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The rising tide lifts all boats.

— John F. Kennedy (1963)
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I. Trends in Inequality in the US
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1. Overall inequality
1S increasing

Inequality in the US has been rising since
the 1980s.

Inequality has risen more in the US than in
other advanced economies.

Income inequality and wealth inequality
have both risen.

Intergenerational mobility has declined
since the 1940s.
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FIGURE 2.1. Inequality in England/UK and the United States from the 17th century to the 21st century

Source: Milanovic (2016)

Gini Coefficients of US and UK, 17th — 21st Centuries
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Figure 3.
Income Distribution Measures and Percent Change Using Money Income
and Equivalence-Adjusted Income

MONEY INCOME Cheinge:2017.1012018 EQUIVALENCE-ADJUSTED INCOME
Shares of Aggregate 2017* 2018 Shares of Aggregate
Income by Percentile Income by Percentile
Lowest quintile 3.0 31 0.6 Lowest quintile 34 35 3.9
Second quintile 8.1 8.3 2.3 Second quintile 8.9 9.1 2.3
Third quintile 14.0 14.1 1 0.9 Third quin‘tilg 14.4 14.7 15
Fourth quintile 226 226 0.1 [] Fourth quintile 22.4 22.4 z
Highest quintile 523 520 0.6 | Highestiquintlle) 50:9; 3505 11
Top 5 percent 232 231 0.2 [ TopiSipencent 227 225 -0.8

Summary Measures

Summary Measures Gini index of

qini inde>f of i ] income inequality 0.471 0.464 -1.4 I
income inequality 0.489 0.486 -0.7 | Mean logarithmic
Mean logarithmic i deviation of income 0.643 0.628 -2.5
deviation of income 0.617 0.616 -0.1 | Theil 0.416 0.405 <296
Theil 0.441 0.436 -1.2 ] Atkinson: »
Atkinson: i e=0.25 0.100 0.097 -2.6
e=0.25 0.106 0.105 i e=0.50 0.196 0.191 -2.6
e=0.50 0.207 0.205 -1.1 e=0.75 0.304 0.296 -2.5
e=0.75 0.313 0.311 -0.8

M Denotes a statistically
significant change

There was a statistically significant decrease in the Gini between 2017-2018.

Source: US Ce

Change in US Income & Poverty Measures, 2017—2018
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https://www.census.gov/library/publications/2019/demo/p60-266.html

Figure 1.3. Income inequality increased in most OECD countries

Gini coefficients of income inequality, mid-1980s and 2013, or latest available year
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Source: OECD (2015

Inequality Increased More in the US than in Europe

Yozwiak | ECON 3240 | Spring 2020 | 8


https://www.oecd.org/els/soc/OECD2015-In-It-Together-Chapter1-Overview-Inequality.pdf

The fall of the bottom 50% share: U.S. 1960-2015

21%
20%
19%
18%
17%
16%
15%
14%
13%
12%
1%

10%
1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015

Interpretation. The share of the bottom 50% lowest incomes in the U.S. dropped from about 20% of total income in the
1970s to about 12%-13% in the 2010s. Over the same period, the share going to the top 1% highest incomes rose from
11% of total income to 20%-21% Sources and series: see piketty pse ens friideology (figure 11.5).

-8-Bottom 50% share

~@=Top 1% share

Share of each group in total income

Source: Piketty (2020) (slide 22)

Income Share of Top 1% vs. Bottom 50%, 1960—2015
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http://piketty.pse.ens.fr/files/Piketty2020SlidesShortVersion.pdf

FIGURE 1.

Labor Share of Income, 19732017 “The labor share

(share of revenues
used to pay wages)
has continuously
declined since the
1980s.

66

62 - - - 3

“In manufacturing,
almost 50% of wages
were used to pay
workers in 1982; it had
fallen to about 10% in
2012”

60

58

Labor share (percent)

56

54 — Banerjee & Duflo
1973 1977 1981 1985 1989 1993 1997 2001 2005 2009 2013 2017
(2019), p. 239

Sources: Brookings (2017); Banerjee & Duflo (2019)

Labor Share of Income, 1973—-2017
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https://www.brookings.edu/research/thirteen-facts-about-wage-growth/

Figure 1.10. Wealth is more concentrated at the top than income

Share of top 10% of household disposable income and top 10% of household net wealth, 2012 or latest available year
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Source: OECD (2015

Wealth is More Concentrated than Income
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https://www.oecd.org/els/soc/OECD2015-In-It-Together-Chapter1-Overview-Inequality.pdf

Figure 10.5. Wealth inequality: the top percentile, 1900-2015

75%
70%

=B=-United States

65%
==Europe
60% =#=Britai
55% ritain
=#=France

50%
45%
40% ,
35% R
30%
25% e :
20% e
15% =

10%
1900 1910 1920 1930 1940 1950 1960 1970 1980 1990 2000 2010

Interpretation. The share of the top percentile (the 1% highest wealth holders) in total private property (all assets combined) was about
60% in Western Europe in 1900-1910 (55% in France, 70% in Britain), before dropping to less than 20% in 1980-1990, and to rise since
then. The rebound of inequality was much stronger in the U.S., where the top percentile share approaches 40% in 2010-2015 and is
close to the level of 1900-1910 . Sources and series: see piketty.pse.ens.fr/ideology.

=s=Sweden

Share of top percentile in total private property

Sources: Piketty (2020)

Wealth Inequality in Advanced Economies
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http://piketty.pse.ens.fr/files/Piketty2020TablesFiguresLinks.pdf

Figure 1. Baseline Estimates of Absolute Mobility by Birth Cohort

A. Selected Cohorts by Parent Income Percentile B. Mean Rate of Absolute Mobility by Cohort
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Sources: Chetty et al. (2016)

Intergenerational Mobility in the US, 1940-1982
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http://www.equality-of-opportunity.org/papers/abs_mobility_paper.pdf

Social mobility is on average lower in the U.S. than in other countries. The probability of a child
from the bottom quintile remaining in the bottom quintile is highest in the U.S. (33.1%), lower in
Continental Europe (below 30%), and lowest in Sweden (26.7%). The probabilities of moving
from the bottom to the fourth or fifth quintiles are also lowest in the U.S.. The probability of
moving to the top quintile is 7.8% in the U.S., but close to 11% on average in Europe.

— Chetty et al. (2016)

Sources: Chetty et al. (2016); Banerjee & Duflo (2019), p. 258

Mobility in the US vs. Mobility in Europe
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http://www.equality-of-opportunity.org/papers/abs_mobility_paper.pdf

2. Inequality is
becoming regional

Leading regions include the coasts and
urban areas. Lagging regions include
parts of the Midwest and the South.

The disparity between leading and lagging
regions is higher in the US than in other
advanced economies.

Mobility is higher in leading regions.
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http://www.frdb.org/be/file/_scheda/files/slides_moretti_lecture.pdf
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® Share of U.S. 2018 GDP 5
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New York City's
five counties produced
4.8% of U.S. GDP In 201 8, onIy 31
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) @ New York City
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Source: Tartar and Pickert (2019)

Percent Contribution to U.S. GDP, 2018
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https://www.bloomberg.com/graphics/2019-us-gdp-concentration-counties/

Mapping inequality
Changes in global trade and technology have shifted jobs and industries
on the map, but the economic gains are not well shared.

i\

e
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Sources: OECD Regional Database, U.S. Census Bureau, and IMF staff estimates.
Note: Legend represents median household income 2016

Source: Gbohoui, Lam, and Lledo (2019)

Median Household Incomes (2016)
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https://blogs.imf.org/2019/11/06/a-map-of-inequality-in-countries/

Figure 2.2. Distribution of Subnational Regional Disparities in

Advanced Economies
(Density, 2013)
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Source: International Monetary Fund (2019)

Regional Disparities in Advanced Economies
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https://www.imf.org/en/Publications/WEO/Issues/2019/10/01/world-economic-outlook-october-2019
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Intergenerational Mobility, 2012
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https://voxeu.org/article/where-land-opportunity-intergenerational-mobility-us

[1. Causes of Rising Inequality in the
US
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e (1) ICT revolution and automation:

1. TeChnOIOgy o  “Technological progress was to a large extent skewed against

the less qualified.”

o  “Skill-biased technological change clearly explains the increase
in the return to college education.”

o  “Digitization . .. will make workers with ‘ordinary’ skills
increasingly redundant.”

o  “Highly educated workers who . . . can program and install the
robots will become more and more valuable.”

©)

“45% of US jobs are at risk of being automated.”

— Banerjee & Duflo (2019), p. 240, 228-229

e (2) Agglomeration/Clustering: Highly skilled workers are
more productive around other highly skilled workers.

e (3) “Superstar firms” and winner-take-all products (B&D
2019, p. 241).
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Figure 1: Educational and Occupational Wage Differentials: 1825 to 2017
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Source: Autor, Goldin, and

Educational and Occupational Wage Differentials, 1825—-2017 Katz (2020)
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FIGURE 3A. FIGURE 3B.

Bachelor’s Degree and Advanced Degree Share of Income Quintile with a Four-Year
Wage Premiums, 1979-2016 Degree, 1979 and 2016
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Source: Brookings (2017)

Wage Premiums for Post-Secondary Education, 1979-2016
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https://www.brookings.edu/research/thirteen-facts-about-wage-growth/

Why? Human Capital and Agglomeration

Highly educated Highly educated
workers cluster in workers are more
cities productive

Sources: Atkinson, Muro, and Whiton (2019); Collier (2019); Moretti (2013)
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https://www.brookings.edu/wp-content/uploads/2019/12/Full-Report-Growth-Centers_PDF_BrookingsMetro-BassCenter-ITIF.pdf
http://www.frdb.org/be/file/_scheda/files/slides_moretti_lecture.pdf

The Royal Swedish Academy of Sciences has decided to award The Sveriges Riksbank Prize in
Economic Sciences in Memory of Alfred Nobel 2008 to Paul Krugman (Princeton University) for his
analysis of trade patterns and location of economic activity:

“Economies of scale combined with reduced transport costs also help to explain why an
increasingly larger share of the world population lives in cities and why similar economic
activities are concentrated in the same locations. Lower transport costs can trigger a
self-reinforcing process whereby a growing metropolitan population gives rise to increased
large-scale production, higher real wages and a more diversified supply of goods. This, in turn,
stimulates further migration to cities. Krugman's theories have shown that the outcome of these
processes can well be that regions become divided into a high-technology urbanized core and a
less developed ‘periphery.”

Source: The Royal Swedish Academy of Sciences (2008)

Paul Krugman Awarded the 2008 Nobel
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https://www.nobelprize.org/prizes/economic-sciences/2008/press-release/

Figure 2-E.

Source: Moretti (2013)

Share of Workers with a College Degree (2013)
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http://www.frdb.org/be/file/_scheda/files/slides_moretti_lecture.pdf

College graduates cluster in and earn more in wealthier cities.

Gains in the Share of College Graduates Since 1980, Gains in Earnings of College Graduates Since 1980.
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Figure 2-F. Figure 2-G.

Source: Moretti (2013)
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http://www.frdb.org/be/file/_scheda/files/slides_moretti_lecture.pdf

Percent with Salary of Salary of High-
College College School
Degree Graduates Graduates

Washington, DC 49% $80,872 $67,140

Boston 47% $75,173 $62,423

San Francisco 47% $77,381 $60,546

College graduates raise Raleigh 44%, $63,745 $50,853
the wages of all Seattle 42% $68,025 $55,001
workers—even those Austin 41% $62,289 $48,809

without a college

deg ree Percent with Salary of Salary of High-
) College College School
Degree Graduates Graduates

Flint, Ml 12% $43,866 $28,797
Visalia, CA 12% $55,848 $29,335
Yuma, AZ 1% $52,800 $28,049
Merced, CA 1% $62,411 $29,451

Figure 2-H.

Source: Moretti (2013)

Percent of Workers with a College Degree (2013), Example Cities
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http://www.frdb.org/be/file/_scheda/files/slides_moretti_lecture.pdf

Globalization and the “China shock.”

Downward Spiral: “The total number of jobs lost was
often larger than merely the number of jobs lost in the
industries that were hit.”

Labor markets are sticky: “There was no reallocation of
labor to new kinds of jobs.” People are slow to move to
areas where there are more economic opportunities,
and retraining/reskilling takes time.

— Banerjee & Duflo (2019), p. 80-83
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Technology More Than Trade

Figure 2.10. Regional Effects of Import Competition Shocks

Greater competition in extemal markets tends to raise unemployment in the near

term for exposed regions, with little difference between lagging and other regions.

But this rise unwinds as regions adjust relatively quickly.
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“Shocks from increasing import competition . . . do not
have marked average effects on regional unemployment
in a broad sample of advanced economies. [A]lthough
they do tend to reduce labor force participation after one
year, . . . this quickly abates.”

— IMF (2019)
10 - 3. In-Migration = - 4. Qut-Migration -10

8 " (Percent) C (Percent) P —.8
6 N " - /l,l \\\\ - 6

- ,’/’ s 4 TU

L - c

- 2 /\ =2 9

) & 5 =

...... A 0 =

E=—t __A” N £

Lt T —— -~ - _2 F‘ 8

N c

N -4 & .

[ = L L L J_G 8 g

0 1 2 3 4 B S

Years after shock Years after shock Z 8

Monetary Fund (2019)



https://www.imf.org/en/Publications/WEO/Issues/2019/10/01/world-economic-outlook-october-2019
https://www.imf.org/en/Publications/WEO/Issues/2019/10/01/world-economic-outlook-october-2019

Technology More Than Trade

Figure 2.11. Regional Effects of Automation Shocks

: ; ; _ : - “By contrast, adverse shocks to local labor demand
Falling machinery and equipment prices tend to raise unemployment in regions . . .
where production is more vulnerable to automation, with exposed lagging regions arising from technological change have noticeable and

hurt even more. Out-migration stalls or drops for more exposed lagging regions. persistent effects on labor markets.”
— IMF (2019)
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https://www.imf.org/en/Publications/WEO/Issues/2019/10/01/world-economic-outlook-october-2019
https://www.imf.org/en/Publications/WEO/Issues/2019/10/01/world-economic-outlook-october-2019

e Mathematically, wealth concentrates: r > g (Piketty

3. Tax Policy 2014)

“Very wealthy people do not consume the vast majority of the income
they derive from their wealth. Instead, they take a small fraction of the
wealth income in the form of a dividend, and they plow the rest back
into . . . whatever structure has allowed their wealth to accumulate. . . .
Moreover the tax advantage gets compounded. The new wealth
generates new investment income.”

— B&D (2019), p. 253

* Note: Piketty’s theories are not uncontested. Watch the
PBS Newshour clip “Debating Piketty's theories” (10 min) for
a quick summary of the debate.

e Therise of “supermanagers” (Piketty 2014) and
financiers (B&D 2019, p. 244).
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https://youtu.be/kBl5V-pQOAw

3. Tax Policy

Homoplutonia: More and more, the people who make

the highest incomes from capital are the same people
who make the highest incomes from labor (Milanovic

2019).

1980s tax cuts under Reagan.

Taxes can be raised:

“Saez . .. concludes that real work effort does not respond to top tax
rates, although effort to evade or avoid taxes does.” (B&D 2019, p. 250)

Political capture (Boushey 2019).

Yozwiak | ECON 3240 | Spring 2020 | 34



1.4 US BILLIONAIRES NOW PAY LOWER TAX RATES
THAN THE WORKING CLASS

(Average tax rates: bottom 50% income earners vs. 400 richest Americans)
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Notes: The figure depicts the average tax rate for the 50% of adults with the lowest
incomes and for the top 400 highest earners since 1960. Tax rates are expressed as a
fraction of pre-tax income. Before the 1980s, the very top paid much more than the
bottom 50%. In 2018, for the first time, the bottom 50% has paid more than the top
400. Complete details at taxjusticenow.org.

2020

2.2 THE AVERAGE TAX RATE FOR THE RICH
UNDER EISENHOWER? 55%

(Average tax rates: top 0.1% versus bottom 90% income earners)
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Notes: The figure depicts the average tax rate for the bottom 90% and for the top 0.1%
income earners since 1913. Taxes include all taxes at all levels of government (federal,
state, and local). Tax rates are expressed as a fraction of pre-tax income. Historically,
the United States had a progressive tax system with the top 0.1% earners paying much
more than the bottom 90%. In recent years, the bottom 90% has paid almost as much

as the top 0.1%. Complete details at taxjusticenow.org.

Source: Saez and Zucman (2019)

Changes in Average Tax Rates (1913—2018)
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Effective rates and progressivity in the U.S. 1910-2020
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Interpretation. From 1915 to 1980, the tax system was highly progressive in the U.S_| in the sense that effective tax rates paid by the
highest income groups (all taxes included, and as % of pretax income) was significantly larger than the average effective tax rate paid by the
the total population (and particularly by the bottom 50% incomes). Since 1980, the tax system has not been very progressive, with little
differences in effective tax rates across groups. Sources and series: see piketty.pse ens frideology (figure 10.13).

Source: Piketty (2020) (slide 15)

Tax Progressivity in the US, 1910—-2020
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http://piketty.pse.ens.fr/files/Piketty2020SlidesShortVersion.pdf

/.. Socioeconomic
Segregation

Homogamy:

“If educated, highly skilled, and affluent people tend to marry each
other, that by itself will tend to increase inequality. About one-third of
the inequality increase in the United States between 1967 and 2007 can
be explained by assortative mating. For countries in the OECD,
assortative mating accounted for an average of 11 percent of
increased inequality between the early 1980s and early 2000s.”

— Milanovic (2019)

Yozwiak | ECON 3240 | Spring 2020 | 37



ITI. Solutions
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1. Tony Atkinson's 15 Proposals to Reduce Inequality

P OSSlble 2. Trade Adjustment Assistance (TAA): Underfunded and

SOlUtionS underutilized. Expand this program! (B&D 2019, p. 84-86,

93-97)

3. Place-Based Policies: Invest in innovation sectors (e.g.,
tech) in lagging regions. See The Case for Growth Centers
from Brookings (2019).

4. Measure Inequality in National Statistics (Piketty et al.
2019)

5. Redistribution:
a. Wealth Tax: Challenges: international cooperation,
lobbying, and tax evasion. Can we overcome them?
(Saez and Zucman 2019; B&D 2019 p. 251-255)
b. Universal Basic Income (UBI)
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https://www.tony-atkinson.com/the-15-proposals-from-tony-atkinsons-inequality-what-can-be-done/
https://www.brookings.edu/wp-content/uploads/2019/12/Full-Report-Growth-Centers_PDF_BrookingsMetro-BassCenter-ITIF.pdf
https://www.project-syndicate.org/commentary/inequality-data-and-denialism-by-facundo-alvaredo-et-al-2019-12

“Tolerating tax evasion is a choice we
collectively make, and we can make other
choices.”

— Emmanuel Saez and Gabriel Zucman
The Triumph of Injustice (2019)

Yozwiak | ECON 3240 | Spring 2020 | 40



References

Atkinson, Anthony B, Thomas Piketty, and Emmanuel Saez. 2011. "Top incomes in the long run of history." Journal
of Economic Literature 49 (1): 3-71.

Atkinson, Anthony B. 2015. Inequality: What Can Be Done? Cambridge, Massachusetts: Harvard University Press.

Atkinson, Robert D., Mark Muro, and Jacob Whiton. 2019. The Case for Growth Centers: How to spread tech
innovation across America. The Brookings Institution.
https://www.brookings.edu/wp-content/uploads/2019/12/Full-Report-Growth-Centers_PDF_BrookingsMetr
o-BassCenter-ITIF.pdf.

Autor, David, Claudia Goldin, and Lawrence F Katz. 2020. "Extending the Race between Education and Technology."
https://scholar.harvard.edu/files/lkatz/files/agk_rbet_wp_full_011120.pdf.

Banerjee, Abhijit V., and Esther Duflo. 2019. Good Economics for Hard Times. New York: PublicAffairs.

Boushey, Heather. 2019. Unbound: How Inequality Constricts Our Economy and What We Can Do about It.
Cambridge, Massachusetts: Harvard University Press.

Yozwiak | ECON 3240 | Spring 2020 | 41


https://www.brookings.edu/wp-content/uploads/2019/12/Full-Report-Growth-Centers_PDF_BrookingsMetro-BassCenter-ITIF.pdf
https://www.brookings.edu/wp-content/uploads/2019/12/Full-Report-Growth-Centers_PDF_BrookingsMetro-BassCenter-ITIF.pdf
https://scholar.harvard.edu/files/lkatz/files/agk_rbet_wp_full_011120.pdf

References

Chetty, Raj, David Grusky, Maximilian Hell, Nathaniel Hendren, Robert Manduca, and Jimmy Narang. 2017. "The
fading American dream: Trends in absolute income mobility since 1940." Science 356 (6336): 398-406.

Chetty, Raj, Nathaniel Hendren, Patrick Kline, and Emmanuel Saez. 2014. "Where is the land of opportunity?
Intergenerational mobility in the US." Vox. Accessed December 28, 2019.
https://voxeu.org/article/where-land-opportunity-intergenerational-mobility-us.

Collier, Paul. 2018. The Future of Capitalism: Facing the New Anxieties. 1 ed. New York, NY: Harper.

Gbohoui, William, Raphael Lam, and Victor Lledo. 2019a. "A Map of Inequality in Countries." International Monetary
Fund. Last Modified November 6, 2019. Accessed November 15, 2019.
https://blogs.imf.org/2019/11/06/a-map-of-inequality-in-countries/.

—--. 2019b. "The Great Divide: Regional Inequality and Fiscal Policy." Working Paper. International Monetary Fund.
Accessed December 28, 2019.
https://www.imf.org/en/Publications/WP/lssues/2019/05/02/The-Great-Divide-Regional-Inequality-and-Fis
cal-Policy-46745.

Yozwiak | ECON 3240 | Spring 2020 | 42


https://voxeu.org/article/where-land-opportunity-intergenerational-mobility-us
https://blogs.imf.org/2019/11/06/a-map-of-inequality-in-countries/
https://www.imf.org/en/Publications/WP/Issues/2019/05/02/The-Great-Divide-Regional-Inequality-and-Fiscal-Policy-46745
https://www.imf.org/en/Publications/WP/Issues/2019/05/02/The-Great-Divide-Regional-Inequality-and-Fiscal-Policy-46745

References

The International Monetary Fund. 2019. World Economic Outlook: Global Manufacturing Downturn, Rising Trade
Barriers. October. Washington, DC.

Milanovié, Branko. 2016. Global Inequality: A New Approach for the Age of Globalization. Cambridge,
Massachusetts: The Belknap Press of Harvard University Press.

—. 2019. Capitalism, Alone: The Future of the System that Rules the World. Cambridge, Massachusetts: The
Belknap Press of Harvard University Press.

Moretti, Enrico. 2013. The New Geography of Jobs. 1st Mariner books ed. Boston, Mass.: Mariner Books/Houghton
Mifflin Harcourt.

OECD. 2015. In It Together: Why Less Inequality Benefits All. Paris: OECD Publishing.
https://doi.org/10.1787/9789264235120-en.

Piketty, Thomas. 2014. Capital in the Twenty-First Century. Translated by Arthur Goldhammer. Cambridge
Massachusetts: The Belknap Press of Harvard University Press.

Yozwiak | ECON 3240 | Spring 2020 | 43


https://doi.org/10.1787/9789264235120-en

References

Piketty, Thomas, Lucas Chancel, Facundo Alvaredo, Eammanuel Saez, and Gabriel Zucman. 2019. “Escaping the
Inequality-Data Dark Ages.” Project Syndicate. Accessed January 20, 2020.
https://www.project-syndicate.org/commentary/inequality-data-and-denialism-by-facundo-alvaredo-et-al-20
19-12.

Piketty, Thomas, and Arthur Goldhammer. 2020. Capital and Ideology. Cambridge, Massachusetts: Harvard
University Press.

Saez, Emmanuel, and Gabriel Zucman. 2019. The Triumph of Injustice: How the Rich Dodge Taxes and How to Make
them Pay. First edition. ed. New York, NY: W. W. Norton & Company.

Semega, Jessica, Melissa Kollar, John Creamer, and Abinash Mohanty. 2019. Income and Poverty in the United
States: 2018. The United States Census Bureau.

Tartar, Andre, and Reade Pickert. 2019. "A Third of America’'s Economy Is Concentrated in Just 31 Counties."
Bloomberg L.P. Accessed December 28, 2019.
https://www.bloomberg.com/graphics/2019-us-gdp-concentration-counties/.

Yozwiak | ECON 3240 | Spring 2020 | 44


https://www.project-syndicate.org/commentary/inequality-data-and-denialism-by-facundo-alvaredo-et-al-2019-12
https://www.project-syndicate.org/commentary/inequality-data-and-denialism-by-facundo-alvaredo-et-al-2019-12
https://www.bloomberg.com/graphics/2019-us-gdp-concentration-counties/

