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Rising Incomes at the Top
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The rich and the rest
Charles I. Jones     31

Two key results stand out. First, until recently, there is remarkably little growth 
in the average GDP per person at the top: the value in 1913 is actually higher than 
the value in 1977. Instead, all the growth until around 1960 occurs in the bottom 
99.9 percent. Second, this pattern changed in recent decades. For example, average 
growth in GDP per person for the bottom 99.9 percent declined by around half 
a percentage point, from 2.3 percent between 1950 and 1980 to only 1.8 percent 
between 1980 and 2007. In contrast, after being virtually absent for 50 years, growth 
at the top accelerated sharply: GDP per person for the top 0.1 percent exhibited 
growth more akin to China’s economy, averaging 6.86 percent since 1980. Changes 
like this clearly have the potential to matter for economic welfare and merit the 
attention they’ve received.

Labor Income Inequality

Basic Facts
One of the key papers documenting the rise in top income inequality is 

Piketty and Saez (2003), and it is appropriate to start with an updated graph from 

Figure 1 
GDP per Person, Top 0.1 Percent and Bottom 99.9 Percent

Sources: Aggregate GDP per person data are taken from the Bureau of Economic Analysis (since 1929) 
and Angus Maddison (pre-1929). The top income share used to divide the GDP is from the October 2013 
version of the World Top Incomes Database (Alvaredo, Atkinson, Piketty, and Saez n.d.).
Notes: This figure displays an estimate of average GDP per person for the top 0.1 percent and the bottom 
99.9 percent. Average annual growth rates for the periods 1950–1980 and 1980–2007 are also reported.
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International Comparisons
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1RWHV��7KH�ILJXUH�UHSRUWV�WKH�VKDUH�RI�WRWDO�LQFRPH�HDUQHG�E\�WKH�WRS���SHUFHQW�LQ�IRXU�(QJOLVK�VSHDNLQJ�
FRXQWULHV�LQ�SDQHO�$��DQG�LQ�IRXU�RWKHU�2(&'�FRXQWULHV��-DSDQ�DQG�WKUHH�FRQWLQHQWDO�(XURSHDQ�
FRXQWULHV��LQ�SDQHO�%��,QFRPH�LV�GHILQHG�DV�SUH�WD[�PDUNHW�LQFRPH��7KH�HVWLPDWHV�IRU�$XVWUDOLD�LQFOXGH�
UHDOL]HG�FDSLWDO�JDLQV�SDUWLDOO\�DQG�DW�YDU\LQJ�GHJUHHV�RYHU�WLPH��
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Measurement Issues

Guvenen and Kaplan (2017)

I IRS data show a big increase in top income shares after the
1986 Tax Reform Act.

I Shifting income to pass-through entities.
I SSA data do not show this.
I Income shifting rather than income growth at the top?
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Causes of Rising Top Incomes



Causes of rising top incomes

1. Technological change / globalization favor high skilled workers.
2. CEO pay: Gabaix and Landier (2008)
3. Superstars
4. Lower taxes

4.1 incentives to work hard
4.2 less tax avoidance
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A key debate

Do top incomes rise because of market forces (efficient) or because
of rent seeking (tax them!)

I Kaplan and Rauh (2013)
I Bivens and Mishel (2013)
I Mankiw (2013)
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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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12 Journal of Economic Perspectives

Source: Piketty and Saez (2007)
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Top Tax Rates
246 AMERICAN ECONOMIC JOURNAL: ECONOMIC POLICY FEBRUARY 2014
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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. 

Piketty et al. (2014)
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Taxes and Top Income Shares

�� -RXUQDO�RI�(FRQRPLF�3HUVSHFWLYHV�
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&KDQJHV�LQ�7RS�,QFRPH�6KDUHV�DQG�7RS�0DUJLQDO�,QFRPH�7D[�5DWHV�VLQFH������
�FRPELQLQJ�ERWK�FHQWUDO�DQG�ORFDO�JRYHUQPHQW�LQFRPH�WD[HV��

6RXUFH��3LNHWW\��6DH]��DQG�6WDQWFKHYD��������UHYLVHG�2FWREHU�������ILJXUH�����6RXUFH�IRU�WRS�LQFRPH�
VKDUHV�LV�WKH�:RUOG�7RS�,QFRPHV�'DWDEDVH��6RXUFH�IRU�WRS�LQFRPH�WD[�UDWHV�LV�2(&'�DQG�FRXQWU\��
VSHFLILF�VRXUFHV��
1RWHV��7KH�ILJXUH�GHSLFWV�WKH�FKDQJH�LQ�WKH�WRS���SHUFHQW�LQFRPH�VKDUH�DJDLQVW�WKH�FKDQJH�LQ�WKH�WRS�
LQFRPH�WD[�UDWH�IURP���������WR�����������IRU����2(&'�FRXQWULHV��,I�WKH�FRXQWU\�GRHV�QRW�KDYH�
WRS�LQFRPH�VKDUH�GDWD�IRU�WKRVH�\HDUV��ZH�VHOHFW�WKH�ILUVW�DYDLODEOH�ILYH�\HDUV�DIWHU������DQG�WKH�PRVW�
UHFHQW���\HDUV��)RU�WKH�IROORZLQJ�ILYH�FRXQWULHV��WKH�GDWD�VWDUW�DIWHU�������'HQPDUN���������,UHODQG���������
,WDO\���������3RUWXJDO���������6SDLQ���������)RU�6ZLW]HUODQG��WKH�GDWD�HQG�LQ�������WKH\�HQG�LQ������RU�
DIWHU�IRU�DOO�WKH�RWKHU�FRXQWULHV���7RS�WD[�UDWHV�LQFOXGH�ERWK�WKH�FHQWUDO�DQG�ORFDO�JRYHUQPHQW�WRS�WD[�
UDWHV��7KH�FRUUHODWLRQ�EHWZHHQ�WKRVH�FKDQJHV�LV�YHU\�VWURQJ��7KH�HODVWLFLW\�HVWLPDWHV�RI�WKH�RUGLQDU\�OHDVW�
VTXDUHV�UHJUHVVLRQ�RI�$ORJ�WRS����VKDUH��RQ�$ORJ�O���075��EDVHG�RQ�WKH�GHSLFWHG�GRWV�LV��������������

SUH�WD[�LQFRPH�VKDUHV��)RU�H[DPSOH��WKH�8QLWHG�6WDWHV�H[SHULHQFHG�D�UHGXFWLRQ�
RI����SHUFHQWDJH�SRLQWV�LQ�LWV�WRS�LQFRPH�WD[�UDWH�DQG�D� ���SHUFHQWDJH�SRLQW�
LQFUHDVH�LQ�LWV�WRS���SHUFHQW�SUH�WD[�LQFRPH�VKDUH��%\�FRQWUDVW��FRXQWULHV�VXFK�
DV�*HUPDQ\��6SDLQ��RU�6ZLW]HUODQG��ZKLFK�GLG�QRW�H[SHULHQFH�DQ\�VLJQLILFDQW�WRS�
UDWH�WD[�FXW��GLG�QRW�VKRZ�LQFUHDVHV�LQ�WRS���SHUFHQW�LQFRPH�VKDUHV��+HQFH��WKH�
HYROXWLRQ�RI�WRS�WD[�UDWHV�LV�VWURQJO\�QHJDWLYHO\�FRUUHODWHG�ZLWK�FKDQJHV�LQ�SUH�WD[�
LQFRPH�FRQFHQWUDWLRQ��

7KLV�QHJDWLYH�FRUUHODWLRQ�FDQ�EH�H[SODLQHG�LQ�D�YDULHW\�RI�ZD\V��$V�SRLQWHG�RXW�
RULJLQDOO\�E\�6OHPURG���������LW�LV�SRVVLEOH�WKDW�WKH�ULVH�LQ�WRS�86�LQFRPH�VKDUHV�
RFFXUUHG�EHFDXVH��ZKHQ�WRS�WD[�UDWHV�GHFOLQHG��WKRVH�ZLWK�KLJK�LQFRPHV�KDG�OHVV�
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Taxing Top Incomes



Elasticities approach
Derive the revenue maximizing tax rate as a function of behavioral
elasticities.
Piketty et al. (2014)

I e: elasticity of top income w.r.to top tax rate
I choose τ to max

T = τ [z(1− τ)− z̄] (1)

where
I z(1− τ) denotes taxable earnings and
I z̄ is the cutoff for the top bracket

I optimal tax rate:

τ
∗ =

1
1 + a× e

(2)

I where a = z/(z− z̄) is the tail parameter of the Pareto
distribution of z.
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Extensions

Tax avoidance
Bargaining increases top income share when taxes are low.
Then the revenue maximizing tax rate is

τ
∗ =

1 + t×a× e2 + a× e3

1 + a× e
(3)

where

I e: elasticity of top income w.r.to top tax rate
I e2: elasticity due to tax avoidance
I e3: elasticity due to bargaining
I t: tax rate on sheltered income

14 / 25
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Implications

Rough evidence: e≈ 0.5

Pareto coefficient about a≈ 1.5

Then τ∗ = 1
1+0.5×1.5 = 0.57.

Tax avoidance: e2 = 0.3 =⇒ τ∗ = 0.62

Add bargaining =⇒ τ∗ = 0.83
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Limitations

I This only applies to the top tax rate.
I What if taxing the top affects the incomes of others?
I What if taxing the top discourages investment needed to reach

the top?
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Taxing Top Incomes

Little obvious evidence that high top marginal tax rates affect
output, investment, growth.

I constant U.S. output growth for 130 years
I no correlation between growth and changes in top marginal

rates (cross-country)

Suggests that high top rates may be optimal.

I but Jaimovich and Rebelo (2017) dispute this (non-linear
effects of taxes)
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Structural Models

Castaneda et al. (2003) style CGE models:

I Krueger and Kindermann (2020): very high optimal labor
income tax rates

I Guner et al. (2016): 37% optimal top income tax rate
I Limitation: the rich are lottery winners, so why not tax them?
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More interesting models

When top incomes are built up over time, elasticities are larger

I optimal top rates are lower.
I Badel et al. (2020): investment in human capital
I Jones (2019): investment in R&D

Similar idea: building up businesses (entrepreneurship)

I a few studies using Quadrini style models: Kitao (2008),
Brüggemann (2017), Imrohoroglu et al. (2018)

I but firms don’t do anything in these models
I so why not tax them?

19 / 25

Lutz

Lutz

Lutz



Conclusion

Little is settled.
Taxes are a good candidate cause for rising top income shares.
Theoretical optimal top marginal rates are all over the place.
Models are very rudimentary and miss what the policy debate is all
about:

I entrepreneurs create “good jobs”, productivity growth
I startups later become large firms

Note: Very little is known about taxing wealth.
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