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THE UNITED STATES: HIGH AND
RAPIDLY-RISING INEQUALITY
LANE KENWORTHY AND TIMOTHY SMEEDING

1. INTRODUCTION AND CONTEXT

THE United States is a very good test case for the hypothesis that income inequality has adverse
impacts on social, political, and cultural outcomes. America's level of income inequality was
comparatively high in the 1970s, and it has increased rapidly and continuously since then, leaving it at the top of the rich country inequality pyramid.
The United States is the archetypal liberal market economy and has the archetypal liberal
welfare state. Non-market and extra-market institutions, such as labour unions and formalized
interest group participation in policy-making, are comparatively weak. Government taxing
and spending is comparatively low. From the end of the 1970s through 2007, the United States
enjoyed relatively good macro-economic performance. Growth of per capita GDP and employment were stronger than in most other affluent democratic countries. In the 2000-7 business
cycle, America's performance deteriorated, and in the years since the 2007-2009 recession, its
recovery has been much slower than in past recessions (CBO, 2013).
We exanline changes in inequality of income, wealth, earnings, and education and their
social, political, and cultural impacts. While we focus on the period from 1979 to 2007,
we also consider the economic crisis of 2008-9 and its aftermath. The Great Recession is
important because it may have permanently and negatively altered the level and distribution
of well-being in the United States.
In Section 2, we assess the level and trend in income inequality and its causes. Section 3
explores possible social, political, and cultural impacts of inequality. In Section 4 we exanline
policy responses to the rise in inequality. In Section 5 we summarize and offer some concluding thoughts. For more data, substantive detail, discussion of technical issues, and afull reference list, we refer readers to our country report on the United States for the GINI project.'
' See www.gini-research\CR-USA. The appendix to the Report contains complete definitions of each
income concept and also the definitions of other measures of well-being used in this chapter.
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2. EVOLUTION OF INEQUALITY AND
ITS DRIVERS

High and Rapidly-Rising Inequality
Figure 29.1 shows three measures of income inequality in America. Though these measures
differ in important respects, they all point to the same conclusion: long-term income
inequality in the United States has been rising, is rising, and in the future will most likely rise
further.
First, the US Census Bureau's Money Income measure includes cash incomes received
on a regular basis (exclusive of certain money receipts such as capital gains) and before
payments for personal income taxes, but gross of income transfers such as social security.
This is the most commonly-referenced income measure and the longest series, dating back
to 1967 for households, with adjustments for household size. This measure suggests the
income inequality Gini coefficient for the United States increased from 0.37 in 1979 to 0.44
in2007.
Second, Thompson and Smeeding (2012) calculate Net Equivalized Income (NEI).
They start with gross Money Income as above. They then add near-cash transfer income
not included in Money Income, such as food stamps and housing benefits, and refundable
tax credits, including the Earned Income Tax Credit (EITC) and the child tax credit. They
then subtract direct taxes, namely state and federal income taxes and the employee share of
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29.1 Income inequality in the United States

The three measures are described in detail in the text T-S = Thompson-Smeeding Net Equivalized Income (NEI).
Data sources: DeNavas-Walt, Proctor, and Smith (2012, table A-3); Thompson and Smeeding (2012);
Congressional Budget Office (2oub, Figure u).
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payroll (social insurance) taxes.' They then adjust for differences in household size using an
equivalence scale, dividing net income by the square root of household size. This income
definition is closest to the EU-SILC, Luxembourg Income Study (LIS), and Canberra definitions employed by most rich nations. But it includes income with top codes, so it misses the
rapid increases in the incomes at the top of the US distribution. It also misses capital gains
and employer benefits such as health insurance and pensions, which are important in the
United States. According to this series, the Gini increased from 0.32 in 1979 to 0.37 in 2007.
The third measure shown in Figure 29.1 is from the US Congressional Budget Office
(CBO). The CBO merges household survey data with tax records, so it gives us a more
accurate picture of incomes at the very top of the distribution. The CBO income measure
includes wages, salaries, self-employment income, rents, taxable and non-taxable interest, dividends, realized capital gains, cash transfer payments, and retirement benefits
plus taxes paid by businesses (corporate income taxes and the employer's share of Social
Security, Medicare, and federal unemployment insurance payroll taxes) and employees'
contributions to 401(k) retirement plans. Other sources of income include all in-kind benefits (Medicare, Medicaid, employer-paid health insurance premiums, food stamps, school
lunches and breakfasts, housing assistance, and energy assistance). Then it subtracts all federal taxes. Individual income taxes are attributed directly to households paying those taxes.
Social insurance, or payroll, taxes are attributed to households paying those taxes directly or
paying them indirectly through their employers. Corporate income taxes are attributed to
households according to their share of capital income. Federal excise taxes are attributed to
them according to their consumption of the taxed good or service. According to this measure, the Gini coefficient for household income increased from 0.37 in 1979 to 0.49 in 2007.
Because of income top-coding and the presence of a few extremely high-income households in the sample, it is difficult to use the Current Population Survey (either Census Money
Income or NEI) to accurately estimate inequality at the top of the income distribution. In
recent years, a number of studies have demonstrated that much of the growth in inequality
since the 1970s has been isolated to the top few percentiles of the distribution. To the extent
that the top few percentiles are driving inequality, Gini coefficients (or other inequality
measures) calculated with the CPS using NEI or Census money income understate the level
of inequality at any point in time and possibly the trend toward greater inequality over time.
The Congressional Budget Office's comprehensive income measure, while only available up
through 2007 (or with new definitions and methods to 2009 only, which we do not show),
suggests that inequality from 1993 to 2007 was driven almost exclusively by gains in the
income of the 95th and higher percentiles of households (CBO 2oub, Figure 9 ).
Data from the CBO for 2009 show sharp drops in top incomes and shares, but the CBO
data for 2010 and 2011 are not yet available. Calculations by Saez (2013) suggest that top
incomes have begun to recover.
Should we focus on inequality of consumption rather than income? This is a longstanding dispute. Exploiting the Hicks-Simons identity, consumption plus changes in net worth
equals income. Fisher, Johnson, and Smeeding (2012) use this identity to construct complete and consistent measures of income and consumption inequality for the same set of
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individuals using the 1985-2011 Consumer Expenditure (CE) surveys. They find that, as
expected, consumption inequality is lower than income inequality. Differing from other
recent research, however, they find that the trends in income and consumption inequality are similar between 1985 and 2006, with consumption inequality increasing about
two-thirds as much as income inequality.
What about wealth? In the United States wealth is much more highly concentrated than
income. As of the mid zooos, the Gini for net worth was around o.83, compared to about
0.45 for income (Wolff forthcoming, Table 1). In 2010, the top 1 per cent of households
owned 35 per cent of all privately held wealth, and the next 19 per cent had 54 per cent, leaving only 11 per cent of the wealth for the bottom So per cent. Recent studies find the United
States to have the most unequal wealth distribution among rich nations (Davies et al., 2011;
Bricker et al., 2012). At the same time, between 1983 (the earliest year of comparable data)
and 2007 there was little rise in wealth inequality. The Great Recession and its aftermath
appear to have changed that. Home values, the chief asset for most middle-class Americans,
collapsed and have not recovered, whereas stock values, of importance chiefly for the most
wealthy, dropped sharply but recovered quite quickly. The Gini for net worth jumped from
0.83 in 2007 to o.87 in 2010 (Wolff, forthcoming, Table 1).

Drivers
Most of the rise in income inequality in the United States is due to an increase in inequality of market incomes, especially at the top of the distribution, as changes in redistribution
have played a small role. The rise in market income inequality is due mainly to changes in
wage inequality and in top incomes. Demographic shifts accounted for, at most, 20 per cent
of the overall change in inequality since 1980 (Western et al., zooS). We organize our discussion into three parts: wage inequality (and inequality in human capital accumulation), top
incomes, and redistribution.
Wage inequality. Wage inequality rose sharply in the 1980s, modestly in the 1990s, and
rather sharply again in the zooos. Figure 29.2 shows over-time developments in top-half
and bottom-half wage inequality in the United States since 1979. The gap between the middle and the top increased in a relatively uninterrupted fashion, though only minimally in the
1990s. The gap between the middle and the bottom increased only in the 1980s. Since 2007
both have risen sharply.
Machin and Van Reenan (2012, Figure 4) also conclude that wage inequality in the form
of the Pso/PlO ratio has declined since the 1990s, suggesting that wage inequality patterns
are even further polarizing than shown in Figure 29.2, and that the middle of the wage distribution is therefore falling into lower wage ranges (see also Acemoglu and Autor, 2010).
Because workers are typically part of a household unit that shares resources across several members, oftentimes including multiple earners, and because households are able to
draw upon non-labour sources of income, it is important to go beyond wages or earnings
and explore the level and distribution ofhousehold income as we have done above. But still,
wages can be seen as the key driving factor in overall US income inequality (OECD, zona).
Human capital-the skill and knowledge of workers-is paramount in explaining differences in labour incomes, especially when there are rapidly changing skill demands.
Employment is expanding for the best trained and falling for others. At the same time, the

UNITED STATES

2.5

699

-r-------~-----------------,

-

P90/P50

--- P50/P10

1.5+.-rrrT<-rrrTOo-rrTOo-rrTO.,rrOToorrOToo-rrrT<o-~

1970
FIGURE

1980

1990

2000

2010

29.2 Wage inequality in the United States

Hourly wages for employed persons aged 18-64. Estimates adjusted to smooth over the effects of the 1993 change in
CPS data collection methods. Source: Smeeding and Thompson (zou).

economic benefits of higher education have risen. In 1979, the average college graduate
made 37 per cent more than the average high school graduate. The comparable figure today
is 76 per cent (DeNavas-Walt et al., 2012). Not everyone needs a bachelor's degree to succeed
in the labour market, but all workers need better skills.
Educational attainment levels rose rapidly throughout much of the 2oth century, with
the college completion rate quadrupling for those born between 1915 and 1960 in the United
States (especially for the generation which is today aged 55 to 64). But it has been largely
stagnant since (Goldin and Katz, 2008). US college attainment levels have notably slowed
in the United States compared to other nations (OECD, 2011b). Successive younger generations in most other countries have increased their post-secondary educational attainment,
but the United States has fallen from being the leader amongst the 55-to-64 generation to the
middle of the pack for the 25-to-34 year old generation.
Wage inequality rose during the 1979-89 and 2000-7 business cycles but not during the
1989-2000 cycle. Perhaps the single most important difference is that the unemployment
rate dipped to around 4 per cent in the mid-to-late 1990s. This is the only period since the
1960s when real wages in the middle and at the low end of the wage ladder increased, and
many attribute this to the tightness of the labour market (Bernstein and Baker, 2003).
The decline in the real value of the US minimum wage and the weakening of unions
in the United States are two institutional changes that likely also played a role in widening wage inequality, but that role is hard to quantify (Levy and Temin, 2009; Western and
Rosenfeld, 2011).
Immigration, both legal and illegal, has increased sharply since the 1960s, but this does
not seem to have had a large impact on US inequality (Blau and Kalm, 2012). Another
not-well-founded explanation is that trade with low-wage countries such as China and
Mexico drove down wages and elinlinated jobs for unskilled workers. Although globalization is the favorite hobby horse of many politicians and pundits, the evidence for trade
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29.3 Top 1 per cent's share of pre-tax income in the United States

Includes capital gains. ST = Smeeding-Thompson 'More Comprehensive Income' (MCI); WTID = World Top
Incomes Database; CBO = Congressional Budget Office.

Data sources: Congressional Budget Office (zoua); Smeeding and Thompson (zou); Alvaredo et al. (2012).

causing the majority of the change in inequality is weak. As Autor, Dorn, and Hanson (2012)
show, Chinese imports account for at most 25 per cent of the jobs lost in US manufacturing
over the past 30 years.
Top incomes. Figure 29.3 shows the share of income going to the top 1 per cent of US
households (taxpaying units) since the early 1970s. The data comes from three sources: the
CBO, the World Top Incomes Database (WTID), and Smeeding and Thompson (2011). All
three tell a similar story: Americans at the top of the ladder have been collecting the lion's
share of economic growth in recent decades.
The CBO measure is likely to be more accurate than the WTID measure, as it includes
more sources of income and more reliable information for households below the top. But
even the CBO data excludes the vast majority of capital income that is not realized in a given
year, such as imputed rent on owner-occupied homes as well as accumulated financial and
business wealth. Smeeding and Thompson (2011) use data from the Survey of Consumer
Finances (SCF) to calculate a 'More Comprehensive Income' (MCI) measure that combines standard income flows with imputed income to assets. According to the CBO data,
the top 1 per cent's share of income increased from 13 per cent in 1989 to 19 per cent in
2007. According to the Smeeding-Thompson MCI data, the rise was from 18 per cent to 22
percent.
What accounts for this spectacular rise in pre-tax incomes and income share at the top
of the distribution? We have many hypotheses but as yet few solid answers. Possible contributing factors include changes in market competition, technology, the financialization of
the economy, business influence on policy-makers, the demand for high-end talent, corporate governance practices, and norms (see, e.g., Gordon and Dew-Becker, 2008; Atkinson,
Piketty, and Saez, 2011).

UNITED STATES

701

0.6.-------------------------------------------------.
-

Pretransferpretax

- - - Posttra nsferpretax
0.5

....<:
Q)

·c:;

!E
Q)

0

u

·;::

a

,

0.4
I

,

I
I

~~

0.3+-----------.------------.-----------.----------~

1970

1980

1990

2000

2010

Year
FIGURE

29.4 Redistribution in the United States
Gini coefficients for pretransfer-pretax income and post-transfer post-tax income.

Data source: Congressional Budget Office (2onb, Figure n).

Redistribution. Redistribution in the United States stayed more or less constant from 1979
through 2007. Figure 29-4 shows Congressional Budget Office calculations of inequality for
market income post-tax and market income with transfers added and federal taxes subtracted. Transfers and taxes reduce the level of income inequality at any given point in time,
but neither has altered the upward trend in inequality since the 1970s.

The Great Recession and Beyond
Though the 2008-9 economic crisis was deeper in the United States than in many other
rich countries, GDP and per capita GDP have rebounded to or beyond their pre-recession
heights, corporate profits are at an all-time high, and the stock market has recovered more
than 98 per cent of its earlier peak value (US Department of Commerce, 2012a; 2012b;
Thompson and Smeeding, 2012). The labour market, however, is a long way from true
recovery.
More than eight million jobs were lost. Employment is still three percentage points below
its 2007 peak, more than three years after the official end of the Great Recession in summer 2009. Over 14 million Americans now seek work, are involuntarily working part-time,
or have left the labour force as discouraged workers. Long-term unemployment is still far
above its 2007 levels and is recovering only slowly. The good news for job creation is that
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the American population is growing older and retirements at the rate of 1oo,ooo per month
are expected, hence reducing the need for as much job creation. But that still leaves the
United States about 11 million jobs below pre-recession employment levels. With population
growth, the US is three or more years away from a 6.5 per cent unemployment rate at current
rates of job growth (Greenstone and Looney, 2012).
While unemployment in the United States has been cyclical in recent decades, the cyclical
change has been more pronounced for those with less education all the way back to the early
198os. Even among college graduates, the unemployment rate jumped from 2.4 per cent in
2006 to 5.6 per cent in 2010, and among those with advanced degrees it rose from 1.5 per cent
to 3·5 per cent in the same period. But the largest increases and greatest pain-in absolute
terms-were felt by younger workers with the lowest levels of education. Unemployment
among workers with only a high school degree jumped from 5·3 per cent to 12.2 per cent
between 2006 and 2010, and among those lacking a diploma it climbed from 8.6 per cent
to 17.4 per cent. The youngest workers (aged 18 to 24) saw their unemployment rate quickly
shoot up from 9 per cent to 17 per cent, while the unemployment rate for somewhat more
experienced workers (those aged 25 to 35) went from 4.3 per cent to 9·7 per cent.
The official unemployment rate excludes 'discouraged' workers who have ceased looking
for work. Declining labour force participation has been most prominent among younger
and less-educated workers. Participation fell by 0.7 per cent among college graduates and
0.2 per cent among those with advanced degrees, but it dropped by roughly 2 per cent for
all workers with education below the bachelor's degree level (US Bureau ofLabor Statistics,
2011, Table 8.A2).
Capital markets and executive pay have recovered faster than wages or jobs, as they have
in past recessions. Middle and lower-income households-those relying on earnings to provide essentially all of their income, those whose primary asset is their home, and those with
something less than an advanced degree-are faring much worse. Housing values in 2011
were down about 30 per cent from their peak in 2005.
Discretionary service spending (including non-housing, energy, food, transportation,
education, entertainment, restaurant meals, and insurance spending) fell by 6.9 per cent in
the current recession, after never falling more than 2.9 per cent in any previous post-war
recession. Without a revival in consumer spending, employment growth will remain weak,
and the incomes of those relying on earnings will continue to suffer. The large overhang
of household debt from before the Great Recession, though, continues to put considerable
pressure on households.
This extended period of high unemployment threatens to have long-term consequences.
Rising poverty, especially among young jobless adults and fanillies, may permanently scar
the futures of millions of unemployed younger (under age 30) unskilled adults. Over the
longer term, traditional upward routes to the middle class in manufacturing and construction jobs will continue to disappear as high school-and-belowwages and employment drop.
These individuals need more-productive skills than they have at this time, given their current levels of education and human capital.
In this context, it is worth emphasizing the weakness of organized labour as an economic
and political force in the United States. Output per capita in the United States in 2012 is
above pre-recession 2007levels, but these goods and services are being produced with 5 million fewer workers. Unionization is at all-time low levels, and even the public sector, among
the most heavily unionized sectors in the United States, has lost 70o,ooo jobs since the
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beginning of the recession. The reasons for the long-term decline of US unions are complex,
but any reckoning of the labour market and the Great Recession's effects on employment,
wages, and incomes must recognize this reality.

3· INEQUALITY'S SOCIAL, POLITICAL, AND
CULTURAL IMPACTS

We consider two potential effects that rising income inequality may have on social, political,
and cultural outcomes. The first is a change in the aggregate, or average, level. For instance,
an increase in income inequality may contribute to an increase in the rate oflone parenthood. The second is a change in the degree of inequality in the outcome-in the 'social graclient'. For instance, an increase in income inequality may produce a larger increase in lone
parenthood among those with less income or education than among those with more.
In assessing aggregate effects, we focus our attention on the impact of
post-transfer-post-tax hou~ehold income inequality (rather than inequality of wages, market income, consumption, or wealth). We summarize the trend in income inequality as follows: no change in the 1970s, a sharp rise in the 198os, and then either a modest or a rapid
rise in the 1990s and 2ooos. If the top 1 per cent is excluded, as is the case with the data used
for most (perhaps all) of the other countries in the GINI project, the rise in inequality in the
1990s and 2ooos was fairly small. If we include the top 1 per cent, the rise in inequality in the
1990s and 2ooos was nearly as rapid as in the 1980s.
In assessing the social gradient, we use education rather than income for reasons of data
availability. In the American context educational attainment is a good stand-in for income,
as earnings and incomes for Americans with different amounts of schooling have diverged
sharply (Mishel et al., 2012). For the most part we exanline four groups: less than secondary
school completion (o-n years of schooling completed), secondary only (12), some tertiary
(13-15), and four-year tertiary degree or more (16 or more).

Material Deprivation
The United States has various sources of data that could be used to create a multidimensional indicator of material deprivation, in particular the Survey of Income and Program
Participation (SIPP). But the data do not yield a reliable time series. We therefore focus on
two income-based indicators of deprivation: the relative poverty rate and the average absolute income of households in the bottom income quintile.
Relative poverty is in effect a measure of income inequality within the lower half of the
distribution. We would thus expect the trend in relative poverty to more or less mirror that
of income inequality within the bottom 99 per cent. That is essentially what has happened in
the United States. Relative poverty increased between the early 198os and the early-to mid
1990s, followed by little change.
An increase in income inequality may slow absolute income growth for households at the
low end of the distribution, as a rising share of economic growth is captured by those at the

704

LANE KENWORTHY AND TIMOTHY SMEEDING

top and/or in the middle. We see this in the United States. Apart from a brief period in the
late 1990s, there has been little increase in absolute incomes for households in the bottom
quintile since the 1970s.
The US government's official poverty rate is another indicator of absolute well-being at
the low end of the distribution. It too has remained largely unchanged since the late 1970s.
The trend differs markedly for different demographic groups. Among younger households,
including those headed by individuals under age 35, poverty rates hit 30-year highs in 2009.
For those between ages 35 and 64, poverty has not much changed since 1979. Indeed poverty rates were flat or ticked up for all types of units, except for those headed by a person 65
or over, across this period. Consistent with the other data reviewed above, poverty among
elderly households which was about the same as poverty among persons under 25, largely
children, at 18 per cent in 1979, has fallen to 10.3 per cent in 2009, hitting a new 30-year
low. The rate of official poverty among households with children is typically several percentage points higher than it is among households without children. But over the last decade
the gap has narrowed. Poverty rates fell dramatically for households (with heads aged less
than 55) with children during the 1990s, while they declined only slightly among those without children. Among households without children, poverty rose by similar levels, but now
exceeds high points from previous recessions by more than 25 per cent. By and large, the rise
in poverty among households without children reflects the increasingly poor situation of
younger less-skilled workers in the US job market.

Family and Friends
The chief hypothesis here is that rising income inequality will reduce income growth for
people in the middle and lower parts of the distribution. This will produce greater financial strain, causing increased isolation, reduced child bearing (fertility) and marriage, and
increased divorce and lone parenthood.
We have limited data on the degree of close personal connections among Americans. In
1985 and 2004, the General Social Survey asked 'Think back over the last six months and the
people with whom you discussed the things most important to you. How many were there?'
Though the rise in inequality would lead us to expect declining connections, the number
was constant over those two decades (Fischer, 2009 ).
Nor do we find trends in family to be consistent with those of income inequality. The
fertility rate in the United States fell sharply in the 1970s but then levelled off. This does not
correspond to the trend in income inequality. The share of Americans age 25 to 64 who are
married has been declining, but the decline predates the rise in income inequality. Divorce
increased sharply in the 1970s. That followed a steady rise in the fir~t half of the twentieth
century that accelerated in the 196os. At the end of the 1970s the upward trend stopped, and
in the 1980s, 1990s, and 2ooos the divorce rate declined. This does not correlate well with the
trend in income inequality. Lone parenthood has risen steadily, a trend that is broadly similar to that of income inequality. But the rise in single parenthood actually began in the 196os
(not shown here), a good while before income inequality began to increase. And it slowed in
the 198os, 1990s, and 2ooos, when the increase in income inequality occurred.
What of the social gradient? Marriage has declined more rapidly among those with less
education. And the timing corresponds to the rise in income inequality: it begins in the
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1990s, shortly after income inequality began to increase. Whether there is a causal link is not
clear. The gap has widened for g.ivorce and lone parenthood, too, but much of that occurred
in the 1970s, prior to the rise in income inequality.

Health
There are three main hypotheses about why income inequality might have adverse effects
on health. One is that the marginal utility of income in improving health declines as income
rises. If we compare across individuals within a country, it is almost always the case that
income is positively associated with health. But the degree of improvement per extra unit
of income declines as we move up the income scale. Thus, taking some money from a rich
person and giving it to a poor person should reduce the life expectancy of the rich person
by less than it increases the life expectancy of the poor person. The second hypothesis is that
larger differences in income within a society increase stress and anxiety due to heightened
relative deprivation and/ or status competition. The third hypothesized causal link is public
policy. Greater income inequality may produce heightened opposition by the rich to higher
taxes, thereby blocking expansion of public health care coverage or widespread adoption of
new medical technology. If so, the quality of health care services and the quantity of its provision may improve less than they otherwise would.
Life expectancy in the United States has risen steadily since 1970. On the surface, this suggests no adverse health impact of rising income inequality. But technological advances in
medical care, enhanced access to health insurance (via Medicare, Medicaid, and S-CHIP),
and reductions in smoking surely have contributed to heightened longevity. What we need
to know is whether life expectancy has increased as rapidly as it should have given these
other changes. The rise in life expectancy slowed as income inequality began to increase in
the 198os, suggesting a possible adverse impact.
What of self-reported health? Since the early 1970s the US General Social Survey has
asked 'Would you say your own health, in general, is excellent, good, fair, or poor?' The
share responding excellent or good increased steadily in the 1970s, 1980s, and 1990s. But
then in the 2ooos the trend reversed. Neither of these patterns is consistent with what we
would expect given developments in income inequality.
Another health outcome thought by some to be influenced by income inequality is obesity. The chief hypothesis is that rising inequality increases stress, which causes people to
overeat (Wilkinson and Pickett 2009). Adult obesity in the United States jumped sharply in
the 1980s, 1990s, and 2ooos. Estimates for earlier years suggest that it was flat in the 1960s
and 1970s. This trend correlates well with that of income inequality. However, there are plausible alternative explanations for this trend. One is rising economic insecurity. Another is
weak regulation of food and restaurants and to the lack of a well-entrenched healthy eating
culture. Large-portion restaurants, particularly fast-food ones, proliferated rapidly during
this period. Junk food became more easily available in larger quantities at grocery and convenience stores. And there was a shift away from home cooking and limited snacking.
The social gradient by education is quite strong for life expectancy, self-reported health,
and obesity. What little data we have are consistent with the hypothesis that rising income
inequality has widened the social gradient, but the time series are too short to have much
confidence in this conclusion.
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Housing
Robert H. Frank (2005) argues persuasively that housing is a 'positional' good. That is, people's happiness with their home depends more heavily on relative comparison with other
nearby homes than is true for many other goods (such as toothpaste or vacation time). Frank
suggests that rising income at the high end of the distribution in the United States allowed
the well-to-do to purchase increasingly large and elaborately-equipped homes. Because
housing satisfaction depends on relative comparison, middle-class homeowners felt compelled to follow suit, leading to dramatic increases in home prices and housing expenditures
and hence to a reduction in household saving.
According to the most commonly-used measure, the Case-Shiller index-US house
prices' dramatic rise from 1997 to 2007 is readily apparent. This fits roughly with Frank's
hypothesis, though the bubble began nearly two decades after the rise in income inequality
commenced. Average household saving as a share ofhousehold disposable income has fallen
steadily since the 1970s. On the surface, this might seem consistent with the Frank hypothesis. However, the timing is not consistent with that of the run-up in housing prices: the
housing bubble began in the late 1990s, but household saving began falling long before that.

Crime
The relative deprivation approach to crime hypothesizes that income inequality will spur
crime by increasing perceived deprivation, hopelessness, or envy. Given the sharp rise in
income inequality in the United States in the 1980s, 1990s, and 2ooos, we would expect to
observe a rise in the violent crime and property crimes rates during those decades. However,
that didn't happen. The violent crime rate rose in the 1960s, 1970s, and 1980s, but then fell
sharply in the 1990s and 2ooos. The property crime rate decreased steadily from the early
1970s through the end of the 2ooos.
Income inequality may produce effective lobbying by the well-off for stricter punishment,
as they may fear a rise in crime, have more to lose from it, and have greater political influence. This predicts a rise in incarceration. The incarceration rate rose steadily throughout
the four decades beginning in 1970. This is broadly consistent with that of income inequality. But the fact that the increase in incarceration predates the increase in income inequality
is problematic for the hypothesis.

Subjective Well-Being
A rise in income inequality should produce a decline in mean subjective well-being. Among
individuals, life satisfaction and happiness increase linearly with income up to a point, but
after that the gain per extra unit of income is less. There are diminishing returns, in other
words. Thus, if the income share of the well-off increases at the expense of those in the iniddle and/or lower part of the distribution, the former's gain in subjective well-being will be
more than offset by the reduction in the latter's.
Since 1972, the General Social Survey has regularly asked Americans 'Taken all together,
how would you say things are these days: would you say that you are very happy, pretty
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happy, or not too happy?' Mean happiness was flat in the 197os and 1980s and then declined
slightly in the 1990s and 2ooos. 1his is roughly consistent with the trend in income inequality, if we assume a lag time of about a decade.
The social gradient has widened beginning in the late 1970s, which is prior to the rise in
income inequality. But much of the widening in the sociill ~adient appears to have occurred
beginning in the 1990s, which is a better fit in terms of timing.

Intergenerational Mobility
The standard approach to measuring intergenerational mobility looks at earnings or household income. To assess the trend over time in intergenerational mobility, we need a data
set with reliable income information for parents and their adult children over three or
more generations. The best US data set of this type, the Panel Study of Income Dynamics,
doesn't go quite far enough back in time, and analyses using other data sets have yielded
mixed conclusions (Harding, Jencks, Lopoo, and Mayer, 2005; Levine and Mazumder, 2007;
Aaronson and Mazumder, 2008; Lee and Solon, 2009; Winship, 2012.) Moreover, there is
recent evidence from a panel of US tax returns that incomes did not peak until age 50 in the
US in 2007, and the peak was much higher for the more educated, suggesting that current
estimates of intergenerational mobility that observe the younger generation at age 40 are
downwardly biased (Auten and Gee, 2013, Figure 2).
We do have evidence on test scores of elementary and secondary students and on college completion, both of which are good predictors of earnings and income. According to
data compiled by Sean Reardon (2011), the gap in average test scores between children from
high-income families and those from low-income families has risen steadily since the early
1970s. (It is now much larger than the gap between white and black children.) Martha Bailey
and Susan Dynarski (2011) have compared college completion rates of Americans who
grew up in the 1960s and 1970s versus those who grew up in the 1980s and 1990s. In the
earlier group, 36 per cent of those from high-income families and 5 per cent of those from
low-income families got a four-year college degree. In the latter group the share rose to 54
per cent among those from a high-income family but only to 9 per cent among those who
grew up in a low-income household. Given these widening gaps in test scores and college
completion, the gap in earnings and income likely has expanded too, or will do so soon.

Participation in Civic and Political Activity
If rising income inequality causes stagnation or decline in the incomes of those in the middle
or at the bottom, it may result in withdrawal from participation in civic and political activity.
The causal mechanism can be financial (need to work longer hours or more than one job) or
psychosocial (embarrassment, frustration, weakened sense of common interests). We consider voter turnout, union membership, and membership in civic organizations.
After falling in the 1960s, voter turnout in presidential-year elections stayed constant
between 1970 and 201o.The fall in turnout in off-year elections continued through the 1970s,
but it too then stopped. In neither case does the over-time pattern support the hypothesis of
a negative impact of rising income inequality. Union density has decreased during the years
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of rising income inequality, but the drop in unionization began in the mid 1950s long before
inequality started to increase. There are various measures of membership in civic organizations. Robert Putnam (2ooo, Figure 8) calculated average membership in 32 national
chapter-based associations. This dropped steadily between 1970 and 2000 (the last year of
data). Robert Anderson and colleagues (2oo6) used time diary data to calculate the extent
of participation in civic associations. This too dropped steadily between 1975 and the late
1990s. While the overall pattern of change in these indicators is roughly consistent with
the trend in income inequality, the timing does not square well. Putnam's measure actually
begins declining around 1960 (not shown here), and the Anderson and colleagues measure's
decline begins in the late 1970s. In both cases this precedes the rise in income inequality.
There is a huge social gradient in voter turnout; better-educated Anlericans are much
more likely to vote. Unfortunately, we have comparable over time data only for the three
presidential-year elections of 2000, 2004, and 2008; we see no change in the gradient during
this brief time span. For union membership, the social gradient story is an interesting one.
Anlong better-educated Anlericans, those with a college degree, union membership began
low and has been flat since the early 1970s. In contrast, among the least educated, those with
less than secondary school, union membership in the 1970s was somewhat higher but since
then has plUllliDeted. By the late 2ooos, we observe the emergence of an education gradient.
Was this due to rising income inequality? Probably not. It more likely owes to the shift from
manufacturing to service employment and to the greater erosion of unions in the private
sector than in the public sector.

Confidence in Political Institutions
To the extent rising inequality is viewed as a failure in the performance of government, it
may reduce confidence in key governmental institutions. Since 1972, the General Social
Survey has regularly asked the following question about the legislative, executive, and judicial branches of government: 'I am going to name some institutions in this country. As far as
the people running these institutions are concerned, would you say you have a great deal of
confidence, only some confidence, or hardly any confidence at all?'
The share of Anlerican adults saying they have 'a great deal' of confidence in the US
Congress dropped sharply in the 1970s, reaching just 10 per cent in 1980, and since then
has moved up and down depending on the state of the economy and on events such as the
September 11, 2001 terrorist attacks. Given that the bulk of the rise in income inequality in
the United States has occurred since the 1970s, it is difficult to see any impact of changes in
income inequality on trust in the national legislature. The share expressing a great deal of
confidence in the executive has varied between 10 per cent and 30 per cent since the early
1970s, with movement corresponding more to the business cycle than to the upward secular
trend in income inequality. Similarly, there has been no noteworthy shift over time in confidence in the Supreme Court.
There is no indication of a social gradient for confidence in any of the branches of
the US government, nor of a change over time that corresponds to the trend in income
inequality.
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Trust
To the extent that it increases people's perceptions of separation or social distance in the
country, income inequality may reduce general trust. Since the early 1970s, the General
Social Survey has asked American adults whether they feel 'most people can be trusted'
or 'you can't be too careful in life'. The share responding that most people can be trusted
has fallen steadily in the past four decades. Although this trend is broadly sinillar to that of
income inequality, the fact that the decline in trust began before the rise in inequality calls
into question the direction of causality. Indeed, Robert Putnam and Anant Thaker (2010)
argue that the causality runs from social capital/trust to income inequality.
There is a sharp social gradient in generalized trust in the US, but it has not widened
overtime.

Tolerance
With a rise in income inequality, we may expect to observe an increase in selfishness and
intolerance. This might result from financial pressures on those in the middle or at the bottom or from a reduced sense of societal cohesion and harmony. One useful measure of this
in the American context is a Gallup polling question tapping the share of Americans who
would prefer to keep inlmigration at its current level or reduce it (this does not necessarily mean stop all further inlmigration). The share actually decreased somewhat beginning
in the 1990s and continued in the 2ooos. This is not what we would expect given the rise in
income inequality.

Desire for Government Action to Reduce Inequality
and Poverty
A generation of public opinion research, using both standard survey findings and more
in-depth qualitative investigation, suggests the following: Most Americans support capitalism and business. Many believe hard work, rather than luck or help from others, is the key
to success. Many feel they have the opportunity to get ahead. Many believe income inequality is too high and that high inequality is not necessary for the country's prosperity. At a
general level, many are sceptical about government's ability to help. There is limited support for enhanced redistribution as a remedy for high inequality. Yet Americans do support
increased government spending on progran1mes perceived to enhance opportunity and
economic security.
There is a growing literature on public opinion responses to the rise in income inequality in the United States (e.g., Bartels, 2oo8; McCall and Kenworthy, 2009; Page and Jacobs,
2009; McCall, 2013). The thrust of the conclusion is that Americans do appear to have
noticed that income inequality has been rising, even before the Occupy Wall Street movement brought the issue to the forefront. But there has been little or no increase in support
among Americans for progran1mes that directly address income inequality-for instance
by increasing taxes on the well off or by increasing transfers to the poor. Indeed, the share
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saying the rich pay too little in taxes has tended to decrease rather than increase. Instead, the
rise in inequality seems to have increased Americans' support for programmes perceived as
boosting opportunity and economic security, such as education and health care.

Party Polarization
Party polarization refers to the fact that elected Republican legislators have moved to the
right on key economic issues while Democratic legislators have moved to the left. Here the
timing is a bit of a problem. According to the authoritative study of party polarization in the
US, Polarized America, by Nolan McCarty, Keith Poole, and Howard Rosenthal, 'In both
chambers [the House and the Senate], the Republicans became more moderate until the
196os and then moved in a sharply conservative direction in the 1970s. The pattern for the
Democrats is almost exactly the opposite. Consequently, the two party means [average party
positions] moved closer together during the twentieth century until the 1970s and then
moved apart' (McCarty, Poole, and Rosenthal2oo6, p. 27). But income inequality between
the top 1 per cent and the bottom 99 per cent didn't begin increasing until the 1980s.

Political Influence
Money matters a great deal in American politics. It can boost the election chances of a particular candidate, and it can get donors or lobbyists a hearing with an elected representative.
With the richest getting a larger and larger share of the country's income, it is sensible to
hypothesize that they would have greater success in swaying policy-makers to support their
preferences.
Here too, though, supportive evidence is lacking. The most direct evidence comes from
studies by Larry Bartels and Martin Gilens (Bartels, 2008; Gilens, 2012). Bartels examined the
association between senators' votes on proposed policy changes and the opinions of people in
the lower third, middle third, and upper third of the income distribution. He found that voting
correlated much more closely with the views of those with higher incomes. Bartels' analysis
covered the period from 1989 to 1994. Gilens extended Bartels' analysis by examining both the
Senate and the House of Representatives and by covering the presidencies of Lyndon Johnson,
Ronald Reagan, Bill Clinton, and George W. Bush. His finding echoed that of Bartels.
What we need to know, however, is whether this pattern of unequal influence has
increased as income inequality has risen. According to Gilens' findings, the association
between affluence and influence was weak during the Johnson presidency, strong during the
presidencies of Reagan and Clinton, and relatively weak during the presidency of George
W. Bush. This is not what the inequality hypothesis predicts, though there may be some
confounding factors, such as the September 11, 2001 terrorist attacks, that skew the pattern
during the Bush years.
This is by no means a full and complete test of the inequality hypothesis. After all, the
well-to-do may exert their influence mainly by keeping proposed reforms from ever coming
to a vote and by behind-the-scenes shaping oflegislation that does pass. It's quite possible
that their growing income share has enhanced their ability to pull these kinds oflevers. But
if this has in fact happened, it has yet to be effectively documented.
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In their recent book, Winner-Take-All Politics, Jacob Hacker and Paul Pierson (2010)
detail a litany of policy initiatives since the mid 1970s that in their view have had a significant influence-some because they were passed, others because they were blocked-on the
degree of income inequality in the United States and on the living standards of ordinary
Americans. But there is no indication in their account of a steady increase in the tendency
for policy to favour the rich.
One final point on income inequality and unequal political influence: the influence of
money in American politics occurs mainly via lobbying rather than campaign contributions, and lobbying is funded primarily by companies and other organizations rather than
by individuals. The amount of money spent on lobbying has increased sharply in the past
several decades. But much of that increase, if not all of it, might have occurred in the absence
of a rise in income inequality.

Inequality's Impacts: Summing Up
Inferring from trends over time in a single country is problematic, because it is difficult to
establish the counterfactual. For instance, income inequality rose steadily and sharply in the
United States in the 1980s and also, if we include the top 1 per cent, in the 1990s and 2ooos.
During those same years, life expectancy increased. But we shouldn't necessarily conclude that income inequality had no impact (or a beneficial impact) on longevity, because
life expectancy might have increased even more rapidly in the absence of a rise in income
inequality. We need cross-country comparisons to establish causation.
With that caveat, here is what we can say about the association in trends and timing
between income inequality and the mean level of social, political, and cultural outcomes in
the United States: We observe the expected association for relative and absolute incomes of
low-end households (poverty), obesity, and especially intergenerational mobility.
If we focus instead on the association between trends in income inequality and trends
in inequality of social, political, and cultural outcomes (the social gradient), we find
much more indication of a strong correlation. This is true for marriage, divorce, lone
parenthood, life expectancy, subjective health, obesity, happiness, and perhaps political
influence.

4· POLICIES
Relative to other affluent nations, the United States spends a small share of its GDP on public social programmes. Its total spending on social programmes is average, but a significant
portion consists of private expenditures, particularly by employers for pensions and health
insurance (Hacker, 2002; Garfinkel, Rainwater, and Smeeding, 2010 ). Public social expenditures rose between 1970 and 2007 from about 10 per cent of GDP to 16 per cent, with health
care accounting for a good bit of this increase. In the Great Recession public expenditures
then shot up, due to the drop in GDP, the rise in spending on automatic stabilizers such as
unemployment compensation, and some increases in the generosity of programmes in the
2009 Recovery Act (Burtless and Gordon, 2011).
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Government revenues are on the low end among the rich nations, at about 33 per cent of
GDP. They have increased only slightly since the 196os. Taxes on income and profits are the
largest revenue sources, followed by taxes on payroll. The United States stands out among
affi.uent countries in its limited use of consumption taxes.
Prior to the Occupy Wall Street movement in 2011, American policy-makers and journalists hardly ever made reference to the issue of income inequality, though concerns about
very high CEO pay have occasionally received some attention (McCall, 2013). It is therefore unlikely that changes in tax and/or transfer progran1mes were aimed to any significant
degree at addressing the growth of income inequality per se.
One exception is that in 1993 the newly-elected Clinton administration changed the tax
rules for executive compensation, capping the amount that could be deducted at $1 million unless it was 'performance-based'. Ironically, this attempt to slow the rise in high-end
incomes had exactly the opposite effect. Corporate accountants quickly figured out ways to
classify pay above the threshold as performance-based (Epstein and Javers, 2006). Perhaps
more important, the change encouraged firms to accelerate the shift toward compensation via stock options, which were the chief source of skyrocketing income for a number of
American CEOs in the 1990s and 2ooos (Jarque, 2008).
Nor, as we noted in Section 2, have actual changes in tax or transfer policy made any
headway in stemming the rise in inequality. Redistribution achieved via federal taxes fell as
a result of the 1981 Reagan income tax reform, which substantially lowered the top marginal
tax rate. This was partly offset by a 1993 reform. The two other major tax reforms during
these decades, in 1986 and 2001/03, produced little change in the redistributive impact of
taxation.
Broadly speaking, government transfers merely kept up with inflation, rather than with
the growth of the economy (Kenworthy, 2011). Hence benefit recipients, who tend to be in
the lower part of the income distribution, fell further behind those at the high end whose
market incomes were rising. Benefit levels for Social Security, the Earned Income Tax
Credit, and disability rose in real terms. The benefit level for the Supplemental Nutritional
Assistance Program ('food stamps') was flat. The benefit level for America's main social
assistance progran1me, AFDC-TANF, declined steadily, and coverage too declined after the
early 1990s.
Government-funded health insurance expanded somewhat through this period. Part of
this owes to population ageing, which results in a larger share of the population being eligible for Medicare. Another part was due to expansion of access to Medicaid in the 1980s and
then again in the late 1990s (S-CHIP). If fully implemented, the 2010 Affordable Care Act
will further increase access to Medicaid. Up to this point, however, these expansions have
been insufficient to offset declining health coverage from employers. As a result, the share of
Americans without health insurance increased, albeit modestly, during this period of rising
income inequality.
The minimum wage in the United States is a statutory one, determined by the government rather than through collective bargaining. Despite the steady rise in income inequality
in the 1980s, 1990s, and 2ooos, the minimum wage was allowed to fall in real terms in the
1980s and has remained essentially flat since then.
Much of the variation among Americans in cognitive skills and non-cognitive traits is
already present by the time they enter kindergarten (Heckman, 2008). Universal public early
education (childcare and preschool) might therefore help in reducing eventual inequality
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of wages and incomes, but thus far only a small number of states have introduced broad
preschool coverage, and even then only for four-year-olds (Ermisch, Jantti and Smeeding,
2012). Government has also failed to respond adequately to the rise in the price of university
education. In part because of the increase in college costs, the gap in college graduation rates
between children from high-income families and those from low-income families has widened sharply in the past generation (Bailey and Dynarski, 2011).
Not only did policy changes do little to stem the rise of market income inequality in
the United States; they may have been one of the key contributors to that rise. The large
and sustained increase in inequality of pre-transfer pre-tax income has multiple causes,
from technological shifts to heightened globalization and domestic competition to altered
corporate governance structures to the emergence of winner-take-all markets to weakened
unions and more. Jacob Hacker and Paul Pierson (2010) suggest that government policy
was among the key contributors to these and other changes that produced the run-up in
inequality.
They call particular attention to three aspects of government policy. The first is American
labour law, which has made it difficult for unions to survive in the modern economy. In
the 1980s and 2ooos enforcement oflabour law also weakened considerably. The second is
financial deregulation, which occurred steadily through the 1980s and 1990s. This facilitated
the stunning rise in pay for Wall Street traders and analysts. The third is a failure to require
'expensing' of stock options during much of the period of surging CEO pay in the 1980s
and1990s.
In the past three decades, the inequality of pre-transfer pre-tax income in the United
States-already quite high relative to other affluent longstanding democratic nations-has
increased sharply. We find no indication of action by US policy-makers explicitly ainled at
ameliorating or reversing this rise. Consequently, redistribution achieved via tax and transfer programmes did not increase. And policy likely had a hand in contributing to the rise in
inequality of pre-transfer pre-tax income.

5·

CONCLUSION

In the 1970s, the United States had one of the most unequal (possibly the most unequal)
income distributions among the world's rich nations. In the ensuing decades it has become
even more unequal, and the pace of growth of inequality has been faster than almost anywhere else. If we exclude the top 1 per cent, as do the data for other countries in this project,
income inequality rose rapidly in the 1980s and more slowly in the 1990s and 2ooos. If we
include the top 1 per cent, it rose rapidly in all three decades.
The causes of America's high level of, and rapid growth in, income inequality since the
1970s are multiple: weak and weakening unions; stagnant educational attainment; a surge in
globalization; an increase in competition in mainly domestic industries; skill-biased technological change; a shift in corporate governance toward emphasis on 'shareholder value'
and short-run profits; growing use of pay-for-performance; an increase in low-skilled
immigration; a stall in the real value of the statutory minimum wage; deregulation (particularly in finance); growing use of stock options to reward CEOs coupled with a sharp run-up
in stock values; the spread of winner-take-all markets in various industries; and reductions
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in effective tax rates for households at the top. There is no single culprit. Indeed, there is little
agreement among scholars on even the top two or three causes.
What have been the social and political impacts? We hesitate to ascribe causality based
on observation of trends in a single country. Instead, we call attention to outcomes in which
the timing of change appears to be consistent with what we would expect if rising inequality
did have a causal effect. For mean levels of social outcomes, in a few cases the trends are correlated but for many they are not.
What might we expect for the future of income inequality in the United States? We see no
strong reason to expect a reversal or even a slowing of the upward trend that characterizes
the past few decades. The drivers of that trend are many, and they look likely to continue.
Economic shocks or changes in institutions and policies might intervene. But to this point
they have not. Some hoped that the mid-to-late 1990s, when real wages began to grow in the
middle and below, would mark the end of inequality's rise. But that didn't happen. Others
viewed the 2008-n economic crisis as the harbinger of profound shifts that might include
a return to a more even distribution of the proceeds of economic growth. But after a brief
pause, income inequality has returned to its upward path.
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