
agencies, and others—aren’t permitted to treat you differently because of your
sex, race, ethnicity, disability, sexual orientation, gender identity, national ori-
gin, or religion. No one is required to like you, your physical features, your
beliefs, or your preferences. But they can’t discriminate against you on these
grounds.

After graduating from high school, you may attend college. If you choose
a public university in your state or region, there is no tuition charge. Unless
you live at home with your parents, you will owe for the room and board at
college, but to pay for this you can take out a government-guaranteed loan.
This loan will have a low monthly payment because the interest rate is low
and because it can be paid back over twenty (or perhaps thirty) years. And if
your wage or salary turns out to be below average, your payments are further
reduced.

When you finish college, you may decide to get additional education. Post-
graduate schooling isn’t free, but again you are eligible for low-interest long-term
loans with an income-based repayment plan.

If you aren’t interested in college, you may choose to enroll in an appren-
ticeship program that combines schooling with on-the-job vocational training.
These programs run for three or four years and are tightly integrated with local
firms and employer organizations to ensure that the skills being produced are
needed ones rather than simply ones schools feel competent to provide. The
apprenticeship programs are paid for by companies, with a subsidy from the
government.

Following school or an apprenticeship, most adults will get a paying job. If
you struggle to find employment, or if you lose a job or leave it by choice, you
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are eligible for government help. Firms must notify a local labor market board
in advance when they plan to lay off employees and when they have job open-
ings that have lasted more than a few weeks. Non-employed persons can receive
subsidized training. Staff in the labor market boards keep in close communica-
tion with firms and with boards in other areas regarding trends in skill needs.
The training programs are full time and range in duration from a few weeks to
more than a year. The service then helps to place workers in new jobs. If neces-
sary, a subsidy may be used to encourage a private-sector company to hire, or a
public-sector job may be created.

If the pay for your job is low, you may receive an earnings subsidy from the
government to boost your income.

Throughout your working career you’ll receive about 80 percent of your for-
mer pay if you can’t work due to sickness, injury, or unemployment. Depending
on your condition and that of the national and local economy, these payments
may last just a short time or as long as a year or more.

Each year you get thirty paid days (six weeks) of vacation or holiday.
If your household’s total income is below a level deemed necessary for a min-

imally decent standard of living and you are neither able to find additional
employment income nor eligible formoney from various government programs,
you will receive cash from a separate public program (typically called “social
assistance”) to bring your income up to that minimum level.13

You can start a business. There are legal requirements, but a government office
will help you to navigate them. Competition (“antitrust”) lawmakes it less likely
that established firms can impede entry by new start-ups such as yours. You can
borrow money to fund your company. Eventually you may decide to get addi-
tional financing by selling ownership shares to passive investors. Limited liability
rules allow such investors to purchase shares in a company without the risk of
losing more than they have invested in the event the company fails. If your busi-
ness does fail, bankruptcy protections mean you won’t spend the rest of your life
repaying the debt.

If you’re an employee in a medium-size or large firm, you and fellow employ-
ees will elect works council representatives who negotiate hiring rules, work
conditions, work hours, and firing procedures with management. You also will
elect one-third to one-half of the members of the board of directors, which is the
firm’s main decision-making authority.

While some people in your society own a home, many rent. Government
policy ensures there are few barriers to construction of new rental properties,
particularly in cities and near them. This increases the likelihood that the supply
of rental housing meets or exceeds demand, which helps to keep it affordable.
A housing assistance program provides a subsidy to low- and middle-income
renters so that rent takes no more than 30 percent of their income. Landlords
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aren’t permitted to discriminate against prospective tenants who receive this
assistance. In addition to ensuring that housing is affordable, this gives families
genuine choice about where to live, allowing them to escape from problematic
neighborhoods if they wish to. Government also provides some rental housing
directly (“public housing”) and subsidizes additional affordable rental housing
owned by nonprofits and communities (“social housing”).

Youmight own a car or multiple cars, but you probably don’t need one. Fewer
than half of all trips are made in private vehicles.14 Public transportation, in
the form of rail lines, subways, buses, trolleys, and bike- and scooter-sharing,
is extensive and affordable. And government provides additional incentives
for construction of housing within walking distance of core public transport
routes. To get to and from work, there’s a good chance you take rail or a
speedy bus that travels in a dedicated lane. In a typical day you might use
multiple forms of public transport, including a bike or scooter to take you
the last half mile or so of your journey or to move around quickly between
stores. You pay for this with an integrated app on your phone that automati-
cally tallies your use. If your physical mobility is constrained or you are short
on time, you can order just about anything to be delivered to your home,
from a new television to a jar of ground cumin for the stew you’re making for
dinner.

Government is attentive to provision and maintenance of a wide array of
public spaces and infrastructure—roads, bridges, bike lanes, walking paths,
sidewalks, stoplights, data collection (demographic, health, economic, etc.),
enforcement of speed limits, air traffic control, weather forecasts, museums,
parks, sports fields, public restrooms, forests, campgrounds, beaches, oceans,
lakes, swimming pools, zoos, phone lines, broadband, the internet, public tele-
vision and radio programming, subsidization of free private television and radio
networks, libraries, festivals, and more.

During your working years you have access to the same family-friendly
policies used by your parents—paid parental leave, early education, a child
allowance, and so on.

You, like every person, are eligible for basic legal services. If you are accused
of a crime or your landlord is attempting to evict you, you will receive legal
representation at no cost.

You have a free public bank account. In-person banking services are provided
by post office branches, and you can use any public or private automatic teller
machine (ATM) multiple times per month at no charge.

People tend to enjoy being part of a group. In your society everyone has not
only the freedombut also the capability to formgroups and to participate actively
in them. As a result, there are groups for nearly every interest, belief, and activity
imaginable. Somemeet in person, someonline. Some are local, while others span
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larger areas. For some, being a “member” means nothing more than signing up
or making a small financial contribution. For others, it entails a commitment of
substantial time and effort.

If you are religious, you have extensive freedom to practice your faith. You can
pray and engage in other religious practices. You can join an existing religious
organization or create a new one.

If you are interested in participating in politics, you have multiple options
for involvement, particularly at the local level. There are the usual avenues
available to citizens in a democracy: you can vote, lobby policymakers, orga-
nize in a group, donate money to a campaign, run for office, protest, and
more. Beyond this, you may be surveyed regularly by your local government
to gauge your opinion on policy issues. You may be randomly selected to
participate in a deliberative advisory assembly—similar to a jury but focused
on a matter of public policy. You can serve on a user board that oversees
the provision of a particular public service such as transportation or job
training. You might, as a representative of an interest group such as labor
or business, participate in discussions and negotiations over major policy
decisions.

When you reach retirement age, you are guaranteed a basic government pen-
sion. It’s relatively small, but it’s enough, when coupled with other public goods
and services, to ensure that you can get by. There is a more generous public
pension funded by earmarked tax payments throughout your working life, with
benefits roughly proportional to your earnings. And many companies offer an
additional defined-contribution pension to their employees.

You are eligible to receive public long-term care assistance. You may choose
to live in an eldercare institution or to receive eldercare services in your home.
In-home assistance can be for several hours, throughout the day, or round-the-
clock if needed. There is a copayment, but it is modest—a few hundred dollars
per month.

Many of the services, goods, and programs I’ve described here are paid for
and/or provided by government. That’s because the government, in a demo-
cratic society, is the only mechanism through which we can ensure that people
have access to these kinds of goods and services and insurance. There is, unfor-
tunately, no way to guarantee that you’ll grow up in a family with two loving,
devoted parents, nor that a family member or friend or charitable organization
or employer will be there to provide you with food or clothing or money or job
training or assistance in caring for your elderly relative.

The total cost of public programs, goods, services, and government opera-
tions amounts to about half of your country’s GDP. Formost people, somewhere
between one-third and one-half of household income goes to the government in
taxes.15
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Government provides free tax preparation services for the 80 percent or so of
the population who have an uncomplicated tax return. Each person receives a
postcard or short letter explaining the government’s calculation of the tax you
owe or refund you are to receive. If the information is correct, you send a text or
email to confirm.

In its provision of goods and services, government is customer friendly. Some
of the things it pays for or provides have eligibility requirements, such as age,
income, or health. Where such restrictions exist, government’s foremost goal
isn’t to ensure that no one gets a service or benefit for which they aren’t gen-
uinely eligible. Preventing cheating is a concern, but the chief aim is to ensure
that people are able to access services and other benefits at minimal cost and
with little hassle.16 This is achieved via integrated databases that handle mul-
tiple programs, one-stop registration at a website or a physical office, simple
sign-up procedures available in multiple languages, one-to-one assistance, and
a plentiful supply of service providers.

The array of institutions, policies, and programs I’ve described here is the
infrastructure of a good society. It doesn’t guarantee you will find your soul-
mate and your calling and live blissfully for 115 years. It does ensure that you
have much of what’s needed for a life that is fulfilling and satisfying.

This good society infrastructure doesn’t presuppose low inequality of income
or wealth. It’s perfectly possible to have these policies and institutions while tol-
erating high incomes and wealth for some people and fairly low incomes and
wealth (even zero wealth) for others.

Recognize That Public Services and Goods Reduce Inequality
of Well-Being, Even Though This Doesn’t Show Up in Measures

of Income Inequality or Wealth Inequality

The public goods and services I outlined in the previous section don’t just
improve lives. They also reduce inequality. This inequality reduction doesn’t
show up in most measures of income distribution or wealth distribution,
because government provision of childcare and schooling and health insur-
ance and transportation and much more doesn’t get counted as part of
a household’s income or assets. But while they don’t reduce inequality of
income or wealth, they clearly reduce inequality of living standards and
well-being.17

How so? For any given type of government service or good, consumption
may be progressive, equal, or regressive. That is, the service or good may be
used more by poor households than by affluent ones, about the same by each,
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or more by the affluent than by the poor. We have no precise measures of the
actual distribution of consumption of public goods and services, but estimates
suggest that it tends to be equal across the income scale or slightly progressive.18
Let’s assume, perhaps conservatively, that the distribution is equal rather
than progressive.

Public services and goods can be thought of as akin to a cash transfer. If a
person receives government-funded healthcare worth $10,000, it is as though
she has been given a $10,000 cash transfer that she then uses to pay for those
health services. The same holds for schooling, roads, policing, and virtually
every other type of public good and service. If the rich, the middle class, and
the poor each consume roughly the same total dollars or euros or kroner or
yen worth of public goods and services, it is equivalent to the government pro-
viding a large flat-rate (equal number of dollars or euros) cash transfer to all
households.

In a society in which the market distribution of income is unequal, a flat-rate
benefit—one that goes in equal amount to all citizens—is redistributive. It boosts
consumption, and hence living standards, for the poor more than it does for
the rich. If my market income is $1 million and I receive public services worth
$20,000, my consumption has increased by 2 percent. If my market income is
$10,000 and I receive government services worth $20,000, my consumption is
boosted by 200 percent.

What about the financing of public goods and services?Most rich democratic
countries have a tax system that is roughly proportional; people in low-income,
middle-income, and high-income households each pay a similar share of their
market income in taxes, so the effective tax rate is approximately the same
for each group.19 But because the affluent get so much of the market income,
they pay a much larger share of the tax dollars (or euros or pounds) than
the poor.

Public goods and services that are consumed equally and financed propor-
tionally are redistributive. Figure 11.1 illustrates this. The tax payment data are
estimates for the United States. When all types of taxes are taken into account—
income, payroll, consumption, and others—the US tax system is approximately
proportional; groups with different levels of pretax income pay about the same
share of their income in taxes.20 But because the distribution of pretax income is
quite unequal, those with higher incomes end up paying much more in dollars.
The chart assumes that consumption of public goods and services is equal across
the income distribution.

In this illustration, households in the bottom income fifth consume about 20
percent of the public goods and services and pay only 3 percent of the taxes
that fund those goods and services. Indeed, households all the way up to around
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Pays Taxes in America in 2019?”

the eightieth percentile of the income distribution are net beneficiaries. Only
households in the top quintile paymore in taxes than they receive in public goods
and services.

The reduced inequality of living standards and well-being achieved by public
goods and services won’t show up in a Gini coefficient for income or wealth, but
it matters for people’s lives.21

Inequality Reduction Should Be a Goal

Much of what determines where people end up on the socioeconomic ladder is
beyond their control. The amount of income inequality and wealth inequality
that exists in at least some, and perhaps all, of the affluent democratic nations
is therefore unfair. Less economic inequality would be fairer. And as we saw in
chapter 8, lots of peoplewould like there to be less economic inequality.We know
it’s possible for affluent democratic nations to have lower levels of income and
wealth inequality, because they did in the 1960s and 1970s. Moreover, reduc-
ing inequality is unlikely to slow economic growth or require other economic
or social sacrifices. There surely is some point at which inequality reduction
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would begin to adversely affect economic growth or some other outcomes, but
it’s unlikely that any of the rich democracies have reached that point.22

Because inequality reduction would enhance fairness, has public support, is
achievable, and is likely to come with few if any tradeoffs, policymakers should
include it as one of the goals they pursue.

Inequality Reduction Should Be a Secondary Goal

Inequality reduction doesn’t need to be a top priority. And where there is a
choice betweenmaking ordinary people’s lives better versus reducing inequality
of income or wealth, we should encourage policymakers to opt for the former.

What does this mean in practice? I see four key implications.

Don’t Include Income Inequality and Wealth Inequality as
Headline Indicators
Gross domestic product and the value of the stock market tend to be the “head-
line” economic indicators in affluent nations. There ought to be others—ones
that tell usmore about the well-being of ordinary people.23 Should theGini coef-
ficient or the top 1 percent’s income share (or some other measure of income or
wealth inequality) be one of those headline indicators?24

I don’t think so. Let’s say, arbitrarily, that there should be at most ten headline
indicators. (If there are toomany, it doesn’t makemuch sense to think of them as
“headline.”) Here are quite a fewmore than ten that I would put ahead of income
inequality and wealth inequality:

1. Life expectancy (or healthy life expectancy)
2. Perceived health: share of adults reporting their health as good or very

good
3. Safety: share of the population not a victim of violent crime (homicide,

rape, aggravated assault, robbery) in the past year
4. Perceived safety: share of adults answering no to the question “Is there

any area near where you live where you would be afraid to walk alone at
night?”

5. Education: average years of schooling completed
6. Affluence: GDP per capita
7. Affluence: median household income
8. Income floor: tenth-percentile household income
9. Housing: share of households not spending more than 30 percent of

income on rent
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10. Income security: share of households not experiencing a year-to-year
income decline of 25 percent or more

11. Perceived freedom to make life choices among youth: share of eighteen-
to twenty-nine-year-olds answering satisfied to the question “Are you sat-
isfied or dissatisfied with your freedom to choose what you do with your
life?”

12. Equality of economic opportunity: relative intergenerational income
mobility

13. Employment: share of the working-age population in paid work
14. Work satisfaction: share of employed persons answering completely

satisfied, very satisfied, or fairly satisfied to the question “All things
considered, how satisfied are you with your (main) job?”

15. Voice at work: share of employed persons who are self-employed, are
employed in a worker cooperative, are employed by a firm with an
employee share ownership plan that owns a majority of the firm’s stock
shares, or are employed in a firm in which workers elect 50 percent or
more of the board of directors

16. Work-family-leisure balance: share of employed persons with six weeks
or more paid vacation or holiday

17. Connectedness: share of adults answering satisfied to the question “In
the city or area where you live, are you satisfied or dissatisfied with the
opportunities to meet people and make friends?”

18. Perceived social support: share of adults answering yes to the question
“If you were in trouble, do you have relatives or friends you can count on
to help you whenever you need them, or not?”

19. Happiness: average response to the question “Please imagine a ladder
with steps numbered from 0 at the bottom to 10 at the top. The top of
the ladder represents the best possible life for you and the bottom of the
ladder represents the worst possible life for you. On which step of the
ladder would you say you personally feel you stand at this time?”

20. Happiness: share responding 5 or higher on the life satisfaction ladder
question

21. Equality of political opportunity: correlation between policy decisions
and expressed preferences of people at different income levels

22. Immigration: share of the population born abroad in a poor or middle-
income country

23. Environment: greenhouse gas emissions per capita

What we choose to headline can influence not only where we direct our
attention for improvement but also how we understand whether or not we’ve
made progress. For instance, one study that puts economic inequality front
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and center concludes that in the United States “much of the social progress
achieved since the 1920s has been undone.”25 Another goes even further, sug-
gesting that the country has “drifted back to a contemporary version of Grover
Cleveland’s America” (Cleveland was president in the late 1800s).26 Given the
massive increase in living standards, education, and life expectancy and the very
sizable reductions in violence, poverty, and racial discrimination, along with
other improvements, these conclusions are at best misleading.27

A more nuanced analysis that highlights economic inequality alongside fam-
ilies, civic participation, and political polarization concludes that in the first
two-thirds of the twentieth century the United States was on an upswing, but
since 1965 the country has been moving in the wrong direction, on a “down-
swing.”28 That too is unduly pessimistic. Since the mid-1960s living standards
have improved considerably, including for Americans at the bottom. Educa-
tion and life expectancy have risen. Personal freedom, particularly for women,
teenagers and young adults, racial and ethnic minorities, gays and lesbians,
and assorted other “outgroups,” has increased. Openness to less advantaged
immigrants is much greater. And access to knowledge and entertainment has
skyrocketed.29

Eschew Policies That Reduce Inequality but May Get in the Way of
Improving Lives
If inequality reduction were a top-level priority, there would be a strong case for
choosing the most effective means of achieving it. But some effective strategies
wouldn’t be particularly desirable. I said earlier in this chapter that, in general,
reduction of income inequality or wealth inequality won’t require sacrificing
other things we want in a good society. But there are some exceptions.

For example, a straightforwardmechanism for achieving reduction of income
inequality is automatic adjustment of tax rates in response to changes in
income inequality. Robert Shiller explains: “While income inequality would
be much worse without our current [income] tax system, what we have isn’t
nearly enough. It’s time—past time, actually—to tweak the system so that it
can respond effectively if income inequality becomes more extreme. . . . Taxes
should be indexed to income inequality so that they automatically becomemore
progressive—meaning that the marginal tax rate for the highest-income people
will rise—if income inequality becomes much worse.”30 In other words, we can
set a target goal for posttax income inequality and have an algorithm adjust tax
rates until we reach that target level. However, this means tax rates for people
will be set retroactively. People with high incomes, in particular, may end up
paying a much higher tax rate than they expected to for reasons having nothing
to dowith their own income—because there weremore high earners than in pre-
vious years or because those high earners ended up with much larger incomes



106 IS INEQUALITY THE PROBLEM?

than they previously got. This uncertainty might lead to much more aggressive
efforts to hide income from taxation.

The main thing we need from taxation is money to fund programs that make
people’s lives better. Revenue considerations should come first, before inequality
reduction.

Another potentially effective strategy for reducing economic inequality would
be to set a maximum income a person is allowed to receive in a given year
or a maximum amount of wealth she can hold.31 However, debates about
where to draw this line, and how to enforce the maximum, are likely to dis-
tract from the more important question of how best to tax those at the top.
Suppose we set the maximum yearly income at $10 million and the owner
of a successful business could, if there weren’t such a maximum, receive $50
million. With a statutory maximum, the owner might arrange to have part of
the compensation donated to an antitax nonprofit organization. In this sce-
nario, the government loses revenue and quite likely no socially good outcome
has been achieved. More than the satisfaction (for some) of seeing restrictions
on the income or wealth at the top, what we need is government revenue in
order to provide extensive and good-quality public goods, services, and insur-
ance. Better to allow the business owner to receive her $50 million income
and tax it.32

We could significantly reduce income inequality by replacing a variety of
public services with a universal basic income. Giving people money instead of
services would instantly reduce income inequality. But it’s probably wiser to
provide people with services that are critical to capability development andwell-
being, rather than to give them money and assume they will purchase those
services on their own.33

Across the affluent democratic countries, the key determinant of the vari-
ation in wealth inequality is homeownership. Where more people are home-
owners, the middle class has more wealth, and so wealth inequality tends to
be lower.34 The most effective way to reduce wealth inequality in the rich
democracies therefore probably is to increase home equity among those in
the middle and below. But is that a good policy goal? Not necessarily. There
are drawbacks to homeownership. It can impede geographic mobility by tying
people to a particular home. It renders wealth vulnerable to swings in hous-
ing market prices. And as climate change increases the frequency and unpre-
dictability of weather-related disasters, it can end up costing much more than
renting.35

Embrace Policies That Improve Lives, Even if They Don’t Reduce Inequality
Suppose policymakers have a chance to add or expand a well-being-enhancing
public service but only if it is paid for via a proportional tax increase. There are
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circumstances in which, due to the balance of political forces, to public opinion,
or to electoral precommitments by the party or coalition in power, a propor-
tional tax increase may be more politically salable than a progressive one.36 But
a proportional tax increase won’t reduce inequality of income or wealth. Policy-
makers who prioritize inequality reduction may be tempted to insist that the tax
increase be a progressive one. In most instances policymakers shouldn’t do that.
They should let inequality concerns take a back seat and say yes to a political
deal that will improve people’s lives.

In the United States, for example, most recent Democratic Party presiden-
tial nominees have promised not to increase taxes for Americans in the bottom
95 percent of incomes. If this is dictated by electoral necessity—if it’s the only
way for the candidate to win election—then okay. But to put in place the good-
society infrastructure I outlined earlier in this chapter, the United States would
need to increase tax revenues by approximately 10 percent of GDP.37 Getting
that amount of tax revenue from the top 5 percent of households would be nearly
impossible.38

Prioritize Reduction of Worldwide Inequality over Reduction of Within-Rich-
Country Inequality
As I noted in chapter 9, imports and immigration from poor countries very
likely increase income inequality and wealth inequality in rich countries.
Policymakers in the affluent democratic nations thus face a choice between
reducing economic inequality within their country and reducing worldwide
inequality. To the extent it is politically feasible, they should lean toward the
latter.

Is this ever politically feasible? Migration from poor nations increases ethnic
and religious heterogeneity in rich democracies, and a number of studies suggest
that this kind of diversity has tended to reduce public support for welfare state
generosity.39 So there might be limited scope for pursuing both openness to the
world’s less fortunate and the kinds of good-society programs I outlined earlier
in this chapter.

Then again, other studies have found little or no evidence that immigra-
tion weakens popular sentiment in favor of generous social policy.40 And in
many of the rich democratic nations in recent decades we’ve seen contin-
ued movement toward a Nordic-style welfare state—expansive public insurance
and public goods coupled with employment-conducive public services—despite
rising immigration.41

Sweden is a particularly informative case. Sweden after 1945 demonstrated
that it’s possible to create and expand a social democratic welfare state and also
welcome significant refugee immigration. Beginning in 2015, in the face of an
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unprecedented immigration surge, Swedish policymakers pulled back, first insti-
tuting tougher restrictions on a temporary basis and then making the changes
permanent in 2021. However, a careful recent study concludes that the chief
cause of Sweden’s turn against generous refugee immigration wasn’t concern
about the welfare state.42 Instead it was a rise in violent crime. What this sug-
gests is that if a country can do what Sweden did from 1945 to 2015 and also
keep a lid on crime, it might be able to persist with this approach.



12
How to Reduce Inequality

This book’s main message is that reducing economic inequality shouldn’t be a
high-level priority. But as I stressed in chapter 11, that doesn’t mean we should
abandon it altogether. A lot of the existing income andwealth inequality is unfair
because it’s a product of luck. Many people want less inequality and support
government efforts to reduce it. And we could reduce inequality without stifling
economic progress. For these reasons, in some contexts—certainly that of the
contemporary United States—inequality reduction is a sensible thing to try to
achieve.

How to do it? There are four components: earnings from paid work, govern-
ment transfers, top-end incomes, and wealth.1

Earnings

Ideally, earnings up and down the distribution will be not too unequal, and they
will remain that way by rising roughly in proportion to growth of the economy.
However, capitalism creates incentives for firms to try to minimize labor costs.
That is part of its genius, but for ordinary workers and households it’s also a
drawback. What we need are institutions and policies that reduce companies’
incentive and ability to pursue a labor-cost-minimization strategy.

We know this is possible. It’s what happened in nearly all of the rich demo-
cratic nations in the three decades that followed World War II. And it has
continued in some of those countries through the era of rising income inequality
since the late 1970s.2

Figure 12.1 shows the best picture we have of wage developments in the rich
democracies in recent decades. On the horizontal axis is each country’s growth
rate of GDP per capita, and on the vertical axis is its growth rate of median com-
pensation.3 The dashed line in the chart is a 45-degree line; a country will be
on the line if median compensation has grown at the same pace as the economy.
That’s roughly what we would hope for in a good economy: ordinary working
people see their wages rise in sync with the economy’s rate of growth. But it’s
what has actually happened only in some of these countries. Many lie well below
the line, with compensation growth lagging behind economic growth.
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Figure 12.1 Economic growth and median compensation growth
1995-2013 (the earliest and latest years of available data). Median compensation growth: average
annual growth rate of median inflation-adjusted compensation (wages plus in-kind compensation
plus employees’ and employers’ social contributions). Data source Cyrille Schwellnus, Andreas
Kappeler, and Pierre-Alain Pionnier, “The Decoupling of Median Wages from Productivity in
OECD Countries,” International Productivity Monitor, 2017, table 1. Economic growth: average
annual growth rate of inflation-adjusted GDP per capita. Data source: OECD. “Asl” is Australia;
“Aus” is Austria. The line is a 45-degree line; a country will lie on this line if its median
compensation growth rate is equal to its economic growth rate.

Part of an effective strategy consists of reestablishing things that we know
worked in the past. But we’ll also need some new approaches, because not every-
thing that worked in earlier eras is likely to be replicable or effective or desirable
in today’s context.

One example is economic growth. Over the long run, growth of the economy
underpins rising earnings. So it would be good to increase the economic growth
rate. Unfortunately, we don’t know how to do that. When it comes to rich demo-
cratic capitalist nations, we have very little clue aboutwhat yields faster economic
growth over the medium to long run.4

Another example is education. Since the late 1800s, rising educational attain-
ment has been a key contributor to rising pay.5 However, it isn’t clear that this
can continue. Secondary-school completion has likely reached its ceiling inmost
of the affluent democracies. And we may not be able to boost the rate of increase
in college completion, as it’s already been rising rapidly in the post-1970s era.6

Jobs in the manufacturing sector were vital to broad pay growth in the rich
democratic countries in the twentieth century. But manufacturing employment
has been declining steadily in all of the rich democracies since 1970.7 This owes
to technological advance and to firms’ increased ability to shift production to
low-cost countries. There is little reason to expect this trend to reverse.
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In the United States, in some industries or communities a small number of
firms account for a large share of the jobs. And some American companies have
pressured employees to sign a noncompete clause as a condition of employment,
which prevents them from leaving the firm to work for a competitor. These two
developments have reduced employees’ exit options, and hence their pay lever-
age.8 Could increased competition among firms boost pay growth? Possibly, but
a reason for skepticism is that excessive monopsony power typically is posited as
a phenomenon of the 2000s and 2010s, and yet the pay trend during this period
doesn’t look different from the trend in the 1980s and 1990s (see figure 12.3
below).9

In addition to strategies that we don’t know how to achieve or that don’t seem
especially promising, there is one that we shouldn’t want to try: curtailment of
imports and immigration from poor countries. These put downward pressure
on the earnings of ordinary workers in the rich democratic nations. But as I
explained in chapter 9, I don’t think it makes sense to try to reduce inequality
by blocking trade and/or immigration. For poor countries, exports to rich ones
(trade) have been crucial to economic development. And for people in countries
that haven’t enjoyed much in the way of economic development, migration to a
rich nation has been a key route out of poverty.

What, then, should we do?

Labor Unions and Collective Bargaining
Across the rich democratic nations, the degree to which compensation growth
has kept up with economic growth is largely a function of labor unions and
collective bargaining. The Nordic nations and Belgium have high unionization
rates, so it isn’t surprising to see them positioned close to the 45-degree line in
figure 12.1.10 France and the Netherlands also are close to the line. In France
the unionization rate is low, but the law requires extension of collectively bar-
gained wage agreements to nonunionized workers. In the Netherlands this kind
of extension of collectively bargained agreements isn’t legally mandated, but it
is a strong norm. The countries with the lowest rates of unionization and no
compensating mechanism, such as the United States, sit farthest below the line.
According to one estimate, if American labor unions today had the same power
as they had in the early 1980s, compensation for ordinary workers would be
about 25 percent higher than it actually is.11

As figure 12.2 makes clear, unionization rates have been falling in most of the
affluent democratic nations. Only five countries—Belgium, Denmark, Finland,
Norway, and Sweden—still have a rate above 35 percent, and four of those five
are helped by the fact that access to unemployment insurance is contingent on
union membership. In the United States, unionization peaked around 1950 and
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Figure 12.2 Unionization
Share of employees who are union members. Five-country average: Bel, Den, Fin, Nor, Swe.
Fifteen-country average: Asl, Aus, Can, Fr, Ger, Ire, It, Ja, Kor, Nth, NZ, Por, Sp, Swi, UK. The thin
lines are for individual countries. Data source: Jelle Visser, “ICTWSS: Database on Institutional
Characteristics of Trade Unions, Wage Setting, State Intervention, and Social Pacts,” Amsterdam
Institute for Advanced Labour Studies, version 6.0, 2019, series ud, ud_s.

has been declining ever since, down to just 10 percent today. In the other fif-
teen countries, the average unionization rate dropped from 42 percent in the
late 1970s to just 19 percent in the late 2010s.12

The situation isn’t as dire when it comes to the share of workers whose
pay is determined by collective bargaining, because, as I just noted, exten-
sion practices in some countries mean that pay developments for workers
who aren’t represented by a union are nevertheless determined by a collec-
tive agreement. Collective bargaining coverage has remained relatively high
in some rich democratic countries despite low unionization. But in a num-
ber of these nations bargaining coverage is quite low, and it may decline in
others, as it already has to a significant degree in the United Kingdom and
Germany.13

In the countries where they remain reasonably strong, labor unions will con-
tinue to play a vital role in achieving pay growth. They surely would help in
others too, but there is little reason to be confident that they can return to their
former strength.

Tight Labor Markets
When employers can benefit from hiring more workers but find it difficult to do
so, they are more likely to increase wages. The key indicator here is the unem-
ployment rate. A low unemployment rate suggests there are relatively few people
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Figure 12.3 Pay in the United States
2020 dollars; inflation adjustment is via the CPI-U-RS. “P10” = tenth percentile; “P50” = fiftieth
percentile. Data source: Economic Policy Institute, using Current Population Survey data. The
shaded periods are 1997–2000 and 2016–19.

who don’t have a job but want one. In this situation, employers will be willing
to offer a higher wage in order to attract additional workers and keep the ones
they have. Wages will tend to rise.

To create and sustain a tight labor market, the key policy lever is monetary
policy. Central banks in the affluent democratic nations are charged with main-
taining both price stability and low unemployment. The longer the labormarket
remains tight, the stronger the pressure on employers to increase wages and
salaries. To achieve this, the central bank needs to be willing to resist raising
interest rates when the unemployment rate gets low enough to potentially cause
a jump in inflation.

In the United States, the central bank’s tendency since the inflationary period
of the late 1970s and early 1980s has been to increase interest rates quickly and
sharply when the unemployment rate falls to 5 or 6 percent. There have been
two notable exceptions: 1997–2000 and 2016–19. These are the only post-1979
periods in which the Federal Reserve held the unemployment rate below 5 per-
cent. As we see in figure 12.3, both periods saw significant pay increases.14 (Early
analysis suggests that the low unemployment rates of the post-Covid period have
had the same impact.)15

Statutory MinimumWages
In themiddle of the twentieth century, during the era of strong labor unions, few
of the affluent longstanding-democratic nations had a statutory minimumwage.
Unions often didn’t want one, fearing that this type of government intervention
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would weaken their position vis-à-vis employers. But this has begun to change,
and fourteen of the twenty-one rich democracies now have a statutory mini-
mum.16 Figure 12.4 shows the inflation-adjusted value of the minimum wage in
these fourteen countries.

A minimum wage allows policymakers to increase pay via a simple political
decision. In some of the rich democracies that’s what they have tended to do in
recent decades. In France, for example, the minimum wage was increased from
$3 per hour in 1960 to $7 in 1980, and then to $11.50 as of 2018. The United
Kingdom enacted a minimum wage in 2000 at $6.50 and by 2018 had raised it
to $9.60. Ireland too instituted a statutory minimum in 2000, setting it at $7.50,
and then increased it steadily to $9.60. Canada’s minimum wage also was $9.60
as of 2018, up from $7.60 in 1980. New Zealand’s jumped from $6 in 1980 to $10
in 2018.

In other nations, policymakers have decided to limit the degree of increase in
the minimumwage, often in an attempt to bring wages more into line with com-
petitor nations. In the Netherlands, the minimum wage was increased steadily
from $6.80 in 1961 to $12.60 in 1979. But policymakers then allowed it to fall
to $10.50 during the 1980s and have kept it at that level since.17 Belgium, too,
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Figure 12.4 Statutory minimum wage
Per hour. 2018 US dollars. Currencies converted using purchasing power parities. The US data are
a population-weighted average for the country, taking into account federal, state, and local
minimums. Austria, Denmark, Finland, Italy, Norway, Sweden, and Switzerland don’t have a
statutory minimum wage. Data source: OECD. Data source for US 2000ff: Ernie Tedeschi,
“Americans Are Seeing the Highest Minimum Wage in History (Without Federal Help),” New York
Times, 2019. “Asl” is Australia.
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had a comparatively high minimum wage around 1980 but then held it flat in
subsequent decades.

The same is true in the United States, at least at the federal government level.
The US federal minimum wage was increased steadily and sharply from its
inception in the late 1930s until the late 1960s. It then dropped a bit in the
1970s, due mainly to high inflation. Since 1980 it has stayed essentially flat. In
the late 1990s, however, some states and cities began adopting a statutory min-
imum wage above the level of the federal minimum, sometimes also indexing
their minimum wage to prices or increasing it regularly. As a result, the average
minimum wage across the country has risen, and the rise has been particularly
sharp since 2014.

In all of the nations that have a minimum wage, its level is set by elected pol-
icymakers (sometimes on the advice of a group of experts, such as the United
Kingdom’s Low Pay Commission).18 In principle, this means it can be increased
as much as the populace would like it to be. In practice, opponents of a high
wage floor, such as business organizations, may be able to exert more influence
on policymakers than ordinary citizens and thereby keep the minimum wage
below what the majority wants.

Another constraint on the ability of a statutoryminimumwage to ensure wage
growth is the fact that it will tend to apply to a relatively small number of people.
In the United States, for example, the federal minimum wage applies directly to
around 2 percent of workers, and the effects of increasing it tend to fade out
by around the twentieth percentile of the wage ladder.19 A rise in the mini-
mum wage doesn’t, therefore, guarantee that wages of most ordinary workers
will increase.

A way to address this problem is via sector-specific or occupation-specific
minimum wages. This enables policymakers to directly affect the wages of a
much larger share of the workforce. Australia illustrates how this can work.
Each year a Fair Work Commission sets minimum wages for more than one
hundred different sectors and occupations, from “Aboriginal Controlled Health
Services” to “Wool Storage, Sampling, and Testing,” as well as for various pay
grades within these categories.20 These minimum wages (“wage awards”) are
based on characteristics of the work and required skills. They directly deter-
mine the pay of about 20 percent of Australian employees, and indirectly ofmany
more.21

The chief worry about a rising minimum wage is that it may reduce employ-
ment. However, the best available evidence suggests that modest increases in the
statutory minimum in the past haven’t done so.22
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Profit Sharing
Another way to boost earnings is profit sharing, whereby employees receive
part of their compensation in the form of a portion of their firm’s profit rather
than as a guaranteed wage or salary. If profits rise, their pay automatically will
too. Over time, their pay will be higher than it would have been without profit
sharing.23

There is a risk for employees. If profits fall during bad economic times, paywill
decrease. Then again, workers will tend to have greater employment security, as
the enhanced flexibility in labor costs makes it less likely that firms will need to
fire employees during rough times.24

Profit sharing isn’t common in the rich democratic nations. But it probably
could be if it were subsidized.25

Earnings Subsidy
A government subsidy to people in paid work but with low earnings is another
helpful way to boost incomes in a context of weak labor unions. It typically
takes the form of either a cash transfer or a tax credit. The United States
and the United Kingdom were the first to do this in the 1970s, and in recent
decades many other rich democratic countries have adopted some version of
it. These employment-conditional earnings subsidies have proven effective at
raising household incomes while also encouraging employment.26

The dashed lines in figure 12.5 show the structure of the US Earned Income
Tax Credit (EITC). The EITC subsidizes earnings by as much as 45 per-
cent, providing up to $7,400 per year for a household with three or more
children, though the average amount recipient households get is $2,500. The
benefit level increased sharply between 1987 and 1996, but since then it
has been flat.

The solid line in figure 12.5 shows a possible alternative version of the EITC.27
The alternative version would be paid to individuals rather than households,
thereby enhancing work incentives for second earners in households. It also
would include workers further up the distribution. The current EITC starts to
taper off once earnings reach a certain level and disappears altogether at house-
hold earnings of $60,000. The alternative version would give every person who
earns at least $17,000 the same amount, say $5,000, and raise the earnings cut-
off so that most employed persons qualify. These changes would enhance the
degree to which the EITC boosts household incomes.

To enable the EITC to assist with not only income levels but also income
growth, it could be indexed to GDP per capita (the current EITC is indexed
to prices). This would allow the EITC to rise over time in sync with the
economy.
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Figure 12.5 US Earned Income Tax Credit benefit structure: actual and proposed
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Some worry that an employment-conditional earnings subsidy will cause
wage levels to fall. That’s because in the presence of the earnings subsidy, employ-
ers may offer a lower wage than they otherwise would, and workers may be
willing to accept a lower wage. Also, the earnings subsidymight increase the sup-
ply of less-educated people seeking jobs, and without an increase in employer
demand for such workers, this rise in supply could push wages down. Studies
suggest that the EITC may indeed reduce wages somewhat, but the evidence is
thin and the effect is likely fairly small.28 The best way to address this danger is
with a moderate to high minimum wage.

Employment-Friendly Public Policy
Across the rich democratic countries, low household income is more likely to
result from lack of employment than from low wages.29 There are many things
government can do to facilitate high employment: services that prepare people
to be productive (schooling, training, retraining, healthcare), services that free
up people’s time to enable them to engage in paid work (childcare, eldercare),
policies that connect people with jobs (job placement assistance), policies that
encourage people to create a business (modest start-up regulations, assistance
with financing a new company, antitrust enforcement), and more.30
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Government Transfers

Government transfers are a key source of income for many households in the
lower half of the income distribution. For some they are the key source. I men-
tioned most of the relevant programs in chapter 11. They include paid parental
leave, child allowance, unemployment insurance, sickness insurance, disability
assistance, social assistance, and old-age pensions.31

The chief task is to establish and maintain a set of generous programs and
to structure them so that the benefit levels rise over time—roughly in sync with
growth of the economy. Because governments will rightly worry about dimin-
ished work incentives if benefit levels exceed wage levels, a key facilitator is a
rising minimum wage.32

Reducing Top-End Incomes

Inequality between those at the top and everyone else has increased in most of
the rich democratic countries. We should focus on bringing up the incomes of
households at the bottom and in the middle, but if we aim to reduce inequality
we probably also need to reduce the incomes of those at the top.

The United States is the country with the highest level and the most rapid rise
in top-end income inequality. It’s also the country in which top-end inequality
has been studied most extensively. So I’ll focus here on what we know about
the causes of rising top-end income inequality in America33 and how to combat
them.

Some potential fixes wouldn’t be desirable. For instance, one reasonwhy exec-
utive pay in the United States was moderate in the decades followingWorldWar
II was the widespread fear of the threat communism and fascism. CEOs and
other high-level executives were willing to sacrifice income to ensure the surviv-
ability of capitalism and democracy.34 Few, however, would want to achieve a
reduction in top incomes by promoting a return to Stalinismor toNaziGermany.

By expanding the size of product markets, technological advance and glob-
alization have produced large increases in firm revenues. This has translated
into big payoffs for superstar athletes, entertainers, and CEOs.35 In the financial
sector, computerization and modern communications technology have enabled
a large rise in the volume of trades, as well as creation of new financial tools
and instruments. These have increased the fees earned by large financial firms,
making it possible for these companies to handsomely reward their top creators,
analysts, dealmakers, and traders. But we shouldn’t aim to limit product market
size.
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We could reduce top incomes by setting a maximum allowable limit. But as
I suggested in chapter 11, that would likely cause all manner of income-hiding
strategies and end up reducing the tax base that is critical to our ability to fund
public goods, services, and insurance programs.

Some other proposed strategies likely wouldn’t have much impact. For
example, some prominent observers have suggested that a key cause of high and
rising top-end income inequality in theUnited States is growingmarket power of
large firms.36 Firms with a dominant position in their product market can deter
potential entrants, weaken existing competitors, and extract more revenue from
customers. They then pass on the resulting above-market profits, or “rents,” to
their top executives. But it isn’t clear how much this actually matters. According
to proponents of this hypothesis, this is a story mainly of the 2000s and 2010s,
yet much of the rise in the top 1 percent’s income share occurred earlier, in the
1980s and 1990s.

Some other potential strategies might be desirable and helpful but not feasi-
ble. Several recent quantitative studies that examine developments over the past
generation in the United States alone or in the United States along with other
affluent democracies have found unionization to be one of the best predictors
of variation in the top-end income inequality.37 So strengthening labor unions
could help a lot. But as we saw earlier in this chapter, the likelihood of union
strengthening isn’t great.

There are, however, some things we could do that would be desirable, effec-
tive, and feasible.

Corporate Governance, Executive Pay, and Employee Board-Level
Representation
During the “golden age” of post–World War II capitalism, boards of direc-
tors of large publicly owned corporations saw the firm’s mission as increas-
ing market share, revenues, and profits. Profits were invested in research
or equipment, passed on to employees in the form of wage increases and
new hires, or distributed to shareholders as dividends. Beginning in the late
1970s, this orientation came to be replaced by the notion that the princi-
pal aim should be to maximize “shareholder value” by increasing the firm’s
stock price.

Aiming to maximize gains for shareholders doesn’t automatically entail offer-
ing large compensation to high-level executives, but it just so happened that
around the same time corporate boards began to view top executives, and in
particular the CEO, as the key to lifting the firm’s share price.

Prior to the 1980s it was common for large American firms to hire for
top executive positions mainly from within. This meant budding executives
had both a financial incentive to stay put and limited opportunity to move
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to a different company. In the 1980s that norm evaporated, probably pushed
along by a similar development in sports (baseball free agency began in
1976) and entertainment. The ability of top executives to move from one
firm to another increased their leverage in negotiating salaries, bonuses, and
stock options.

As firms increasingly hired CEOs and other high-level executives from a pool
that included outsiders, and as large compensation packages became the norm,
boards of directors turned to compensation consultants for information about
whom to hire and how much to pay them. This has created a benchmarking
and leapfrogging process whereby newly hired executives insist on compensa-
tion slightly above most of their peers, some are granted this demand, and that
shifts the norm steadily upward.38

An additional piece of the corporate governance story is the coziness between
top executives and the board of directors who decide on their compensation
packages. Many members of these boards are in effect handpicked by the CEO
and then approved by shareholders who have little information and limited
interest in the details of a company’s governance. Some boardmembers are exec-
utiveswithin the firm itself, and others are top executives at other publicly owned
companies. They thus have a direct interest in seeing executive compensation
levels rise. In addition, some know each other personally and hence are more
likely to vote for a generous pay package.

In an attempt to discourage exorbitant CEO pay, in 1993 the Clinton admin-
istration and Congress ruled that a publicly traded corporation can deduct
executive compensation from its taxable income only if that compensation is
tied to the firm’s performance. An unanticipated consequence was that firms
increasingly included stock options—shares in the firm that can be sold after
a specified number of years—as a component of executive compensation. As
the stock market soared, the payoff from those stock options turned out to be
enormous.39

Executives also discovered a way to help temporarily boost their company’s
stock price when it came time to cash in their stock options: stock buybacks.
Purchasing shares of the firm’s own stock drives up the price of the stock. It also
increases the firm’s earnings per share (by reducing the denominator), a metric
investment analysts use in judging a firm’s performance. Between 2003 and 2012,
firms listed on the Standard & Poor’s (S&P) 500 index used an average of 54
percent of their earnings to buy back their own stock.40

What should we do here? One option is to hope for change to come from
within the business community. In 2019 the Business Roundtable, an organiza-
tion representing large corporations in the United States, issued a “Statement on
the Purpose of a Corporation.” This statement said that whereas previously the
Roundtable members had believed “corporations exist principally to serve their
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shareholders,” now the signatories were committed to better serving a broad
array of stakeholders—employees, suppliers, communities, customers.41 It’s too
soon to tell whether these firms will follow through on their new commitment
and whether it will have much impact if they do.

Trying to limit the rise in stock values is probably a nonstarter. We don’t have
a good strategy for how to do it, and it isn’t likely to garner much public support.
It’s not even clear that it would help. There is a strong over-time correlation
between stock prices and top-end income inequality in the United States. But
when we turn to other rich nations, the story is mixed. In a handful of countries,
the over-time correlation is as strong as in the United States. In others, though,
it is weak or nonexistent.42

Probably the best strategy here is to institute a requirement of board-level
employee representation (sometimes called codetermination), whereby employ-
ees elect a portion of their company’s board of directors. In Germany, workers
have been able to elect 50 percent of the directors in firms with two thousand
or more employees since the early 1950s and 33 percent of the directors in firms
with five hundred to two thousand employees since themid-1970s. Similar rules
exist in Austria, Denmark, Finland, France, Ireland, the Netherlands, Norway,
and Sweden.43 Given the continued weakening of labor unions, this might be
the most effective way to discourage or prevent corporate boards from issuing
huge executive compensation packages.44

Critics of board-level employee representation often suggest it will weaken
firms’ performance. However, it appears to have had no such adverse effect
in the European countries where large firms operate under a codetermination
requirement.45

Financial Transaction Tax
Finance has contributed to America’s top-heavy increase in income inequality.46
Over the past century, the financial sector’s share of US GDP has correlated
fairly strongly with the top 1 percent’s share of income; it was high in the 1920s,
then lower for about fifty years, then high again since the late 1970s. Financial
firms’ revenues have grown in recent decades, and the salaries and bonuses of
top financial managers, traders, and analysts have risen sharply. The amounts
for some, such as hedge fund managers, are staggering.

The expansion of finance has multiple causes. Globalization, the emergence
of large institutional investors, advances in computing and telecommunica-
tions, the creation of new financial instruments, and reductions in regulatory
constraints have allowed financial companies to draw on larger pools of funds
and to channel those funds into a wider array of investments. The growing
size of large financial firms has allowed them to seek more risky investments.
This has been accentuated by the expectation of a government bailout should
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too many of those bets go sour, on the grounds that a bankruptcy by one or
more such firms would create too much uncertainty in global financial markets.
Nonfinancial companies, struggling in a more competitive global economy and
facing investor demands for strong short-term profit performance, have turned
to financial operations such as loans and credit cards to shore up revenues and
profits.

One common proposal is heavier regulation of finance. However, nearly all
affluent nations had deregulated their financial sectors as much as the United
States by the early 1990s, with many experiencing nothing like America’s surge
in top-end income inequality.47 So it isn’t clear that heavier regulation would
help to reduce the top 1 percent’s income share.

A tax on financial transactions, such as sales and purchases of stock shares,
is probably a better choice.48 Every rich democratic nation other than the
United States has one. A small tax along these lines would reduce trading
somewhat, thereby reducing revenues and incomes in the financial sector.
There is no evidence that this has devastating effects on the financial sector
or the broader economy. And it will yield some revenue—on average about
0.5 percent of GDP49—that could be used for well-being-enhancing and/or
inequality-reducing programs.

Taxation of Top Incomes
A progressive tax system reduces income inequality by taking a larger percentage
of income from the rich than from others. It also can influence the pretax distri-
bution of income; when top income tax rates are higher, people and households
at the top have less incentive to try to maximize their income.50

In the United States, the top statutory federal income tax rate and the top 1
percent’s share of pretax income have tended to move in opposite directions
over time, as we would expect. In the 1920s the top tax rate decreased and the
top 1 percent’s income share shot up. The top tax rate rose sharply between
1929 and 1945, and the top 1 percent’s income share fell sharply. From 1979
to 2007, the top tax rate decreased a good bit and the top 1 percent’s income
share increased.51

However, there are notable exceptions. The 1963 Kennedy tax reform reduced
the top statutory federal income tax rate from 90 percent to 70 percent, yet the
top 1 percent’s pretax income share continued its slow, steady post–World War
II decline. In the early 1990s the (first) Bush administration and the Clinton
administration increased the top statutory tax rate from 28 percent to 40 percent,
yet the top 1 percent’s income share continued its sharp post-1979 rise. Carola
Frydman and Raven Molloy have looked closely at whether compensation for
top executives in large US firms changes in response to shifts in top statutory
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tax rates. Drawing on data going back to the 1940s, they find no noteworthy
correlation between top tax rates and executive compensation.52

What does the experience of other countries suggest? Data are available
for most of the rich longstanding democracies since the mid-1970s. In some
of them—Australia, Canada, Ireland, New Zealand, Norway, Portugal, and
the United Kingdom, along with the United States—we observe the predicted
increase in the top 1 percent’s income share when the top statutory tax rate
decreases. But in others—Denmark, France, Italy, Japan, theNetherlands, Spain,
and Sweden—we don’t.53

All of these countries reduced top income tax rates during this period, but
they differed significantly in the degree of reduction. Did the nations with larger
decreases in top tax rates experience larger increases in their top 1 percent’s
income share? Yes, but the correlation isn’t especially strong.54 Particularly note-
worthy is that four English-speaking countries—the United States, the United
Kingdom, Canada, and Australia—are among those with largest increase in the
top 1 percent’s income share even though only one of them, the United States,
enacted very large top tax rate reductions.

Why isn’t the association between top tax rates and top-end income inequal-
ity stronger? Part of the reason is that hiding behind statutory tax rates are an
assortment of loopholes, deductions, and “tax expenditures.” These reduce the
effective tax rate on persons or households with high incomes by shielding some,
potentially much, of their pretax income from taxation. Warren Buffett’s famous
discovery that he paid a lower effective federal income tax rate than his office staff
illustrates the point. Moreover, different parts of high incomes—salary, business
income, capital gains—may be taxed at different rates.55

Figure 12.6 gives a sense of this for the US case. It shows the top statutory
federal income tax rate along with the effective federal tax rate paid (on average)
by the top 1 percent of taxpayers. The top statutory rate dropped sharply in the
early 1960s and in the 1980s. The top 1 percent’s effective rate fell too, but far
less.

A concern with raising taxes on the rich is that it will cause them to flee, or at
least to move their money elsewhere. The best available evidence suggests that
while high earners are indeed responsive to changes in tax rates, the magnitude
of this effect tends to be small.56

In the United States, we certainly could increase income tax rates for
those in the top 1 percent. As of 2019, the effective tax rate on the top 1
percent—including all types of taxes at all levels of government—was about 34
percent.57 Raising that to 40 percent or 45 percent would be well within the
bounds of the historical pattern we see in figure 12.6.58 While this wouldn’t be a
panacea in terms of reducing top-end income inequality, it would help.
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Figure 12.6 Top statutory federal income tax rate and effective federal tax rate on
the top 1 percent, United States
Effective tax rate on top 1 percent: tax payments as a share of pretax income for the top 1 percent of
taxpayers. Federal taxes include personal income, corporate income, payroll, and excise. Data
source for the top (black) effective tax rate line: Thomas Piketty, Emmanuel Saez, and Gabriel
Zucman, “Distributional National Accounts,” Quarterly Journal of Economics, 2018, figure 9. Data
source for the lower (gray) effective tax rate line: Congressional Budget Office “The Distribution of
Household Income, 2019,” 2022, Data Underlying Exhibits, exhibit 11.

Wealth

If we want to reduce wealth inequality, one seemingly obvious path would be
by reducing income inequality. However, figure 12.7 shows that when we look
across the rich democratic nations, the association between top-end income
inequality and top-end wealth inequality is quite weak. The top 1 percent’s
income share is on the graph’s horizontal axis, and the top 1 percent’s wealth
share is on the vertical. The position of the United States is consistent with what
wemight expect; it has themost income inequality and themost wealth inequal-
ity. But across the other nations there is no correlation at all.59 So even if a
country is able to reduce income inequality, that may have little or no impact
on wealth inequality.

If we look across countries, the key determinant of the variation in wealth
inequality is homeownership. The horizontal axis in figure 12.8 shows the share
of the population that owns a home outright—that is, without a mortgage loan.
This is strongly correlated with the top 1 percent’s wealth share. Where more
people are homeowners and have paid off their mortgage, the middle class has
more wealth, and so wealth inequality tends to be lower.60 The most effective
way to reduce wealth inequality in the rich democracies therefore probably is to
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Figure 12.7 Income inequality and wealth inequality
2019 or nearest available year. Income inequality: income share of the top 1 percent. Pretax income.
Excludes capital gains. Data source: World Inequality Database. Wealth inequality: wealth share of
the top 1 percent. Wealth = assets minus liabilities. The estimate for Sweden is imputed using top 5
percent wealth share data. Data source: OECD, Wealth Distribution Database, stats.oecd.org. “Asl”
= Australia. The line is a linear regression line, calculated with the United States excluded.
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Figure 12.8 Homeownership and wealth inequality
2019 or nearest available year. Homeownership: share of the population that owns a home outright
(without a mortgage loan). Data source: OECD, Affordable Housing Database. Wealth inequality:
top 1 percent’s wealth share. Wealth = assets minus liabilities. The estimate for Sweden is imputed
using top 5 percent wealth share data. Data source: OECD, Wealth Distribution Database,
stats.oecd.org. “Asl” = Australia; “Aus” = Austria. The line is a linear regression line. The correlation
is −.62.
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increase home equity among themiddle class. However, as I noted in chapter 11,
homeownership is a risky strategy for reducing wealth inequality. It can cost
significantly more than renting, especially as climate change makes disasters
more likely. And it concentrates assets in an investment than can depreciate
significantly and be difficult to sell.

Are there better ways to reduce wealth inequality? I see two principal
strategies.

Asset-Building Assistance
Government can provide assistance in asset building tomiddle- and low-income
households. Some recommend a government match for saving by the poor,
others a government grant at birth (“baby bond”) that can grow in a tax-
exempt savings account throughout the childhood years, others a lump sum
(“stakeholder grant”) of, say, $100,000 to be given to each person on reaching
adulthood.61

This isn’t always effective. If the assets are liquid—in a savings account, for
example, or a retirement account that can be accessed early—people with low
incomeswill be tempted to spend them.We see this in the tendency of Americans
with a defined-contribution pension (401k) to cash it out when switching jobs.
Assets invested in stocks or in housing are vulnerable tomarket swings. For these
reasons, I recommend using asset-building assistance as a supplement to other
strategies for reducing economic inequality, not as a centerpiece. We shouldn’t
allocate funds to this at the expense of other programs.

Taxation of Wealth
As with income, we can reduce wealth inequality by taxing the wealth of those
at the top more heavily. The most straightforward way to do this is via what
is commonly called a “wealth tax,” a tax paid annually on the total value of a
household’s net assets.

This type of tax was once common in western European nations, but most
have now done away with it. “In 1990, there were twelve OECD countries,
all in Europe, that levied individual net wealth taxes,” notes Sarah Perret.
“However, most of them repealed their wealth taxes in the 1990s and 2000s,
including Austria (in 1994), Denmark and Germany (in 1997), the Nether-
lands (in 2001), Finland, Iceland, and Luxembourg (in 2006), and Sweden (in
2007). . . . France was the last country to repeal its wealth tax in 2018, replac-
ing it with a tax on high-value immovable property. In 2020, Norway, Spain,
and Switzerland were the only OECD countries that still levied individual net
wealth taxes.”62

The retreat from wealth taxes has several causes.63 One is that this type of tax
has tended to provoke significant backlash while not raising very much revenue.
A second is that it taxes assets each year even if the value of one’s assets has
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decreased. A third is that it may discourage economically productive behavior.
Timothy Taylor explains:

To understand the incentives of a wealth tax, return to the point made earlier
that a wealth tax applies every year, whether wealth rises or not. Imagine that an
annual wealth tax is 2% of wealth (for those above some threshold amount of
wealth). Thus, if the value of your wealth increased by 5% in given year, and the
wealth tax takes 2%, then the after-tax gain on your wealth would be 3%. If the
value of your wealth fell by 10% in a given year (say, the stock market declines),
then the wealth tax still takes 2% and your after-tax loss would be 12%. In this
situation, imagine a person with wealth is invested in a low-risk, low-return
activity (like government bonds). Especially in a setting of low interest rates,
that person could end up paying all of the return to the wealth tax. Do we want
to give the wealthy a strong disincentive to choose low-risk, low-return invest-
ments? Conversely, imagine a person investing in a high-risk entrepreneurial
activity that might have either high or low returns. Say that the entrepreneurial
attempt fails, and the investment loses half its value. The wealth tax still applies!
Do we want to tax failed entrepreneurs? Or imagine that the entrepreneurial
attempt succeeds, and the entrepreneur wants to use the additional wealth to
build and expand a company. Do we want to impose an additional tax, above
existing income and capital gains taxes, on successful entrepreneurs?64

Another reason for the retreat from wealth taxes is that there are alternative
ways to taxwealth that generate less opposition andmore revenue.One is a prop-
erty tax. This is an annual tax on the value of owned property—mainly land and
buildings (houses and commercial buildings). A second is a capital gains tax.
This is a one-time tax on the net gains from sale of an asset, such as land, hous-
ing, or stock shares. While technically a tax on income rather than wealth, the
effect of a capital gains tax is functionally equivalent to taxing assets.65 A third is
a gift tax, which is a one-time tax on assets that are transferred from one adult to
another (non-spouse). A fourth is an inheritance (estate) tax. This is a one-time
tax on the value of assets of a person who dies.

Countries use these taxes in different combinations and in varying ways. The
United States has a property tax, capital gains tax, gift tax, and inheritance tax,
but it doesn’t have a wealth tax. (If a wealth tax were enacted in theUnited States,
itmight be ruled unconstitutional by the SupremeCourt.)66 Switzerland, by con-
trast, has a wealth tax but no capital gains tax, and most of its cantons have no
gift tax or inheritance tax.

Policymakers face two key challenges in taxing wealth. The first is to figure
out the best combination of taxes and the greatest degree of progressivity that
are economically workable and politically feasible.67 Part of the difficulty here is
that citizens often are receptive to a wealth tax, but only if they don’t have to pay
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it.68 So in order to secure passage of a tax on wealth or of an increase in the tax
rate, policymakers increase the number or type of exemptions. But that weakens
both the tax’s revenue generation and its inequality reduction.

The other challenge is to forge greater harmonization of enforcement across
countries. That will make it more difficult for the rich to escape taxation by
moving money to low-tax jurisdictions.69

How to Reduce Inequality

To reduce income inequality in the rich democratic nations, our best bets are
strong labor unions and collective bargaining, employment-friendly public ser-
vices, generous public transfers that rise in sync with the economy, employee
board-level representation, a financial transactions tax, and heavier taxation of
top incomes. Countries that haveweak labor unionswill need some combination
of tight labor markets, statutory (industry-and occupation-specific) minimum
wages, profit sharing, and an employment-conditional earnings subsidy. For
reducing wealth inequality, the best strategies are supports for asset building
and taxation of wealth.

All of these policies and institutions are already in use in one or more existing
rich democratic nations. None of them risk inflicting significant damage to other
things wewant.Manywill contribute to the infrastructure of a good society that I
outlined in the previous chapter. Andmoving in this direction would help bring
us closer to the not-too-unequal society that many of us would like to live in.
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Figure A.1 Income inequality between the top 1 percent and the bottom 99 percent
Top 1 percent’s share of income. Pretax income. Excludes capital gains. The vertical axes don’t
begin at zero. Data source: World Inequality Database.
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Figure A.2 Income inequality within the bottom 99 percent
Gini coefficient. Posttransfer-posttax income, adjusted for household size. The vertical axes don’t
begin at zero. Data source: Frederick Solt, Standardized World Income Inequality Database,
version 9.5, using data from the Luxembourg Income Study, the OECD, and other sources.
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