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Government interventions

Common reasons for government intervention
1 Market Failures (second half of course)
2 Redistribution (today)

Motivation
Efficient markets can produce undesirable levels of inequality
Society may prefer more equitable outcomes

Redistribution Tools
Tax and transfer system moves resources from rich to poor
Progressive taxation: higher rates on higher incomes
Transfer programs provide support to lower-income households

Key Questions:
How much inequality is there? (this week)
How can we reduce inequality? (this week)
Is this the “right” amount of inequality? (next week)
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Income vs. Wealth

Income and wealth are related, distinct, and often confused

Wealth is a stock

Private wealth includes real estate, corporate/business equity,
deposits/bonds
Less debts (mortgate, student debt, auto loans, credit cards)

Income is a flow of two pre-tax parts: labor and capital

z = w × l + r × k

Labor income wl ≈ 75% of national income

Capital income rk ≈ 25% of national income (increasing)

Private wealth k ≈ 500% of national income z (increasing)
Rate of return r ≈ 5− 6%
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Figure 11: National wealth in 1770-1810: Old vs. New world  
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Drivers of inequality

Drivers of labor inequality:

Working abilities (education, talent, physical ability)
Effort (hours working, grit)
Institutions (minimum wage, unions)
Social norms (gender norms, discrimination)

Capital income inequality drivers:

Differences in wealth (past savings/inheritances)
Rate of return r
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Measuring inequality statistically

Many ways to measurement inequality – all tied to the income
distribution (CDF F (z))

Percentile income shares

Percentile ratios

Gini coefficient - most famous

Each has strengths and weaknesses
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Stats Review: Percentiles of the Income Distribution

XXth Percentile of the Income Distribution: income at
which XX% of individuals have lower income

25% of the U.S. population has income below the 25th income
percentile
Percentiles allow you to describe the whole income distribution
better than the mean

Quartiles and Median
Median = 50th percentile
Half of individuals are above and below the median
Quartiles: the 1st, 2nd, 3rd, and 4th quartiles correspond to
the bottom 25%, 25-50%, 50-75%, and 75-100%
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Average Income for Each Quintile over Time

Figure: Average income by quintile shows rising inequality over time
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Share of Top 1 percent income increasing

Figure: The share of income going to the top 1% has increased
dramatically (Saez & Zucman 2016)
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Gini coefficient
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Figure: Lorenz curve (L(p)) is fraction of income earned by individuals
below percentile p. Gini is share of lower triangle between lines, so G = 0
is perfect equality and G = 1 is perfect inequality. Formally compare

incomes of each pair: G =
∑n
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Trends in Income Inequality

Over the 20th century, the U.S. saw a massive increase in
economic growth and average GDP per capita

During the first half of the 20th century:

Decrease in top income inequality
Broad-based rise in incomes across distribution

Starting in the 1970s and 1980s:

Sharp increase in income inequality
Especially concentrated at very top of distribution
Most gains in overall U.S. income went to top earners

Since 1980, pre-tax incomes have stagnated for:

Bottom 50% of earners
Particularly non-college educated men
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Causes of Rising Income Inequality

Returns to skill versus rent-seeking:

Returns to skill: Late 20th century saw increased demand for
skilled labor, raising returns for educated workers
Rent-seeking: Highest incomes obtained via unproductive
means (exploiting regulations, finance sector, etc.)

Potential contributing factors from government policies:

Globalization
Automation
Decline of unions
Erosion of minimum wages
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Wage Increases Going to Educated Workers

Figure: Wage growth has been concentrated among more educated
workers
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Increased income growth at the top
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Wealth and capital income inequality

Capital income is more concentrated than labor income – because
wealth is more concentrated (per Saez-Zucman (2016)):

1 Top 1% wealth holders have nearly 40% of total private
wealth, bottom 50% nothing

2 Top 1% of incomes earn 19% (Piketty-Saez-Zucman (2018))
or 14% (Auten and Splinter 2024)
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Figure: Wealth inequality (Saez and Zucman 2020)
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Income and Wealth Measurement Controversies

Income:

What measure?

Pre-tax vs. post-tax inequality

What is income?

Haig-Simons definition is impossible to implement
Count only income subject to tax?

This changes over time!

Wealth:

Is human capital wealth?

How much is an asset worth if it is rarely sold?
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Measuring Income and Income Inequality     115

The estimates correspond to different concepts of income and different definitions 
of the population, and they vary along other dimensions, too. For example, some 
authors vary in whether they include payroll taxes or Social Security benefits in 
the pre-tax concept of income, or in how they account for tax evasion, or in how 
they distribute business incomes that are not easily attributable to individuals or 
households using administrative tax data. Given the varying concepts of income, the 
varying notions of the income-earning unit, and the varying data limitations, there 
are important methodological choices to make.

Nevertheless, some general patterns are discernible. How one accounts for 
capital gains matters. They are a large and volatile component of income—even 
more so when one considers them as they accrue rather than as they are realized. 
Whether and how one includes social insurance and transfers matters quite a bit too, 
as one might expect. Finally, there appears to be less disagreement before the mid-
1980s than after—or, in other words, the trends vary. One striking aspect of these 
trends is that the pre-1980s series are smoother and less cyclical, which suggests 

10

14

18

22

1960 1970 1980 1990 2000 2010 2020
Year

In
co

m
e 

sh
ar

e 
(p

er
ce

n
t)

CBO market income
... + social insurance
... + transfers
LBAA comprehensive
... + realized CG
... + accrued CG
PS �scal
... + realized CG
PSZ pretax
AS pretax
... + transfers

Figure 2 
Different Estimates of the Top 1 Percent Share in the Literature

Source: Estimates from Larrimore et al. (2021) (LBAA), Congressional Budget Office (2023) (CBO), 
Piketty and Saez (2003) (PS, updated series), Piketty, Saez, and Zucman (2018) (PSZ, updated series), 
and Auten and Splinter (2024a) (AS).
Note: The figure shows eleven different measures of the share of US income earned each year by the top 
1 percent of income-earners.
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Is inequality a problem?

Inequality is a consequence of rewarding individual differences
(innovation, hard work, etc.), but can also entrench privilege

Concerns with inequality: social unrest, instability, etc.

Ambiguous relationship between inequality and growth:

Pre-20th century: growth linked to rising inequality; disasters
equalize (Scheidel 2017)
Mid-20th century: high growth with less inequality in wealthy
nations (USA)
Last 4 decades: growth tied to rising inequality (e.g., India,
China)

It is not clear what the “right” amount of inequality is

Is “poverty” or “inequality” the more important problem?
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Two difference unequal societies

Figure: Two economies. Which is more unequal?
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Two difference unequal societies

Figure: Two economies. Which is more unequal? None by Gini! But the
90%/10% ratio is very different.
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Defining Poverty and Poverty Rate

Inequality does not measure absolute deprivation.

Absolute deprivation: The amount of income the least
wealthy have relative to “minimally acceptable” income.

Measured by the share of people below the poverty line.
Poverty line: Government’s standard for measuring absolute
deprivation.
2025 US poverty threshold was $32,150 for a family of four
(three times the cost of a minimally nutritionally accepted diet)

Poverty Rate Definitions:

Absolute Poverty: Income below a fixed threshold (e.g.,
$1.90 per day by World Bank).

Relative Poverty: Income below a threshold relative to
median income (e.g., 60% in EU).

Absolute poverty ⇓ with economic growth; relative poverty
may not – it solely reflects inequality.

Relative poverty keeps inequality in the debate.
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Absolute poverty has plummeted worldwide

 ENDING EXTREME POVERTY: PROGRESS, BUT UNEVEN AND SLOWING 25

ing to the shifting concentration of poverty 
from South Asia to Sub-Saharan Africa. 

This pattern is likely to continue in the 
coming decade. Simulations show that, as the 
number of extreme poor continues to decline 
in South Asia, the forecasts based on histor-
ical regional performance indicate that there 
will be no matching decline in poverty in Sub- 
Saharan Africa (figure 1.3). In 2030, the share 
of the global poor residing in Sub-Saharan  
Africa is forecasted to be about 87 percent, if 
economic growth over the next 12 years is sim-
ilar to historical growth patterns. (For more 
details on the simulations, see annex 1B.)

One important reason for the changing 
regional concentration of extreme poverty, 
and the projected increase in the share of the 
global poor residing in Sub-Saharan Africa, 
is the regional differences in per capita GDP 
growth. Focusing on the three regions that 
have accounted for the bulk of the poor, the 
average annual growth rate since 1990 has 
consistently been highest in the East Asia and 
Pacific region (between 5 and 10 percent), fol-
lowed by South Asia, and then Sub-Saharan 
Africa. South Asia has maintained an average 
growth rate between 5 and 6 percent over the 
last decade (figure 1.4). The average growth 

FIGURE 1.3 Number of Extreme Poor by Region, 1990–2030

Source: PovcalNet (online analysis tool), http://iresearch.worldbank.org/PovcalNet/. World Bank, Washington, DC, World Development 
Indicators; World Economic Outlook; Global Economic Prospects; Economist Intelligence Unit.
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Poverty Rates Over Time in the US

Figure: Poverty rates in the United States stable since the 1970s (Source:
Gruber textbook)
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Integenerational income mobility

What is the intergenerational persistence of poverty?

Simple measure (Chetty et al. 2014, 2020, 2023): average
income rank of children by income rank of parents

Data sources: Census data (2000, 2010, ACS) covering U.S.
population linked to federal tax returns from 1989-2015

Link children to parents based on dependent claiming

Target sample: Children born 1978-83 in the U.S. or who
immigrated to the U.S. in childhood with documentation

20.5 million children – 96% of target

Parents’ household incomes: average income reported on
Form 1040 tax return from 1994-2000

Children’s incomes measured from tax returns in 2014-15
(ages 31-37)
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FIGURE II: Association between Children’s Percentile Rank and Parents’ Percentile Rank

A. Mean Child Income Rank vs. Parent Income Rank in the U.S.
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B. United States vs. Denmark
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Notes: These figures present non-parametric binned scatter plots of the relationship between child and parent income ranks.
Both figures are based on the core sample (1980-82 birth cohorts) and baseline family income definitions for parents and
children. Child income is the mean of 2011-2012 family income (when the child was around 30), while parent income is mean
family income from 1996-2000. We define a child’s rank as her family income percentile rank relative to other children in
her birth cohort and his parents’ rank as their family income percentile rank relative to other parents of children in the core
sample. Panel A plots the mean child percentile rank within each parental percentile rank bin. The series in triangles in Panel
B plots the analogous series for Denmark, computed by Boserup, Kopczuk, and Kreiner (2013) using a similar sample and
income definitions (see text for details). The series in circles reproduces the rank-rank relationship in the U.S. from Panel A
as a reference. The slopes and best-fit lines are estimated using an OLS regression on the micro data for the U.S. and on the
binned series (as we do not have access to the micro data) for Denmark. Standard errors are reported in parentheses.

 
 
Source: Chetty, Hendren, Kline, Saez (2014)

Coombs Public Finance, Fall 2025, September 23, 2025



FIGURE II: Association between Children’s Percentile Rank and Parents’ Percentile Rank

A. Mean Child Income Rank vs. Parent Income Rank in the U.S.

20
30

40
50

60
70

0 10 20 30 40 50 60 70 80 90 100

M
ea

n 
C

hi
ld

 In
co

m
e 

R
an

k

Parent Income Rank 

Rank-Rank Slope (U.S) = 0.341
(0.0003)

B. United States vs. Denmark

20
30

40
50

60
70

0 10 20 30 40 50 60 70 80 90 100

M
ea

n 
C

hi
ld

 In
co

m
e 

R
an

k

Parent Income Rank 
United StatesDenmark 

Rank-Rank Slope (Denmark) = 0.180
(0.0063)

Notes: These figures present non-parametric binned scatter plots of the relationship between child and parent income ranks.
Both figures are based on the core sample (1980-82 birth cohorts) and baseline family income definitions for parents and
children. Child income is the mean of 2011-2012 family income (when the child was around 30), while parent income is mean
family income from 1996-2000. We define a child’s rank as her family income percentile rank relative to other children in
her birth cohort and his parents’ rank as their family income percentile rank relative to other parents of children in the core
sample. Panel A plots the mean child percentile rank within each parental percentile rank bin. The series in triangles in Panel
B plots the analogous series for Denmark, computed by Boserup, Kopczuk, and Kreiner (2013) using a similar sample and
income definitions (see text for details). The series in circles reproduces the rank-rank relationship in the U.S. from Panel A
as a reference. The slopes and best-fit lines are estimated using an OLS regression on the micro data for the U.S. and on the
binned series (as we do not have access to the micro data) for Denmark. Standard errors are reported in parentheses.

 
 
Source: Chetty, Hendren, Kline, Saez (2014)

Figure: US has less mobility than Europe (especially Scandinavian
countries)
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§  Probability that a child born to parents in the bottom fifth 
of the income distribution reaches the top fifth: 

 

 
à Chances of achieving the “American Dream” are almost   
    two times higher in Canada than in the U.S. 
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The American Dream? 

Figure: US has less mobility than Europe (especially Scandinavian
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Note: Lighter Color = More Upward Mobility 
Download Statistics for Your Area at www.equality-of-opportunity.org 

The Geography of Upward Mobility in the United States 
Probability of Reaching the Top Fifth Starting from the Bottom Fifth 

US average 7.5% [kids born 1980-2] 

Figure: Varies quite a bit by place – areas with more inequality,
segregation, worse schools, lower social capital, lower family stability
have lower mobility
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The Geography of Upward Mobility in the United States 
Odds of Reaching the Top Fifth Starting from the Bottom Fifth 

SJ 12.9% 

     LA 9.6% 

Atlanta 4.5% 

Washington DC 11.0% 

Charlotte 4.4% 

Indianapolis 4.9% 

Note: Lighter Color = More Upward Mobility 
Download Statistics for Your Area at www.equality-of-opportunity.org 

SF 12.2% 

     San Diego 10.4% 

SB 11.3% 

Modesto 9.4% 
Sacramento 9.7% 

Santa Rosa 10.0% 

Fresno 7.5% 

US average 7.5% [kids born 1980-2] 

Bakersfield 12.2% 

Figure: Varies quite a bit by place
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Pathways • The Poverty and Inequality Report 2015

40    economic mobility

that much of the variation in upward mobility across areas 
may be driven by a causal effect of the local environment 
rather than differences in the characteristics of the people 
who live in different cities. Place matters in enabling intergen-
erational mobility. Hence it may be effective to tackle social 
mobility at the community level. If we can make every city in 
America have mobility rates like San Jose or Salt Lake City, 
the United States would become one of the most upwardly 
mobile countries in the world.

Correlates of Spatial Variation
What drives the variation in social mobility across areas? 
To answer this question, we begin by noting that the spatial 
pattern in gradients of college attendance and teenage birth 
rates with respect to parent income is very similar to the spa-
tial pattern in intergenerational income mobility. The fact that 
much of the spatial variation in children’s outcomes emerges 
before they enter the labor market suggests that the differ-
ences in mobility are driven by factors that affect children 
while they are growing up.

We explore such factors by correlating the spatial variation in 
mobility with observable characteristics. We begin by show-
ing that upward income mobility is significantly lower in areas 
with larger African-American populations. However, white 
individuals in areas with large African-American populations 
also have lower rates of upward mobility, implying that racial 
shares matter at the community (rather than individual) level. 
One mechanism for such a community-level effect of race is 
segregation. Areas with larger black populations tend to be 
more segregated by income and race, which could affect both 

white and black low-income individuals adversely. Indeed, 
we find a strong negative correlation between standard mea-
sures of racial and income segregation and upward mobility. 
Moreover, we also find that upward mobility is higher in cities 
with less sprawl, as measured by commute times to work. 
These findings lead us to identify segregation as the first of 
five major factors that are strongly correlated with mobility.

The second factor we explore is income inequality. CZs with 
larger Gini coefficients have less upward mobility, consistent 
with the “Great Gatsby curve” documented across countries.7 
In contrast, top 1 percent income shares are not highly cor-
related with intergenerational mobility both across CZs within 
the United States and across countries. Although one can-
not draw definitive conclusions from such correlations, they 
suggest that the factors that erode the middle class hamper 
intergenerational mobility more than the factors that lead to 
income growth in the upper tail. 

Third, proxies for the quality of the K–12 school system are 
also correlated with mobility. Areas with higher test scores 
(controlling for income levels), lower dropout rates, and 
smaller class sizes have higher rates of upward mobility. In 
addition, areas with higher local tax rates, which are predomi-
nantly used to finance public schools, have higher rates of 
mobility. 

Fourth, social capital indices8—which are proxies for the 
strength of social networks and community involvement in an 
area—are very strongly correlated with mobility. For instance, 
areas of high upward mobility tend to have higher fractions 

Rank Commuting Zone Odds of Reaching 
Top Fifth from 
Bottom Fifth 

Rank Commuting Zone Odds of Reaching 
Top Fifth from 
Bottom Fifth

1 San Jose, CA 12.9%  41 Cleveland, OH 5.1%

2 San Francisco, CA 12.2%  42 St. Louis, MO 5.1%

3 Washington, D.C. 11.0%  43 Raleigh, NC 5.0%

4 Seattle, WA 10.9%  44 Jacksonville, FL 4.9%

5 Salt Lake City, UT 10.8%  45 Columbus, OH 4.9%

6 New York, NY 10.5%  46 Indianapolis, IN 4.9%

7 Boston, MA 10.5%  47 Dayton, OH 4.9%

8 San Diego, CA 10.4%  48 Atlanta, GA 4.5%

9 Newark, NJ 10.2%  49 Milwaukee, WI 4.5%

10 Manchester, NH 10.0%  50 Charlotte, NC 4.4%

 Table 1. Upward Mobility in the 50 Largest Metro Areas: The Top 10 and Bottom 10

Note: This table reports selected statistics from a sample of the 50 largest commuting zones (CZs) according to their populations in the 2000 Census. The columns report 
the percentage of children whose family income is in the top quintile of the national distribution of child family income conditional on having parent family income in the 
bottom quintile of the parental national income distribution—these probabilities are taken from Online Data Table VI of Chetty et al., 2014a.

Source: Chetty et al., 2014a. 
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Figure: Racial disparity in mobility
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Final remarks

Many measures of inequality – each illustrates similar point:
U.S. income inequality is high

Wealth inequality rising even faster

Measures of inequality are sensitive to definitions (what do
you include)

Consequences of inequality on real economy uncertain

Absolute poverty has fallen worldwide, while relative poverty
remains stable in the US (before taxes)

Strong evidence that poverty persists across generations,
potentially exacerbating inequality
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