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Facts: Inequality at the top



The Top 1% Pull Ahead

CBO

THE DISTRIBUTION OF HOUSEHOLD INCOME AND FEDERAL TAXES, 2013 JUNE 2016 39

Figure 8. Return to Reference 1, 2, 3

Cumulative Growth in Average Inflation-Adjusted Market Income, by Market Income Group, 1979 to 2013
Percent

Source: Congressional Budget Office.
Market income consists of labor income, business income, capital gains (profits realized from the sale of assets), capital income excluding capital gains, 
income received in retirement for past services, and other sources of income. Before-tax income is market income plus government transfers. Government 
transfers are cash payments and in-kind benefits from social insurance and other government assistance programs. Those transfers include payments 
and benefits from federal, state, and local governments.
Income is converted to 2013 dollars using the price index for personal consumption expenditures.
Income groups are created by ranking households by market income, adjusted for household size. Quintiles (fifths) contain equal numbers of people; 
percentiles (hundredths) contain equal numbers of people as well.
For more detailed definitions of income, see the appendix.

Figure 9. Return to Reference

Components of Inflation-Adjusted Market Income for the Top 1 Percent of Households, 1979 to 2013
Thousands of 2013 Dollars

Source: Congressional Budget Office.
Other income includes income received in retirement for past services and other sources of income.
Income is converted to 2013 dollars using the price index for personal consumption expenditures.
Income groups are created by ranking households by market income, adjusted for household size. 
For more detailed definitions of income, see the appendix.
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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.
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Long-run Perspective
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But Europe is different
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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
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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: Economic Report of the President, 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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International Data
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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.

But this is clearly not the only reason why the rich got richer...
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Other Explanations

Superstars:

I Top athletes and entertainers earn more over time.
I Why?

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).

I Rent seeking?
I Or a consequence of larger firms?
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Inheritances
The current rich are less likely to have inherited their wealth than in
the past.

 46 Journal of Economic Perspectives

 Figure 6
 Did the Forbes 400 Grow Up Wealthy?
 (share of Forbes 400 individuals for 1982 , 7992, 2001, and 2011 with each upbringing)

 Source : Authors using Who's Who and Internet searches as primary sources.
 Notes: Figure 6 shows the share of Forbes 400 individuals for 1982, 1992, 2001 , and 201 1 who grew up with
 little or no wealth, who grew up with some wealth, and who grew up wealthy. In coding the data, we view
 the "some wealth" category as the equivalent of an upper middle class upbringing.

 Figure 6 illustrates that the percent that grew up wealthy fell from 60 to
 32 percent while the percent that grew up with some money in the family rose by a

 similar amount. The percent who grew up with little or no wealth remained about
 flat. Again, these findings are very similar when the results are weighted by wealth.

 Overall, Figures 5 and 6 show a trend in the Forbes 400 list away from people
 who grew up wealthy and inherited businesses towards those who grew up with more

 modest wealth in the family and started their own businesses. These changes largely
 occurred between 1982 and 2001. From 2001 to 2011, the percentage of Forbes 400
 that started their businesses increased only slightly, while the percentage that grew
 up wealthy declined only slightly. The results therefore point to an increase in
 wealth mobility at the very top, although the added mobility comes from those who

 would be considered upper middle class.
 Access to education also appears to be of increasing importance. The share of

 the Forbes 400 who graduated from college rose from 77 to 87 percent between 1982

 and 201 1. The share of college dropouts (like Bill Gates and Mark Zuckerberg) also
 rose from 6 to 8 percent. At the same time, the share of those without any college
 dropped markedly from 17 to 5 percent. These results are very similar when the
 observations are weighted by wealth.

This content downloaded from 
             152.2.176.242 on Thu, 05 Nov 2020 13:08:45 UTC              

All use subject to https://about.jstor.org/terms

Source: Kaplan and Rauh (2013)
14 / 23



How costly is redistribution?

What are the effects of more progressive income taxes?

I Reduced work effort / work hours
I Less investment?
I Fewer business startups?
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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How Costly is Redistribution?

Large variation in income tax rates had no obvious effects on
output.
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How Costly is Redistribution?

256 AMERICAN ECONOMIC JOURNAL: ECONOMIC POLICY FEBRUARY 2014

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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Does redistribution cost jobs?
Figure 10. Comparing Employment to Population Rates of Working Age Men and Women Between 
the U.S. and OECD, 1970 ! !– ! !2019
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Source: Autor (2020).
Countries with more redistribution have higher employment rates.
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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 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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