
Income inequality Task #1 - Notes on Professor Jon Haveman’s Webinar –EXCELLENT EXAMPLE 
Income Inequality Definition:  

 The extent to which the distribution of income deviates from complete equality 

 The dispersion of income throughout the economy 

Income Inequality 

 Before taxes and transfers 

 After taxes and transfers 

 Flow (used for a transaction) 

Wealth Inequality 

 Stock (something you hold on to for a long time) 

National Income Inequality 

 Top 10% get about ½ of the Income Share (all-time high) 

 Roaring 20s Income Share was around 40 to 45 

 After WWII Income Share was around 35 

 Stock market crash, the dot-com bubble, and the housing bubble all decreased the income share to the top 10% 

The Abrupt Increase in Inequality 

 95th percentile, median, and 20th percentile were all pretty similar until around 1980 

 But since then most the increase in GDP is going to 95th percentile 

Education 

 In 2000, College grads made almost 50% more than only a HS diploma 

Labor Share of Income 

 1960 was 66% to 2016 was 58%, income transitioned from workers to owners 

 Bias towards hiring skilled workers 

Growing Inequality Quintiles 

 Incomes at the bottom increased by 6 thousand from 1967 to 2018 while the top 5% increased by 124 thousand per year 

 Bottom 90% of houses started making less money per year 

 Bottom 20% $5623 less per year while top 1% $597,241 more per year 

Income and Wealth Inequality 

 Gini coefficient runs from 0-100 and measures income inequality 

 Income inequality went from 39.7 to 48.6 (~1965 to ~2018) 

 Wealth inequality went from 19.3 to 46.5, a dramatic increase in 1995 (~1965 to ~2018) 

 Income inequality: US 48.6%, CA 48.7%, Marin 51.5% 

 Wealth inequality exceeds income inequality 

 In 2016 top 10% own around 80% of the wealth 

 

Where does inequality come from? 
Labor Characteristics 

 Demographics: Age distributions 

 Personal choices: educational attainment, effort, priorities 

Market Forces 

 Technology 

 Changing demand patterns 

 Competition for labor 

Government Policy 

 Market influence 

 Redistribution 

Pre-distribution 

 Access to education 

 Market regulation 

 Labor regulations 

Re-distribution 

 Tax rates 

 Income support 

Tax Rates 

 400 taxpayers with the highest incomes +310% avg. income -12% avg. tax rate (1992-2014) 

Components of Inequality 
1. Labor characteristics 

2. Government policies 

3. Market forces 

Labor and Productivity 



 Labor productivity increases yet compensation doesn’t increase as well 

 Due to declining unionization, globalization, competition policy, cheap technology 

 Unionization rates: 1983 - 20.1%, 2019 10.3% 

Competition in the Economy 

 Return on invested capital increased heavily for the 90th percentile 

 CEO compensation has been growing rapidly 

 CEO to worker ratio is outrageously high in the United States 

Technological Change and Inequality 

 Technology has eliminated low-skill and low-wage jobs 

 Winner take all aspect of the tech-driven economy 

 Thus this economy increases rewards for those with high-level skills and owners over workers 

Technology: 

 facilitates market power for owners 

 Reduces bargaining power for labor 

 Shifts costs of doing business onto labor 

 Modern-day Robber Barrons? 

Increasing Inequality 
1. Technology 

2. Institutions 

3. Globalization 

 

Why Does Inequality Matter? 

 Too little and too much inequality can both reduces motivation and slow economic growth 

 Inequality can also divide society, distort political environment, reduce political participation, and reduce investments in 

public goods  

International Perspective 

 The U.S. shares much more of the income with the top 1% than other countries like Canada, UK, Germany, Italy, France, and 

Japan 

Is it a problem? 

 Economic issues (efficiency): slow economic growth or concentration of resources among investors 

 Noneconomic issues (equity): values, ethics, and morals drive the level of inequality 

Addressing Inequality 

 Tax and transfer programs 

 Strengthen labor unions 

 Collective bargaining 

 Policies that favor labor 

 Minimum wages 

 Reverse trends in market power 

 Employment services: job training, interview skills, or assistance with day-to-day issues 

 Noticing how technology affect worker/employer power dynamics 

Long term 

 Access to resources like education  

 

Summary 

 Income inequality is increasing, favors owners over labor 

 The causes are: the market and changing institutions 

 Questions to consider: to act or not to act? If so how? 

 The level of inequality is a policy choice 

 

Coronavirus and Inequality 

 40% of Americans don’t have the cash to pay for a $400 emergency expense 

 25% have no retirement or pension savings 

 86% of vulnerable jobs paid less than $40,000 a year 

 Certain jobs are affected more by the Coronavirus, like Beauty and Personal Care seeing a 94% change in hours worked 

 A high correlation between CEO compensation and stock prices 

 


