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THe Am ERICA | GREW UP N was a relatively equal middle-
class society. Over the past generation, however, the country
has returned to Gilded Age levels of inequality. In this chap-
ter I'll outline policies that can help reverse these changes. I'll
begin with the question of values. Why should we care abour
high and rising inequality?

One reason to care about inequality is the straightforward
matter of living standards. The lion's share of economic growth
in America over the past thirty years has gone to a small,
wealthy minority, to such an extent thart it's unclear whether
the typical family has benefited at all from technological
progress and the rising productivity it brings. The lack of clear
economic progress for lower- and middle-income families is in
itself an important reason to seek a more equal distribution of
income.

PauL KrugMman teaches economics at Princeton and writes an
op-ed column in the New York Times. He was awarded the Nobel Prize
in Economics in 2008. Krugman is the author of many books, among
them The Age of Diminished Expectations (1989) and The Great Unrav-
eling: Losing Our Way in the New Century (2003 ). “Confronting Inequal-
ity” is a chapter from his 2007 book, The Conscience of a Liberal,
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Beyond that, however, is the damage extreme inequality
does to our society and our democracy. Ever since America’s
founding, our idea of ourselves has been that of a nation with-
out sharp class distinctions—not a leveled society of perfect
equality, but one in which the gap between the economic elite
and the typical citizen isn’t an unbridgeable chasm. That's why
Thomas Jefferson wrote, “The small landholders are the most
precious part of a state.”! Translared into modern terms as an
assertion that a broad middle class is the most precious part of
a state, Jefferson’s statement remains as true as ever. High
inequality, which has turmed us into a nation with a much-
weakened middle class, has a corrosive effect on social relations
and politics, one that has become ever more apparent as Amer-
ica has moved deeper into a new Gilded Age.

The Costs of Inequality

One of the best arguments ['ve ever seen for the social costs
of inequality came from a movement conservative trying to
argue the opposite. In 1997 Irving Kristol, one of the origi-
nal neoconservative intellectuals, published an article in the
Wall Street Journal called “Income Inequality Without Class
Conflict.” Kristol argued that we shouldn’t worry about
income inequality, because whatever the numbers may say,
class distinctions are, in reality, all but gone. Today, he
assetted,

income inequality tends to be swamped by even greater social
equality. . . . In all of our major cities, there is not a single restau-
rant where a CEO can lunch or dine with the absolute assurance
that he will not run into his secretary. If you fly first class, who
will be your traveling companions? You never know. If you go to
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Paris, you will be lost in a erowd of young people flashing their

credit cards.?

By claiming that income inequality doesn't matter because

See p. 60 on
using some-
one else’s
evidence to
suppart your
position,

we have social equality, Kristel was in effect admitting
that income inequality would be a problem if it led to
social inequality. And here’s.the thing: It does. Kristol's
fanrasy of a world in which the rich live just like you
and me, and nobody feels socially inferior, bears no
resemblance to the real America we live in.

Lifestyles of the rich and famous are arguably the least impor-
tant.part of the story, yet it's worth poinring out that Kristol's
vision of CEOs rubbing shoulders with the middle class is totally
contradicred by the reporting of Robert Frank of the Wall Street
Journal, whose assigned beat is covering the lives of the wealthy.
In his bock Richistan Frank describes what he learned:

A couple and their two dogs board a private jet in Aspen, Colorado.
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Today’s rich had formed their own virtual country. . . . [T]hey had
built a self-contained world unto themselves, complete with their
own health-care system (concierge doctors), travel network (Net
Jets, destination clubs), separate economy. . . . The tich weren't
just getting richer; they were becoming financial foreigners, creat-
ing their own country within a country, their own society within

a soctety, and their economy within an economy.?

The fact is that vast income inequality inevitably brings vast
social inequality in its tram. And this social inequality isn’t just
a matter of envy and insults. It has real, negative consequences
for the way people.live in this country. It may not matter much
that the great majority of Americans can’t afford to stay in the
eleven-thousand-dollar-a-night hotel suites popping up in luxury
hotels around the world.# It matters a great deal that millions of
middle-class families buy houses they can't really afford, taking

Crowds of passengers at O’Hare lnternational Airport in Chicago.
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an more mortgage debt than they can safely handle, because
they're desperate to send their children ta a pood school—and
intensifying inequality means that the desirable school districts
are growing fewer in number, and more expensive to live in.

Elizabeth Warren, a Harvard Law School experr in bank-
ruptcy, and Amelia Warren Tyagi, a business consultant, have
studied the rise of bankruptcy in the United States. By 2005,
just before a new law making it much harder for individuals to
declare bankruptcy took effecr, the number of families filing for
bankruptcy each year was five times its level in the early 1980s.
The proximate reason for this surge in bankruptcies was that
families were taking on more debt-—and this led 1o moralistic
pronouncements abour people spending too much on luxuries
they can’t afford. Whar Warren and Tyagi found, however, was
that middle-class families were actually spending less on luxuries
than they had in the 1970s. Instead the rise in debt mainly
reflected increased spending on housing, largely driven by com-
petition to get into good school districts. Middle-class Ameri-
cans have been caught up in a rat race, not because they're greedy
ot foolish but because they're trying to pive their children a
chance in an increasingly unequal society.? And they're right to
be worried: A bad start can ruin a child's chances for life.

Americans still tend to say, when asked, that individuals can
make their own place in society. According to one survey 61
percent of Americans agree with the statement rhat “people
get rewarded for their cffort,” compared with 49 percent in
Canada and only 23 percent in France.b In reality, however,
America has vast incquality of opportunity as well as results,
We may believe that anyone can succeed through hard work
and determination, but the facts say otherwise.

There are many pieces of evidence showing that Horatio 10

Alger stories are very rare in real life. One of the most striking
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comes from a study published by the National Center for Edu-
cation- Statistics, which tracked the educational experience of
Americans who were eighth graders in 1988. Those eighth
graders were sorted both by apparent talent, as measured by a
mathematics test, and by the sociceconomic status of their par-
ents, as-measured: by occupations, incomes, and education.

The key result is shown in Table 1. Not surprisingly, both
getting 2 high test score and having ‘high-status parents
increased a student’s chance of finishing college. But family sta-
tus mattered more. Students who scored in the bottom fourth
on the exam, but came from families whase status put them in
the top fourth—what we used to call RDKs, for “rich dumb
kids,” when [ was a teenager—were more likely.to finish col-
lege than students who scored in the top fourth but whose par-
ents were in the bottom fourth. What this rells us is that the
idea that we have anything close to equality of opportunity
is clearly a fantasy. It would be closer to the truth, though
not. the whole truth, to say that in modern America, class-—
inherited class—usually trumps talent.

Isn't that true everywhere? Not 1o the same extent. Inter-
national comparisons of “intergenerational mobility,” the
extent to which people can achieve higher status than their
parents, are tricky because countries don't collect perfectly

TasLe 1. PERCENTAGE OF
1988 EscHTH GrADERS FINISHING COLLEGE

SCORE IN SceRre IN
BotroM QUARTILE  ToP QUARTILE,

Parenrs in Botrom Quartile 3 20

Parents in Top Quartile 30 74

Source: National Cenrer for Education Statistics, The Cendition of Education
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compatable data. Nonetheless it's clear that Horatio Alger has

' ‘ ; ; l Confronting Inequality
I

|

\ moved to someplace in Europe: Mobility is highest in the Scan-

are going to own it.”’ Well, now there are, and they do. Not
completely, of course, but hardly a week goes by without the
disclosure of a case in which the influence of money has
grotesquely distorted U.S, government policy,
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As this book went 1o press, there was a spectacular exam- is
the West. | ple: The way even some Democrats rallied to the support of
{ M It's not hard to understand why. Our unique lack of uni- | hedge fund manapers, who receive an unconscionable tax
\ ‘| versal health care, all by itself, puts Americans wha are unlucky ik } break. Through a quirk in the way the tax laws have been
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H Poor nutrition, thanks to low income and a lack of social sup-

g port, can have the same effect. Life disruptions thar affect a

interpreted, these managers—some of whom make more than
a billion dollars a year—get to have most of their earnings
{ taxed at the capital gains rate, which is only 15 percent, even
as other high earners pay a 35 percent rate. The hedge fund
1 b tax loophole costs the government more than $6 billion a year
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child's parents can also make upward maobility hard—and the
weakness of the U.S. social safety net makes such disruptions
more likely and worse if they happen. Then there's the highly
uneven quality of U.S. basic education, and so on. What it all
comes down to is that although the principle of “equality of
opportunity, not equality of results” sounds fine, it's a largely
fictitious distinction. A society with highly unequal results is,
more or less inevitably, a society with highly unequal opportu-
nity, too. If you truly believe that all Americans are entitled to
an equal chance at the starting line, that’s an argument for
doing something to reduce inequality.

America’s high inequality, then, imposes serious costs on qur
society that go beyond the way it holds down the purchasing
power of most families. And there’s another way in which
inequality damages us: [t corrupts our politics. “If there are men
in this country big enough to own the government of the
United States,” said Woodrow Wilson in 1913, in words that

in lost revenue, roughly the cast of providing health care to
three million children.® Almost $2 billion of the total goes to
just twenty-five individuals. Even conservative economists
believe rhat the tax bteak is unjustified, and should be elimi-
nated.”

Yet the tax break has powerful political suppott—and not
just from Republicans. In July 2007 Senator Charles Schumer
of New York, the head of the Democratic Senatorial Campaign
Committee, let it be known that he would favor eliminating
the hedge fund loophole only if other, deeply entrenched tax
breaks were eliminared at the same time. As everyone under-
stood, this was a “poison pill,” a way of blocking reform with-
out explicitly saying no. And although Schumer denied it,
everyone also suspected that his position was driven by the
large sums hedge funds contribute to Democratic political
campaigns.'®

The hedge fund loophole is a classic example of how the

would be ahnost inconceivable from a modern president, “they concentration of income in a few hands corrupts politics.

\ Beyond that is the bigger story of how income inequality has
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comparable data. Nonetheless it's clear that Horatio Alger has
moved to someplace in Europe: Makility is highest in the Scan-
dinavian countries, and most resules:sugpest that mobility is
lower in the United States than it is in France, Canada, and
maybe even Britain. Not only don’t Americans have equal
opportunity, opportunity is less equal here than elsewhere in
the West.

It's not hard to understand why. Our unique lack of uni-
versal health care, all by itself, puts Americans who are unlucky
in their parents ar a disadvantage: Because American children
from low-income families are often uninsured, they're more
likely to have health problems that derail their life chances.
Poor nutrition, thanks to low income and a lack of social sup-
port, can have the same effect. Life distuptions that affect a
child’s parents can also make upward mobility hard—and the
weakness of the U.S. social safety net makes such disruptions
more likely and worse if they happen. Then there's the highly
uneven quality of U.S. basic education, and so on. What it all
comes down to is that although the principle of “equality of
opportunity, not equality of results” sounds fine, it's a largely
fictitious distinction. A society with highly unequal results is,
more or less inevitably, a society with highly uncqual opportu-
nity, tao. If you truly believe thar all Americans are entitled to
an equal chance at the starting line, that’s an argument for
doing something to reduce inequality.

America’s high inequality, then, imposes serious costs on our
society that go beyond the way it holds dewn the purchasing
power of most families. And there’s another way in which
inequality damages us: It corrupts our politics. “If there are men
in this country big enough to own the government of the
United States,” said Woodrow Wilson in 1913, in words that
would be almost inconceivable from a modern president, “they
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are going to own it.”? Well, now there are, and they do. Not
completely, of course, but hardly a week goes by without the
disclosure of a case in which the influence of money has
grotesquely distorted U.S. government policy.

As this.book went to press, there was a spectacular exam-
ple: The way even some Democrats rallied to the support of
hedge fund managers, who receive an unconscionable tax
break. Through a quirk in the way the tax laws have been
interpreted, these managers—some of whom make more than
a billion dollars a year—pget to have most of their earnings
taxed at the capital gains rate, which is only 15 percent, even
as other high earners pay a 35 percent rate. The hedge fund
tax loophole costs the government more than $6 billion a year
in lost revenue, roughly the cost of providing health care o
three million children.® Almost $2 billion of the total goes to
just twenty-five individuals, Even conservative economists
believe that the tax break is unjustified, and should be elimi-
nated.’

Yet the tax break has powerful political support—and not
just from Republicans. In July 2007 Senator Charles Schumer
of New York, the head of the Democratic Senatorial Campaign
Committee, let it be known that he would favor eliminating
the hedge fund loophole only if other, deeply entrenched tax
breaks were eliminated at the same time. As everyone under-
stood, this was a “poison pill,” a way of blocking reform with-
out explicitly saying no. And although Schumer denied it,
everyone also suspected that his position was driven by the
large sums hedge funds contribute to Democratic political
campaigns. 10

The hedge fund loophole is a-classic example of how the
concentration of income in a few hands corrupts politics.
Beyond that is the bigger story of how income inequality has
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reinforced the rise of movement conservatism, a fundamentally
undemocratic force. Rising inequality has to an important
extent been caused by the rightward shift of our politics, but
the causation also runs the other way. The new wealth of the
rich has increased their influence, sustaining the institutions of
movement conservatism and pulling the Republican Party even
further into the movement’s orbit. The ugliness of our politics
is in large part a reflection of the inequality of our.income
distribution.

More broadly still, highdevels of inequality strain the bonds
that hold us together as a society. There has been a long'term
downward trend in the exrent to which Americans trust either
the government or one another. In the sixties, most Americans
agreed with the proposition that “most people can be trusted”;
today most disagree.!! In the sixties, most Americans believed
that the government is run “for the benefit of all”; today, most
believe that, it’s run for “a few big interests.”’? And there's
convincing evidence that growing inequality is behind our
growing cynicism, which is making the United States seem
increasingly like a Latin American country. As the political
scientists Eric Uslaner and Mitchell-Brown point out {and sup-
port with extensive ‘data), “In a world of haves and have-nots,
those at either end of the economic spectrum-have little rea-
son to believe that ‘most people can be trusted’ . . . social trust

rests on a foundation of economic equality.”!?

The Arithmetic of Equalization

Suppose we agree that the United States should become more
like other advanced countries, whose rax and benefit systems
do much more than ours to reduce inequality. The next ques-
tion is what that decision might involve.
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In part it would involve undoing many of the tax cuts for

the wealthy that movement conservatives have pushed through
since 1980. Table 2 shows what has happened to three tax rates
that strongly affect the top 1 percent of the U.S. population,
while having little effect on anyone else. Between 1979 and
2006 the top tax rate on earned income was cut in half; the
tax tate on capital gains was cut almost as much; the tax rate
on corporate profits fell by more than a quarter. High incomes
in America are much less taxed than they used to be. Thus rais-
ing taxes on the rich back toward historical levels can pay for
part, though only part, of a stronger safety net that limits
inequality.

The first step toward restoring progressivity to the ‘tax sys-
temn is to let the Bush tax cuts for the very well off expire at the
end of 2010, as they are now scheduled to. That alone would
raise a significant amount of revenue. The nonpartisan Urban-
Brookings Joint Tax Policy Center estimates that letting the
Bush tax cuts expire for people with incomes over two hundred
thousand dollars would be worth about $140 billion a year start-
ing in 2012. That’s enough to pay for the subsidies needed to
implement universal health care. A tax-cut rollback of this kind,
used to finance health care reform, would significantly reduce
inequality. 1t would do so partly by modestly reducing incomes

TasLe 2. THReE Top RATES (PERCENTAGE)

Top TAX ON Tor TAX ON Tor Tax ON
EARNED LONG-TERM , CORPORATE
INCOME CapriTaL GaINS PROFTS
1979 70 28 48
2006 35 15 35

Sourée: Urhan-Brookings Tax Policy Center <htep:/ftaxpalicycenrer.org/taxfacts/
tfdb/tftemplate.cfm™>.
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at the top: The Tax Policy Center estimates that allowing the
Bush tax cuts ro expire for Americans making more than two
hundred thousand dollars a year would reduce the aftertax
incomes of the richest | percent of Americans by about 4.5 per-
cent compared with what they would be if the Bush tax cuts
were made permanent. Meanwhile middle- and lower-income
Aunericans would be assured of health care—one of the key
aspects of being truly middle class.!4

Another relatively easy move from a political point of view
would be closing some of the obvious loapholes in the U.S. sys-
tem. T hese include the rule described earlier that allows finan-
cial wheeler-dealers, such as hedge fund managers, to classify
their earnings as capital gains, taxed ata 15 percent rate rather
than 35 percent. The major tax loopholes. also include rules
that let carporations, drug companies in particular, shift
recorded profits to low-tax jurisdictions overseas, costing bil-
licns more; one recent study estimates that tax avoidance by
multinationals costs about $50 billion.a year.!?

Going beyond rolling back the Bush cuts and closing obvi-
ous loopholes would be a more difficult political undertaking.
Yer there can be rapid shifts in what seems politically realistic.
At the end of. 2004 it scemed all too possible that Social Secu-
tity, the centerpiece of the New Deal, would be privarized and
effectively phased out. Taday Social Security appears safe, and
universal health care seems within reach. If universal health
care can be achieved, and the New Deal idea that government
can be a force for good is reinvigorated, things that now seem
off the table might not look so far our.

Both historical and international evidence show that there
is room for tax increases at the top that go beyond merely roll-
ing back the Bush cuts. Even before the Bush tax cuts, top tax
rates in the United States were low by histaorical standards—
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the tax rate on the top bracket was only 39.6 percent during
the Clinton years, compared with 70 percent in the seventies
and 50 percent even gfter Reagan's 1981 tax cut. Top U.S. tax
rates are also low compared with those in Furopean countries.
For example, in Britain, the top income rax rate is 40 percent,
seemingly equivalent to the top rate of the Clinton years. How-
ever, in Britain cmployers-also pay a social insurance tax—
the equivalent of the employer share of. FICA* here—that
applies to all earned -income. (Most of the U.S. equivalent
is levied only on income up to a maximum of $97,500.) As
a result very highly paid British employees face an: effective
tax rate of almost 48 percent. In France cffective top rates are
even higher. Also, in Britain capital gains are taxed as ordi-
nary income, so that the effective tax rate on capital gains for
people with high income is 40 percent, compared with 15 per-
cent in the United States.!® Taxing capiral gains as-ordinary
income in the United States would yield significantly more
revenue, and also limit the range of tax abuses like the hedge
fund loophole.

Also, from the New Deal unril the 1970s it was considered
normal and appropriate to have “super” tax rates on very-high-
income individuals. Only-a few people were subject to the 70
percent top bracket in the 70s, let alone the 90 percent-plus top
rates of the Eisenhower years. It used to be argued that a surtax
on very high incomes serves no real purpose other than, pun-
ishing the rich because it wouldn't raise much money, but that's
no longer true. Today the top {.1-percent of Americans, a class
with a minimum income of about $1.3 million and an average
income of about $3.5 million, receives more than 7 percent of

*FICA Federal Insurance Contributions Act, an employinent tax
that helps fund Social Security and Medicare,
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all income—up from just 2.2 percent in 19797 A surtax on
that income would yield a significant amount of revenue, which
cotld be used to help a lot of people. All in all, then, the next
step after rolling back the Bush tax cuts and implementing uni-
versal health care should be a broader effort to restore the pro-
gressivity of 1.5, taxes, and use the revenue to pay for more
benefits that help lower- and middle-income families.

Realistically, however, this would not be enough to pay for
social expenditures comparable to those in other advanced
countries, not even the relatively modest” Canadian level. In
addition to imposing higher taxes on the rich, other advanced
countries also impose higher taxes on the middle class, through
both higher social insurance payments and value-added raxes—:
in effect, national sales taxes. Social insurance taxes and VATs
are not, in themselves, progressive. Their effect in reducing
inequality is indirect burt large: They pay for benefits, and these
benefits are worth more as a percentage of income to people
with lower incomes.

As a palitical matter, persuading the public that middle-
income families would be better off paying somewhat higher raxes
in return for a stronger social safety net will be a hard sell after
decades of antitax, antigovernment propaganda. Much as | would
like to see the United States devore another 2 or 3 percent of
GDP* 1o social expenditure beyond health care, it's probably an
endeavor that has to wait until liberals have established a strong
track record of successfully using the government to make peo-
ples’ lives better and more secure. This is one reason health care
reform, which is tremendously important in itself, would have

*GDP  Gross domestic product. One measure of income and output
for a country’s economy.
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further benefits: It would blaze the trail for a wider progressive
agenda, This is also the reason smovement conservatives are
fiercely determined not to let health care reform succeed.

Reducing Market Inequality

Aftermarket policies can do a great deal to reduce inequality.
But that should not be our whole focus. The Grear Compres-
sion' also involved a sharp teduction in the inequality of mar-
ket income. This' was accomplished in part through wage
controls during World War 11, an experience we hope won't be
repeated. Still, there are several steps we can take.

The first step has already been taken: In-2007 Congress
passed the first increase in the minimum wage within a decade.
In the 1950s and 1960s the minimum wage averaged about half
of the average wage. By 2006, however, the purchasing power
of the minimum wage had been so eroded by inflation that in
real terms ir was at irs lowest point since 1955, and was only
31 percent of the average wage. Thanks to the new Demacratic
raajority in Congress, the minimum is scheduled to rise from
its current $5.15 an hour to $7.25 by 2009. This won't restore
all the erosion, but it’s an important first step.

There are two common but somewhat conrradictory objec-

tions often heard to increasing the minimum wage. On one
hand,it's argued thar raising the minimum wage will reduce
employment and increase uhemployment. On the other it’s
argued that raising the minimum will have little or no effect
in raising wages. The evidence, however, suggests that a min-
imum wage increase will in fact have modest positive effects.

*See paragraph 40.
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On the employment side, a classic study by David Card of
Berkeley and Alan Krueger of Princeton, two of America's best
[abor economists, found no evidence that minimum wage
increases in the range the United States has experienced led
to job losses}® Their work has been furiously attacked both
because it seems to contradict Econ 101 and because it was ide-
ologically disturbing to many. Yet it has stood up very well ta
repeated challenges, and new cases confirming its results keep
coming in. For example, the state of Washington has a mini-
mum wage.almost three dollars an hour higher.than its neigh-
bor Idaho; business experiences near the state line seem to
indicate thar, if anything, Washington has gained jobs at
Idaho's expense. “Small-business owners in Washington,”
reported the New York Times, “say they have prospered far
beyond their expectation. . . . Idaho ‘teenagers cross the stare
line to work in fast-food restaurants in Washington.”

All the empirical evidence suggests that minimum wage
increases in the rdnge that is likely o take place do not lead to sig-
nificant foh losses. True, an increase in the minimum wage to,
say, fifteen dollars an hour would probably cause job losses,
because it would” dramarically raise the cost of employment
in some industrics. But that’s not what’s on—or even near—*
the rable.

Meanwhile minimum wage increases can have fairly signif-
icant effects on wages ar the bottom end of the scale. The Eco-
nomic Policy Institute estimates that the worst-paid 10 percent
of the U.S. labor force, 13 million workers, will gain from the
just-enacted minimum wage increase. Of these, 5.6 million are
currently being paid less than the new minimum wage, and
would see a direct benefit. The rest are workers earning more
than the new minimum wage, who would benefit from ripple
effects of the higher minimum.
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The minimum wage, however, matters mainly to low-paid
workers. Any broader effort to reduce market inequality will
have to do something about incomes further up the scale. The
most. important tool in that respeet is likely to be an end to
the. thirty-year tilt of government policy against unions.

The drastic decline in the U.S. union movement was not,

as is often claimed, an inevitable result of globalization and
increased competition. International comparisons show that
the.U.S. union decline is unique, even though other countries
faced the same global pressures. Again, in 1960 Canada and
the United States had essentially equal rates of unionization,
32 and 30 percent of wage and salary workers, respectively. By
1999 U.S. unionization was down to 13 percent, but Canadian
unionization was unchanged. The sources of union decline in
America lie not in market forces bur in the political climate
created: by movement conservatism, which allowed employers
to engage in union-busting activities and punish workers for
supporting union organizers. Without that changed political
climate, much of the service economy—especially giant retail-
ers like Wal-Mart—would probably be unijonized today.

A new political climate could revitalize the union move-
ment—and revitalizing unions should be a key progressive
goal. Specific legislation, such as the Employee Free Choice
Act, which would reduce the ability of employers to intimi-
date workers into rejecting a union, is only part of what’s
needed. It's also crucial to enforce labor laws already on the
books. Much if not most of the antiunion activity that led to
the sharp decline in American unionization was illegal even
under existing law. But employers judged, correctly, that they
could get away with it.

The hard-to-answer question is the extent ta which a newly
empowered U.S. union movement would reduce inequality.
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International comparisons suggest that it might make quite a
lot of difference. The sharpest increases in wage inequality in
the Western world have taken place in the United States and
in Britain, both of which experienced sharp declines in union
membership. (Britain is still far more unionized than Amer-
ica, but it used to have more than 50 percent unionization.)
Canada, although irs economy is closely linked to that of the
United States, appears to have had substantially less increase
in wage inequality—and it’s likely that the persistence of a
strong union movement is an important reason why. Unions
raise the wages of their members, who tend to be in the mid-
dle of the wage distribution; they also tend to equalize wages
among members. Perhaps most important, they act as a coun-
tervailing force to management, enforcing social norms that
limit very high and very low pay even among people who
aren’t union members. They also mobilize their members to
vote for progressive policies. Would getting the United States
back to historical levels of unionization undo a large part of
the. Great. Divergence? We don't know—but it might, and
encouraging a union resurgence should be a major goal of pro-
gressive policy.

A reinvigorated union movement isn’t the only change that
could reduce extreme inequalities in pay. A number of other
factors discouraged very high paychecks for a generation after
World War II. One was a change in the political climate: Very
high executive pay used to provoke public scrutiny, congres-
sional hearings, and:even presidential intervention. But that
all ended in the Reagan years.

Historical expetience still suggests that a new progressive
majority should not be shy about questioning private-sector pay
when it scems outrageous. Moral suasion was effective in the
past, and could be so again.
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Another Great Compression?

The Great Compression, the abrupt reduction in economic 4
inequality that took place in the United States in the 1930s
and 1940, took place at a time of crisis. Today America’s state
is troubled, but we're not in the midst of a great depression or
a world war. Correspondingly, we shouldn’t expect changes as
drastic or sudden as those that took place Seventy years ago.
The process of reducing inequality now is likely to be more of
a Great Moderation than a Great Compression.

Yet it is possible, both as an economic matter and in terms
of practical politics, to reduce inequality and make America a
middle-class nation again. And now js the time to get started.
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Joining the Conversation

. Krugman begins by asking the “so what?” question in para-

graph 1: *Why should we care about high and rising inequal-
iry?” How does he answer this question?

. What evidence does Krugman provide for the prevalence of
economic inequality in U.S. society? How convincing is this
evidence to you!?

. Notice how many direct quotations Krugman includes. Why
do you think he includes so many! What, if anything, de
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the quotations contribute that a summary or paraphrase
would not?

. In paragraph 4 Krugman quotes someone whose views he

does not agree with, but then uses those views to support
his own argument. How do you know he is quoting a view
that he disagrees with!?

. Write an essay responding to Krugman, agreeing with him

on some points and disagreeing with him on others. Start
by summarizing his arguments before moving on to give your
own views, See guidelines on pp. 64—66 that will help you
to agree and disagree simultaneously.




