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The issues

Income inequality has been rising for the past 35 years.
Why has this happened?
What could be done about it?

We start with the rising return to schooling
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Rising return to schooling

many policymakers and popular accounts fre-
quently assume.
It is important to interpret these results in

context. The most recent birth cohorts whose
adult outcomes can be observed at present
were born no later than the early 1990s, which
is still relatively early in the rise of U.S. in-
equality. Another 10 years of data, focusing
on children born since 2000, may suggest a
different conclusion. Moreover, the fact that
mobility has stayed constant while inequality
has risen means that the lifetime relative dis-
advantage of children born to low- versus high-
income families has increased substantially;
concretely, the rungs of the economic ladder
have pulled farther apart but the chance of
ascending the ladder has not improved. Fi-
nally, it is possible to interpret the fact that
mobility has remained unchanged as evidence
that U.S. mobility would have declined had it
not been for the other compensatory steps
taken by the federal government during this
period, including, for example, expanding the
Earned Income Tax Credit for low-income work-
ers in the 1980s, enlarging the early childhood
education Head Start program in the 1990s,
and increasing federal student grant and loan
programs to support college-going (48). Declines
in racial and gender discrimination during this
period likely also complemented these policies
(49). A cautious read of the evidence is that al-
though the United States is not a “land of oppor-
tunity”by conventional economicmobilitymetrics,
it has not become less so in recent decades.

Real Earnings

A second gauge of economic health is the tra-
jectory of earnings and employment. Here, the
data present substantial cause for concern. Al-
though the substantial college wage premium

conveys the positive economic news that educa-
tional investments offer large returns, this wage
premium also masks a discouraging truth: The
rising relative earnings of workers with post-
secondary education is not simply due to rising
real earnings among college-educated workers
but is also due to falling real earnings amongnon–
college-educated workers. Between 1980 and
2012, real hourly earnings of full-time college-
educated U.S. males rose anywhere from 20% to
56%, with the greatest gains among those with
a postbaccalaureate degree (Fig. 6A). During the
same period, real earnings of males with high
school or lower educational levels declined substan-
tially, falling by 22% among high school dropouts
and 11% among high school graduates. Although
the picture is generally brighter for females (Fig.
6B), real earnings growth among females with-
out at least some college education over this three-
decade interval was extremely modest.
Accompanying the fall in real wages among

less educated workers has been a pronounced
drop in their labor force participation rates,
particularly among less educated males. Be-
tween 1979 and 2007, prior to the onset of the
Great Recession, the fraction of working-age
males in paid employment fell by 12 percentage
points among high school dropouts and 10 per-
centage points among those with exactly a high
school diploma. Conversely, employment rates were
generally stable for males with postsecondary
education and rose for females of all education
levels except for high school dropouts.
The causes for the sharp falls in real earnings

among non–college-educated workers are mul-
tiple. One likely force, as noted above, is the
ongoing substitution of computer-intensive ma-
chinery for workers performing routine task-
intensive jobs. This has depressed demand for
workers in both blue-collar production andwhite-

collar office, clerical, and administrative support
positions, and has reduced the set of middle-
skill career jobs available to non–college-educated
workers more generally (25). A second factor
is the globalization of labor markets, seen par-
ticularly in the greatly increased U.S. trade
integration with developing countries. Global-
ization has become particularly important for
U.S. labor markets since the early 1990s, when
China began its extremely rapid integration
into the world trading system. The influx of
Chinese goods lowered consumer prices but
also fomented a substantial decline in U.S. man-
ufacturing employment, contributing directly
to the decline in production worker employment
(50). A third factor impinging on the earnings
of non–college-educatedmales is the decline in the
penetration and bargaining power of labor unions
in the United States, which have historically
obtained relatively generous wage and benefit
packages for blue-collar workers. Over the past
three decades, however, U.S. private-sector union
density—that is, the fraction of private-sector
workers who belong to labor unions—has fallen
by approximately 70%, from 24% in 1973 to 7% in
2011 (51, 52).
Notably, these three forces—technological

change, deunionization, and globalization—
work in tandem. Advances in information and
communications technologies have directly
changed job demands in U.S. workplaces while
simultaneously facilitating the globalization of
production by making it increasingly feasible
and cost-effective for firms to source, monitor,
and coordinate complex production processes
at disparate locations worldwide. In turn, the
globalization of production has increased com-
petitive conditions for U.S. manufacturers and
U.S. workers, eroding employment at unionized
establishments and decreasing the capability
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Fig. 6. Change in real wage levels of full-time workers by education, 1963–2012. (A) Male workers, (B) female workers. Data and sample construction are
as in Fig. 3.
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Remarkable: No wage gains for high school grads since 1970
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Rising return to schooling: women

many policymakers and popular accounts fre-
quently assume.
It is important to interpret these results in

context. The most recent birth cohorts whose
adult outcomes can be observed at present
were born no later than the early 1990s, which
is still relatively early in the rise of U.S. in-
equality. Another 10 years of data, focusing
on children born since 2000, may suggest a
different conclusion. Moreover, the fact that
mobility has stayed constant while inequality
has risen means that the lifetime relative dis-
advantage of children born to low- versus high-
income families has increased substantially;
concretely, the rungs of the economic ladder
have pulled farther apart but the chance of
ascending the ladder has not improved. Fi-
nally, it is possible to interpret the fact that
mobility has remained unchanged as evidence
that U.S. mobility would have declined had it
not been for the other compensatory steps
taken by the federal government during this
period, including, for example, expanding the
Earned Income Tax Credit for low-income work-
ers in the 1980s, enlarging the early childhood
education Head Start program in the 1990s,
and increasing federal student grant and loan
programs to support college-going (48). Declines
in racial and gender discrimination during this
period likely also complemented these policies
(49). A cautious read of the evidence is that al-
though the United States is not a “land of oppor-
tunity”by conventional economicmobilitymetrics,
it has not become less so in recent decades.

Real Earnings

A second gauge of economic health is the tra-
jectory of earnings and employment. Here, the
data present substantial cause for concern. Al-
though the substantial college wage premium

conveys the positive economic news that educa-
tional investments offer large returns, this wage
premium also masks a discouraging truth: The
rising relative earnings of workers with post-
secondary education is not simply due to rising
real earnings among college-educated workers
but is also due to falling real earnings amongnon–
college-educated workers. Between 1980 and
2012, real hourly earnings of full-time college-
educated U.S. males rose anywhere from 20% to
56%, with the greatest gains among those with
a postbaccalaureate degree (Fig. 6A). During the
same period, real earnings of males with high
school or lower educational levels declined substan-
tially, falling by 22% among high school dropouts
and 11% among high school graduates. Although
the picture is generally brighter for females (Fig.
6B), real earnings growth among females with-
out at least some college education over this three-
decade interval was extremely modest.
Accompanying the fall in real wages among

less educated workers has been a pronounced
drop in their labor force participation rates,
particularly among less educated males. Be-
tween 1979 and 2007, prior to the onset of the
Great Recession, the fraction of working-age
males in paid employment fell by 12 percentage
points among high school dropouts and 10 per-
centage points among those with exactly a high
school diploma. Conversely, employment rates were
generally stable for males with postsecondary
education and rose for females of all education
levels except for high school dropouts.
The causes for the sharp falls in real earnings

among non–college-educated workers are mul-
tiple. One likely force, as noted above, is the
ongoing substitution of computer-intensive ma-
chinery for workers performing routine task-
intensive jobs. This has depressed demand for
workers in both blue-collar production andwhite-

collar office, clerical, and administrative support
positions, and has reduced the set of middle-
skill career jobs available to non–college-educated
workers more generally (25). A second factor
is the globalization of labor markets, seen par-
ticularly in the greatly increased U.S. trade
integration with developing countries. Global-
ization has become particularly important for
U.S. labor markets since the early 1990s, when
China began its extremely rapid integration
into the world trading system. The influx of
Chinese goods lowered consumer prices but
also fomented a substantial decline in U.S. man-
ufacturing employment, contributing directly
to the decline in production worker employment
(50). A third factor impinging on the earnings
of non–college-educatedmales is the decline in the
penetration and bargaining power of labor unions
in the United States, which have historically
obtained relatively generous wage and benefit
packages for blue-collar workers. Over the past
three decades, however, U.S. private-sector union
density—that is, the fraction of private-sector
workers who belong to labor unions—has fallen
by approximately 70%, from 24% in 1973 to 7% in
2011 (51, 52).
Notably, these three forces—technological

change, deunionization, and globalization—
work in tandem. Advances in information and
communications technologies have directly
changed job demands in U.S. workplaces while
simultaneously facilitating the globalization of
production by making it increasingly feasible
and cost-effective for firms to source, monitor,
and coordinate complex production processes
at disparate locations worldwide. In turn, the
globalization of production has increased com-
petitive conditions for U.S. manufacturers and
U.S. workers, eroding employment at unionized
establishments and decreasing the capability
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as in Fig. 3.
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The Value of a College Degree

Source: Autor (2014)
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Why Did the College Premium Rise?

Surprise: The
premium rose even
as the relative
supply of college
grads rose.

Soure: Autor (2014)
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Skill biased technical change

Demand for college labor rises faster than supply
7 / 37



A Simple Model of SBTC
Aggregate production function:

Yt = F (µtHt,Lt) (1)

H: college grads, L: others
Wages = marginal products of labor

wH,t = µt
∂F

∂ µH
(2)

SBTC: µ grows at a constant rate over time

How well does this model fit the data?

I Take labor supplies from the data (hours worked)
I Fit a constant growth trend for µ
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Model Fit
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Model Implications

For a long time, the demand for skilled labor has been rising

I in many countries
I at a constant rate

For a long time, the rising supply of skilled labor prevented the rise
of the college premium.
Around 1980, the rise in U.S. college attendance slowed down.
Since then, demand outstrips supply and the college premium rises.
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Skill biased technical change

SBTC is widely viewed as a main contributor to rising wage
inequality.
Demand for skilled / managerial occupations rose over time.
Potential causes:

I computers
I international trade

Polarization: Routine jobs (typically middle income) are automated
or outsourced.
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Polarization

Why Are There Still So Many Jobs?     15

reasoning does not take into account the role played by the three mitigating forces 
discussed above: complementarity, demand elasticity, and labor supply.

Let’s first consider the effect of computerization on wages in abstract task-intensive 
occupations such as managerial, professional, and technical occupations. These occu-
pations all draw upon large bodies of constantly evolving expertise: for example, 
medical knowledge, legal precedents, sales data, financial analysis, programming 
languages, and economic statistics. Information technology and computerization 
should strongly complement workers performing abstract task-intensive jobs. By 
dramatically lowering the cost and increasing the scope of information and analysis 
available to them, computerization enables workers performing abstract tasks to 
further specialize in their area of comparative advantage, with less time spent on 
acquiring and crunching information, and more time spent on interpreting and 
applying it. By the same token, information technology substitutes for many of the  

Figure 3 
Change in Occupational Employment Shares in Low, Middle, and High-Wage 
Occupations in 16 EU Countries, 1993–2010

Source: Goos, Manning, and Salomons (2014, table 2).
Notes: High-paying occupations are corporate managers; physical, mathematical, and engineering 
professionals; life science and health professionals; other professionals; managers of small enterprises; 
physical, mathematical, and engineering associate professionals; other associate professionals; life science 
and health associate professionals. Middle-paying occupations are stationary plant and related operators; 
metal, machinery, and related trade work; drivers and mobile plant operators; office clerks; precision, 
handicraft, craft printing, and related trade workers; extraction and building trades workers; customer 
service clerks; machine operators and assemblers; and other craft and related trade workers. Low-paying 
occupations are laborers in mining, construction, manufacturing, and transport; personal and protective 
service workers; models, salespersons, and demonstrators; and sales and service elementary occupations. 
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Policy Implications

What could governments do to reduce wage inequality?
(A good topic for your term paper!)
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Inequality at the top



The Top 1% Pull Ahead

Figure 3: Selected Percentiles of Labor Earnings Distribution over Time
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of individuals in the sample does not follow population growth (black line marked with
diamonds) one-for-one, given that it also requires participating in the labor market in a
given year (hence the slowdown in sample growth in the 2000s and the fall during the
Great Recession).

Figure 3 plots the levels of labor income that correspond to selected percentiles of the
income distribution in each year. For example, the lowest income that qualifies a male
worker in the top 10% (e.g., above the 90th percentile) has been steady at approximately
$98,000 since year 2000. In 2011, a worker must be making more than $310,400 to be in
the top 1%. This threshold was highest in 2007 when it reached $336,000.

Recessionary vs Expansionary Episodes. Since the main focus of this analysis is on
business cycle variation, we need to be clear about how we classify each year as a recession
or an expansion year. Because our labor earnings data are annual and recessions can start
or end in any quarter during the year, this is not always straightforward.

The start date of a recession is determined as follows. If the NBER peak of the previous
expansion takes place in the first half of a given year, that year is classified as the first year
of the new recession. If the peak is in the second half, the recession starts in the subsequent

10

Source: Guvenen et al. 2012
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The top 0.1% Pull Ahead

income in the 1970s and reached a peak above 9 percent of total income in 2000.
In fact, most of the overall increase in the inequality of income has been driven by
the very top of the income distribution. The U.S. Bureau of the Census reports,
using a somewhat different definition of income than ours, that the top quintile of
the income distribution received 43–44 percent of all income in the 1970s, but this
share had increased to about 50 percent by 2001. Piketty and Saez (2003) show that
most of the relative income gains for the top quintile have been concentrated
within the top 1 percent—and especially the top 0.1 percent—with relatively
modest gains in the top decile excluding the top percentile (P90–95 and P95–99).

Second, the composition of top incomes has changed substantially. Figure 2 shows
the breakdown into wage income, business income, capital income (including imputed
corporate taxes), and realized capital gains. In the 1960s, top incomes were primarily
composed of capital income: mostly dividends and capital gains. The surge in top
incomes since the 1970s has been driven in large part by a steep increase in the labor
income component, due in large part to the explosion of executive compensation. As
a result, labor income now represents a substantial fraction of income at the top. This
change in composition is important to keep in mind, because the corporate and estate
taxes that had such a strong effect on creating progressivity in the 1960s would have
relatively little effect on labor income.

Figure 2
Income Share and Composition for the Top 0.1 Percent, 1960–2001
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Notes: The figure displays the income share of the top 0.1 percent of tax units, and how the top
0.1 percent of incomes are divided into four income components: wages and salaries (including
exercised stock options), business income (S-corporation profits, partnership profits, sole proprietorship
profits), capital income (dividends, interest, and rents), and realized capital gains. Imputed corporate
taxes are included in the corresponding categories. Top 0.1 percent is defined based on individual
market income excluding realized capital gains and corporate taxes. Tax rates are stacked.

14 Journal of Economic Perspectives

Source: Piketty and Saez (2007)
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Long-run Perspective

REVIEW

Inequality in the long run
Thomas Piketty1* and Emmanuel Saez2

This Review presents basic facts regarding the long-run evolution of income and wealth
inequality in Europe and the United States. Income and wealth inequality was very high a
century ago, particularly in Europe, but dropped dramatically in the first half of the 20th
century. Income inequality has surged back in the United States since the 1970s so that
the United States is much more unequal than Europe today. We discuss possible
interpretations and lessons for the future.

T
he distribution of income and wealth is a
widely discussed and controversial topic.
Do the dynamics of private capital ac-
cumulation inevitably lead to the con-
centration of income and wealth in ever

fewer hands, as Karl Marx believed in the 19th
century? Or do the balancing forces of growth,
competition, and technological progress lead
in later stages of development to reduced in-
equality and greater harmony among the classes,
as Simon Kuznets thought in the
20th century? What do we know
about how income and wealth
have evolved since the 18th cen-
tury, and what lessons can we de-
rive from that knowledge for the
century now under way? For a long
time, social science research on the
distribution of income and wealth
was based on a relatively limited
set of firmly established facts to-
gether with a wide variety of pure-
ly theoretical speculations. In this
Review, we take stock of recent
progress that has been made in
this area. We present a number
of basic facts regarding the long-
run evolution of income and wealth
inequality in advanced countries.
We then discuss possible inter-
pretations and lessons for the
future.

Data and Methods

Modern data collection on the dis-
tribution of income begins in the
1950s with the work of Kuznets (1).
Shortly after having established
the first national income time series
for the United States, Kuznets set
himself to construct time series of
income distribution. He used tab-
ulated income data coming from
income tax returns—available since
the creation of the U.S. federal income tax in
1913—and statistical interpolation techniques based
upon Pareto laws (power laws) to estimate incomes

for the top decile and percentile of the U.S.
population. By dividing by national income,
Kuznets obtained series of U.S. top income shares
for 1913 to 1948.
In the 1960s and 1970s, similar methods

using inheritance tax records were developed to
construct top wealth shares (2, 3). Inheritance
declarations and probate records dating back
to the 18th and 19th centuries were also ex-
ploited by a growing number of scholars in

France, the United States, and the United King-
dom (4–7).
Such data collection efforts on income and

wealth dynamics have started to become more
systematic and broader in scope and time only
since the 2000s. This is due first to the advent
of information technologies, which allow much

larger volumes of data to be collected and pro-
cessed than were accessible to previous gener-
ations of scholars. The second reason for this
time gap in using tax data is that most modern
research on inequality has focused on micro-
survey data that became available in the 1960s
and 1970s in many countries. Survey data, how-
ever, cannot measure top percentile incomes
accurately because of the small sample size and
top coding. The top percentile plays a very large
role in the evolution of inequality that we will
discuss. Survey data also have a much shorter
time span—typically a few decades—than tax
data that often cover a century or more.
Kuznets-type methods to construct top in-

come shares were first extended and updated to
the cases of France (8, 9), the United Kingdom
(10), and the United States (11). By combining
the efforts of an international team of over 30
scholars, similar series covering most of the
20th century were constructed for more than
25 countries (12–15). The resulting “World Top
Incomes Database” (WTID) is the most ex-
tensive data set available on the historical
evolution of income inequality. The series is
constantly being extended and updated and is

available online (http://topincomes.
parisschoolofeconomics.eu/) as
a research resource for further
analysis.
Historical top wealth shares se-

ries have also been constructed with
similar methods, albeit for a smaller
number of countries so far, but with
a longer time frame (16–21). Draw-
ing on previous attempts to collect
historical national balance sheets
(22), long-run series on the evolu-
tion of aggregate wealth-income
ratios in the eighth largest devel-
oped economies were established,
some of them going back to the
18th century (23).
This Review draws extensively

on this body of historical research
on income and wealth, as well as
on a recently published interpre-
tive synthesis (24). We start by
presenting three basic facts that
emerge from this research pro-
gram (Figs. 1 to 3), and then turn
to interpretations.

Three Facts About Inequality
in the Long Run

We find large changes in the lev-
els of inequality, both over time
and across countries. This re-
flects the fact that economic trends
are not acts of God, and that

country-specific institutions and historical cir-
cumstances can lead to very different inequality
outcomes.

Income Inequality

First, we find that whereas income inequality
was larger in Europe than in the United States a

    

1Department of Economics, Paris School of Economics, Paris,
France. 2Department of Economics, University of California
at Berkeley, Berkeley, CA, USA.
*Corresponding author. E-mail: thomas.piketty@psemail.eu

Top 10% income
share: Europe

Income inequality in Europe and the United States, 
1900–2010 
Share of top income decile in total pretax income

50 percent

45

40

35

30

25
201020001990198019701960195019401930192019101900

Top 10% income
share: U.S.

Fig. 1. Income inequality in Europe and the United States, 1900 to 2010.
The share of total income accruing to top decile income holders was higher in
Europe than in the United States from 1900 to 1910; it was substantially
higher in the United States than in Europe from 2000 to 2010. The series
report decennial averages (1900 = 1900 to 1909, etc.) constructed using
income tax returns and national accounts. See (24), chapter 9, Fig. 9.8. Series
available online at piketty.pse.ens.fr/capital21c.
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Source: Piketty and Saez (2014)
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Why Did Top Incomes Rise?



The tax system becomes less progressive

154 | Chapter 5

would have fared under the tax rates that applied historically and how the
tax rates that applied to different income groups have changed over time.

This analysis suggests that the effective tax rates that applied to
high-income taxpayers reached their lowest levels in at least half a century in
2008. Under the tax laws that applied from 1960 to the mid-1980s, today’s
taxpayers earning more than $250,000 would have paid an average of around
30 percent of their income in Federal income and payroll taxes, with modest
variations from year to year. Moreover, while the tax rates that applied to
these “ordinary” rich have fallen considerably, tax rates for the very rich have
declined much more. Figure 5-8 shows that taxpayers whose real incomes
put them in the top 0.1 percent of taxpayers today—the one-in-a-thousand
taxpayers with incomes above about $2 million in 2009 dollars—would have
paid more than 50 percent of their incomes in taxes in the early 1960s.

Average tax rates on high-income groups fell precipitously in the
mid-1980s, with the sharp decline in statutory marginal rates. At the
same time, the tax rates that would have applied to today’s middle-income
taxpayers (the middle 20 percent of taxpayers in 2005, those making between
about $29,500 and $49,500 per year) increased, on balance, over the last half
century. The result is a compression in the tax burdens applied to taxpayers

0
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40
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1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010

Figure 5-8
Evolution of Average Tax Rates

Percent

Over $2 million (top 0.1 percent)

Over $250,000

Middle 20 percent

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

Source: ERP 2010
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Federal taxes are getting less progressive.

striking, as shown in Figure 1. In 1960, the federal tax system imposed higher
average tax rates on those with low incomes, then lower rates on a middle group up
to the 95th percentile, and much higher rates within the top 5 percent of the
income distribution, especially in very top groups. The lower tax burden in 1960 for
the middle groups is largely due to the fact that the payroll tax, which falls primarily
on the groups from P20 to P95, was much smaller in 1960 than today. The 1960
federal tax system was very progressive even within the top percentile, with an
average tax rate of around 35 percent in the bottom half of the top percentile to
over 70 percent in the top 0.01 percent. This finding illustrates the theme that it is
important to decompose the top of the income distribution into very small groups
to capture the progressivity of a tax system. Although very top groups contain few
taxpayers, they account for a substantial share of income earned, and an even larger
share of taxes paid.

Interestingly, the larger progressivity in 1960 is not mainly due to the individ-
ual income tax. The average individual income tax rate in 1960 reached an average
rate of 31 percent at the very top, only slightly above the 25 percent average rate at
the very top in 2004. Within the 1960 version of the individual income tax, lower
rates on realized capital gains, as well as deductions for interest payments and
charitable contributions, reduced dramatically what otherwise looked like an ex-
tremely progressive tax schedule, with a top marginal tax rate on individual income
of 91 percent.

The greater progressivity of federal taxes in 1960, in contrast to 2004, stems
from the corporate income tax and the estate tax. The corporate tax collected
about 6.5 percent of total personal income in 1960 and only around 2.5 percent of

Figure 1
Federal Tax Rates in the United States in 2004 and 1960

A. Tax rates in 2004 B. Tax rates in 1960
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Figure 1. Top Marginal Tax Rates, Top Incomes Shares, and Income Growth:  
US Evidence

Notes: Panel A depicts the top 1 percent income shares including realized capital gains in full 
diamonds and excluding realized capital gains in empty diamonds. Computations are based 
on family market cash income. Income excludes government transfers and is before individ-
ual taxes (source is Piketty and Saez 2003, series updated to 2008). Panel A also depicts the 
top marginal tax rate on ordinary income and on realized long-term capital gains (source is 
Tax Policy Center). Panel B depicts real cash market income growth per adult of top 1 percent 
incomes and bottom 99 percent incomes (base 100 in 1913), assuming that individual adult 
top 1 percent and bottom 99 percent shares are the same as top 1 percent and bottom 99 per-
cent family based shares. 

Source: Piketty et al. (2014)
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Fun Fact

Source: Economist, 2011

In 2004, the top 1% of households
paid 28% of all federal taxes.
The top 0.1% paid 11% of federal
taxes.
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top income shares. Among the countries which experienced significant top rate cuts, 
some experience a large increase in top income shares (all five English-speaking 
countries but also Norway and Portugal) while others experience only modest 
increases in top income shares (Japan). Interestingly, no country experiences a sig-
nificant increase in top income shares without large top rate tax cuts. The implied 
elasticity from the OLS regression of the change in the log of the top retention rate 
on the change of the log of the top 1 percent share is 0.47 and highly significant.

Panel A in Table 2 reports estimates from regressions of the form

  log(Top 1 percent Income Shar e it ) = α + e · log(1 − Top  MTR it ) +  ε it 
on the complete time series. Column  1 considers the full period 1960–2010, 
 column 2 the early 1960–1980 period and column 3 the 1981–2010 most recent 
period. Three lessons emerge.

First, full period regressions generate estimates around 0.3–0.4, highly sig-
nificant, and robust to the introduction of an overall time trend or country fixed 
effects.37 Second, the implied elasticity varies significantly across countries with 
strong effects in English-speaking countries, and particularly the United States and 
the United Kingdom where the elasticity is around 0.5, and much more modest 
effects in other countries such as Japan, Sweden, or Italy, where the elasticity is 

37 Estimates using both country and time fixed effects generate smaller elasticities as they rely on year-to-year 
variation for identification. Our analysis focuses instead on long-run effects of top tax rates.
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ure reports the elasticity estimate of the OLS regression of ∆ log(top 1 percent share) 
on ∆ log(1 − MTR) based on the depicted dots. 

Source: Piketty et al. (2014)
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Fun Fact

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

24 / 37



Summary

Top income shares have increased in many countries, especially in
the U.S.
At the same time top marginal tax rates have declined.
Countries with higher tax rates have less inequality.
All of the evidence suggests that taxes account for a share of the
rising inequality.
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Other Explanations

Superstars:

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

CEO pay:

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

Rising corporate profits:

I not consistent with the data (constant profit share)
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Is inequality bad?



Inequality and Mobility

supply-demand model suggest is that the flat-
tening of the college premium after 2005 is in
large part a consequence of the quickening pace
of educational attainment.

Inequality: Causes for Concern?

A market economy needs some inequality to
create incentives. If, for example, students were
not ultimately rewarded for spending their early
adulthoods pursuing undergraduate, graduate,
and professional degrees, or if the hardest-working
and most productive workers were paid the
same as the median worker, then citizens would
have little incentive to develop expertise, to exert
effort, or to excel in their work (42). Having ac-
knowledged that some inequality is necessary,
however, how can we gauge whether there is
too much of it? I offer two analytical perspec-
tives on this question.

Earnings Mobility

One metric by which to evaluate the conse-
quences of inequality is via its relationship
with economic mobility—that is, the degree to
which individual economic fortunes change
over time. Of particular interest is the degree of
intergenerational mobility, meaning the likeli-
hood that children born to low-income fami-
lies become high-income adults and vice versa.
High levels of economic inequality at a given
point in time are not intrinsically inimical to
economic mobility; a society with high inequal-
ity may be dynamic, with lots of movement up
and down the economic ladder, and one with
low inequality may be dynastic. But a natural

concern is that high inequality at a point in time
may serve to reduce mobility over time. If, for
example, adults who became wealthy through
hard work are able to “buy” success for their
children through outsized investments and per-
sonal connections, while adults who are unpro-
ductive or unlucky in their careers are unable
to muster the resources to foster their children’s
potential, then inequality of incomes could be-
come self-perpetuating even if it originally ema-
nates from high market returns to skill (43).
To understand the importance of high and

rising U.S. inequality, it is therefore useful to
ask how U.S. economic mobility compares to
that of other developed countries, and whether
U.S. mobility has fallen as inequality has risen.
The answers to both questions will surprise
many. Contrary to conventional civic mythol-
ogy, U.S. intergenerational mobility is relative-
ly low. The left panel of Fig. 5, reproduced from
(44), which plots the relationship between cross-
sectional inequality (x axis) and earnings mobil-
ity (y axis) among a set of 13 OECD member
countries for which consistent data are available,
documents that the United States has both the
lowest mobility and highest inequality among
all wealthy democratic countries. The right panel
of Fig. 5, also sourced from (44), suggests one
proximate explanation for this pattern: Coun-
tries with high returns to education tend to
have relatively lowmobility. Why, if education is
“the great equalizer” in the words of Horace
Mann, do high educational returns predict low
mobility? A key reason is that educational at-
tainment is highly persistent within families.

Indeed, two of the strongest predictors of child-
ren’s ultimate educational attainment are pa-
rental education and parental earnings (45, 46).
Hence, when the return to education is high,
children of better-educated parents are doubly
advantaged—by their parents’ higher education
and higher earnings—in attaining greater edu-
cation while young and greater earnings in
adulthood. Figure 5 therefore lends credence
to the concern that rising inequality may erode
economic mobility.
Has this erosion occurred? Surprisingly, the

best evidence to date suggests that it has not.
Evidence from Chetty et al. (46), documented
in the supplementary material, underscores the
message from Fig. 5 that there is substantial
economic immobility in the United States. Chil-
dren born three deciles apart in the household
income distribution are on average one decile
apart in the earnings distribution at age 29 or
30. Similarly, children born three deciles apart
in the household income distribution differ by
20 percentage points in their probability of at-
tending college at age 19 (relative to a mean of
approximately 55%). Yet these data offer no
evidence that mobility has appreciably changed
among children born prior to the historic rise
of U.S. inequality (1971–1974) and those born
afterward (1991–1993). As far as we can measure,
rising U.S. income inequality has not reduced
intergenerational mobility so far. These find-
ings, which also appear to hold over a longer
historical time frame (47), suggest that U.S.
mobility has not trended downward as many
social scientists would have anticipated, and as
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Fig. 5. Earnings inequality and economic mobility: Cross-national rela-
tionships. Reproduced from Corak [(44), figs. 1 and 4] with permission of
the American Economic Association. In both panels, the mobility measure is
equal to the intergenerational earnings “elasticity,” meaning the average
proportional increase in a son’s adult earnings predicted by his father’s
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income to one household). In the right panel, the college earnings premium
refers to the ratio of average earnings of men 25 to 34 years of age with a
college degree to the average earnings of those with a high school diploma,
computed by the OECD using 2009 data. See (44) for further details.
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Inequality and Mobility

High inequality is associated with strong earnings persistence across
generations
(low intergenerational mobility)

One possible reason:
When the return to schooling is high, rich parents invest in their
kids.

But: Mobility does not seem to have declined over time (in the
U.S.)
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How costly is redistribution?

What are the effects of higher (marginal) taxes?

I Reduced work effort / work hours
I Less investment?
I Misallocation of consumption

I anything that can be called a business expense is tax deductible
I e.g., meals, company cars, first class flights, ...
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Top Marginal Tax Rates

Top Individual Income Marginal Tax Rates 1900-2011 
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Figure 1: Top Marginal Income Tax Rates in the US, UK, France, Germany

This figure depicts the top marginal individual income tax rate in the US, UK, France, Germany since 1900.

The tax rate includes only the top statutory individual income tax rate applying to ordinary income with no

tax preference. State income taxes are not included in the case of the United States. For France, we include

both the progressive individual income tax and the flat rate tax “Contribution Sociale Généralisée”.
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Source: Piketty (2011), fig 1
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How Costly is Redistribution?

US Top Marginal Tax Rate (Federal Individual Income Tax)

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

19
13

19
18

19
23

19
28

19
33

19
38

19
43

19
48

19
53

19
58

19
63

19
68

19
73

19
78

19
83

19
88

19
93

19
98

20
03

20
08

To
p 

M
TR

 (F
ed

er
al

 In
di

vi
du

al
 In

co
m

e 
Ta

x)

Source: statistics computed by the authorGiven this data, it is hard to imagine that tax rates have large
effects on growth.
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How Costly is Redistribution?
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lower to upper incomes with an increase in top income shares but no additional 
economic activity.

Both graphs display no visible correlation between the change in top tax rates and 
growth rates. The countries experiencing the largest increases in top income shares 
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Figure 4. Top Marginal Tax Rates and Growth from 1960–1964 to 2006–2010

Notes: The figure depicts the average real GDP per capita annual growth rate from 1960–1964 
to 2006–2010 against the change in top marginal tax rate. Panel A considers the raw growth rate 
while panel B adjusts the growth rate for initial real GDP per capita as of 1960. Formally, adjusted 
growth rates are obtained by regressing log(GDP) on log(1 − MTR), country fixed effects, a time 
trend and a time trend interacted with demeaned log(GDP). We then estimate adjusted log(GDP) 
by removing the estimated interaction component time × log(GDP). In both panels, the correla-
tion between GDP growth and top tax rates is insignificant suggesting that cuts in top tax rates do 
not lead to higher economic growth. Table 2 reports estimates based on the complete time series. 

Source: Piketty et al. (2014)
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Summary

High marginal tax rates distort choices:

I work effort, entrepreneurship, saving, ...

Strong evidence that high taxes reduce hours worked
Little evidence that high taxes reduce economic growth
A tricky question:

What is the optimal top marginal tax rate?
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Reading

I Autor (2014) on the race between education and technology.
I Piketty and Saez (2007)
I Mankiw (2013): a thoughtful defense of a more conservative

view on redistribution.
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Advanced Reading

I Gordon, Robert J.; Dew-Becker, Ian (2007). “Selected Issues in
the Rise of Income Inequality. Brookings Papers on Economic
Activity, 2007, 2, pp. 169-190. DOI: 10.1353/eca.2008.0011

I Dew-Becker, Ian. Gordon, Robert J. (2005). “Where Did the
Productivity Growth Go? Inflation Dynamics and the
Distribution of Income.” Brookings Papers on Economic
Activity, 2005, 2, pp. 67-150. DOI: 10.1353/eca.2006.0004

I Piketty and Saez (2014) on optimal taxation.
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