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We live
in extreme times.



A sign of our times:
Extreme sports



Pushing the envelop
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Inside the Beltway,
we don’t play extreme games

Maybe we should.
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Or maybe we could try
something really extreme

. . . like taking on extreme inequality




How extremely concentrated has wealth
in the United States become?

Total net worth, 2004

Does not include
total net worth
of the Forbes 400

Top 1% Bottom 90%

Source: Federal Reserve Board, January 2006



How did our wealth become
so extremely concentrated?

Change in share of national income,
1979 - 2004

-15%
Top 1% Bo!!om !![A)

Source: Congressional Budget Office, 2006




No one who’s anyone in American
political life now disputes inequality.

Not even the President.

WeKS FIFHOO Aa UGKE
inequality is real; it's been
NAaAy3a F2N Y2NB

George W. Bush
State of the Economy address
New York, January 31, 2007
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So what can we do to reverse this
extreme concentration of wealth?

The conventional wisdom:
Not much
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Our reigning wisdom
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| Brookings

nstitution

hieving Progressive Tax Reform in an Increasingly

Global Economy

Hamilton Project Strategy Paper, June 2007

. Jason Furman, Senior Fellow and Director, The Hamilton
Project

Lawrence H. Summers, Charles W. Eliot University
Professor, Harvard University

Jason Bordoff, Policy Director, The Hamilton Project
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&3 Q have required transferring $664 billion from the top 1%
- of households to the bottom 8> ® &

.

Treasury Secretary “No one would suggest this is feasible

Lawrence Summers oreven desirable® & @¢
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So are we doomed to wander forever
in Ronald Reagan’s America?
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In public policy circles today

We discuss the aAbsence,of wealth, . .
orpoverty notg SIt  KQa O2y O

We talk about lifting up the bottom.

We ignore the top.
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Should we swallow
this conventional wisdom?

Or has inequality in the
United States grown so
extreme T and dangerous
T that we need to look
beyond convention?
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The reality we must face

s |Inequality matters.

NEOUALITY o says>
MA [“s A generation

\ of researchers.

e
m.llmmgn Political scientists

formentty i e

Psychologists
D‘/ERSEENT
Demographers AMERICAN

Sociologists




The more wealth concentrates

The slower an economy grows

The costlier the median-priced home
The lower the voter turnout

The longer the daily commute

The shorter the lives that everyone — rich, poor, and middle ? live




The research bottom line

LGQa AYLRZNIFYyOG G2 f
. dzi AT 6SQONB SOSNJ
a more cohesive, democratic, healthy society,
gS OlFyQlu SO LIS2LIX S |
themselves from everybody else.
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Can public policy address
concentration at the top?
v Narrow the gaps between CEO and worker pay

v’ Cap the executive pay corporations can deduct
from taxes at 25 times what workers receive

v’ Address the inheritance of wealth

v’ Reform the estate tax to include
a more progressive rate structure

v’ End incentives for executive over-compensation

v’ Deny government contracts to companies
that overpay executives

v’ Raise the top marginal federal income tax rate
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Top marginal tax rates,
today and yesterday

Taxes on ordinary and capital gains income

010/
JL/0

2007 2000 1957

® Ordinary ™ Capital Gains
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Who’s enjoying today’s rates?
- sports CEOs  Private Equity

In millions of $, 2006 income levels

$1,700

$770

The Blackstone Group

$398

Taxed mostly
at 15% capital
gains rate

$34 $35 $51 $60
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What are we rewarding?

Richest 0.01%

Income, in 2006 dollars

Hard work and
innovation should
certainly be fairly
rewarded.

But rewards have
gone far beyond
what almost anyone

9296

million
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million

.

1956

2006
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Back to the future

Gap between the average income of the top 0.01%
and the average income of the bottom 90%

976 times

— 892 times

179 times 176 times
- -

1928 1955 1980 pA0[0]5)
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Americans once believed. ..

... that smart societies do not let wealth concentrate in a precious
few hands, but instead tax the wealthy to invest in opportunity for all.

dn many countries of the free world

private enterprise is greatly different
from what we know here. In some, a
few families are fabulously wealthy,
contribute far less than they should in
taxes, and are indifferent to the poverty
of the great masses of the people ... A
country in this situation is fraught with
continual instability. It is ripe for

revolution.®

Dwight D. Eisenhower
National Automobile

Show Industry Dinner,
Detroit, October 17, 1960
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Democracy vs Plutocracy

Dwight Eisenhower, like
most Americans of his day,
had a world view shaped
by decades of debate over
grand accumulations

of private wealth,

a debate that had been
raging ever since

Robber Baron fortunes
first appeared on the
American scene.

25



The Good Society Creed

In those debates, our progressive
forbears advanced a systematic
critique of concentrated wealth.

Wealth and power, progressives
argued, go inseparably together.

In any society where wealth
concentrates, so will power.

And societies where wealth and
power concentrate never nurture
policies that help average people.
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Who preached this creed?
2 SONB y20 GlFft1Ay3
at the political margins.
2 SQNB dFt1AY3 AYY
popular figures in the mainstream
of American political life.
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People like
Louis Brandeis

Supreme Court justice, 1916-1939

G2S Oy SAUOKSNJI
this country or we can have great

wealth concentrated in the hands
ofafewd . dzi 6S Ol
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People like
Joseph Pulitzer

Crusading newspaper publisher

ao! 0Vt gl ea 2LILIZa
... hever be afraid to attack

wrong, whether by predatory
LJ dzi 2 ONF O& 2 NJ L
St. Louis Poddispatch 1907
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People like
Teddy Roosevelt

U.S. President, 1901-1909

G6¢C0VKS LINAYS 20
put a constantly increasing burden

on the inheritance of those
swollen fortunes which it is
certainly of no benefit to this

O2dzy U NBE G2 LISNL
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People like

Franklin Roosevelt
U.S. President, 1933-1945

GDNBI G | OOdzydzf FdA2ya 2F ¢

basis of personal or family security. Such inherited economic
power is as inconsistent with the ideals of this generation as

inherited political power was inconsistent with the ideals of
0KS 3IASYSN)GAZ2Y G6KAOK Sadl

31



The consensus: No more John D’s

VPRI o A R

Walter Lippmann,
'Y S NJoPdurdd,
on the 1937 death, at 97,

GoW2KY 50 w20]STSt
to see the methods by which such a
fortune can be accumulated outlawed by
public opinion, forbidden by statute, and

prevented by the tax laws . . . sentiment

has turned wholly against the private

accumulation of so much wealth."
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A much less dominant rich

The top 1% share of national income
In the United States, 1913 - 1978

23.94%
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With the rich less dominant. ..

Politics, in the mid 20th ,l . fl)v

century, actually spoke oy ,, 275 '/;

to working family needs. _&‘_ 1] 6 JUSINESS, gw «1l | 1‘/’;,:
| ‘ R i E -1 .“ - ‘

Legislation significantly
impacted LJS 2 LJt S Q

¢ Gl Bill
** FHA home loans
* Medicare

00

**

** Food Stamps

¢ Occupational Safety
and Health Act
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Enter the mass middle class

Public policies in the mid 20t century created a America
that boomed for Americans at every income level.

Real family income growth,

1947 - 1979
Up 116% 51119 —Up-114%

Up 100% Up 99%

Up 86%

Bottom Second Middle Fourth Top Fifth Top 5%
Fifth Fifth Fifth Fifth
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The Great Public Policy U-Turn

In mid 20" century America, public policies shared wealth.
Over the last 30 years, public policies have concentrated it.

The top 1% share of national income
in the United States, 1913 - 2005

21.83%
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Exit the mass middle class
¢CKS Y2NB O2YyOSYUNY 0SR 2 dz
the less lives have improved for average Americans.

Real family income growth,

1947 — 1979 vs 1979 - 2005
Up 116% o Up114%

Up 100% Up 99%
Up 86%
. p 81%
p 25%
1)
p 9% | B
wh 1%

Bottom Fifth Second Fifth Middle Fifth Fourth Fifth Top Fifth Top 5%

W 1947-1979 1979-2005
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Average Americans are going
nowhere fast

Average weekly earnings, 2005 $

$581.67
$535.25 E ) $544.81 $543.65

$514.24 $508.43

1947 1967 1973 1979 1989 1995 2000 2005
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Should we start the century over?

If we simply erased the Robin-Hood-in-reverse policies
of the George W. Bush years, would we be back on track?

& believe people are fed up with the

policies of the past six years. So many
people | talk to just want to hit the restart
button on the 21st century and redo it
the right way. And | agree with them.0
Senator Hillary Clinton, May 29, 2005

Undoing the Bush years would reverse just one-sixth

of the growth in inequality since 1979.
Brookings Institution, June 2007
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We need to be bolder

Form 1040

Use

Depg, Iment 4

Us. |

One Modest Proposal
Set New Top Tax Rates

v" 50% on annual income
from S5 million to $10 million

v 70% on income over $10 million
Number of households impacted
v 38,410
Share of U.S. households
v 0.03%
Estimated revenue in 2008

v'$105,000,000,000

Source: Institute on Taxation and Economic Policy Tax

Model, May 2007 (preliminary)
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Dare we tax the super-rich?
2 2dzA RY QU GKSé 2dzad FAY
2 2dz2 Ry QUi GKSeé 2dzad a1 1S

2 2dzf RYy Qi G0KS SO2y2Yeé
if rich people had less money available to invest?
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The argument: Higher rates never work.
The rich always exploit loopholes.

Yes, the rich do find loopholes. But top rates make a difference.

Actual share of income taxed,
25,000 highest-income Americans

68.4%
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The argument: The rich will take their

money and run if they face higher taxes.

¢KS NAOK R2Yy Qi YySSR KAIKS
to take their money offshore. They already do.
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S BELONG OFFSHORE -
Tax haven abuses currently cost U.S. taxpayers
n$40 to $70 billion doll ar:

U.S. Senate Permanent Subcommittee on Investigations, August 2006

Tax havens can be closed.
Senators Carl Levin and Norm Coleman
have introduced an eight-point plan to close them.
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The argument: Without rich people
investing, the economy will tank.

VI FLAGEE F2NXIF GAZ
wealth to be concentrated in the
pockets of a few plutocrats.

v Institutional investors T like

']Sgtal am

G ETREIE
of U.S.
mergers &

S & %1

trillion

acquisitions

pension funds T make for
a powerful investing engine.

v" Our current concentration of wealth
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25V SNAKALI 27F°7282 N

billion

$524.9
billion

1983

dzt T
yad

2006

1994
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The real question:
Dare we not tax the super-rich?

A quarter-century from now, what sort
of America do we want to see?

The top 1% share of national income
in the United States, 1913 - 2030

23.94% 21.83%
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A last word: Plutarch on plutocracy

G!'y AYolfl yoOS
/ S and poor is the oldest and most
SYAVY A S\ FlLalt FFTATYSYU

Plutarch, ancient Greek historian
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Isn’t it time we started talking cure?
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