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Executive Summary 

For almost 30 years after WWII, family incomes grew at a steady pace, doubling by 1973. 

Then, as a result of multiple economic factors, including “Reaganomics tax cuts,” the momentum 

shifted. Since then, real income has actually started to decline, with relative income inequality 

greater than any other point in American history, even when you factor in slavery. Income 

inequality is a rapidly growing concern in the American economy, and is only just starting to be 

discussed on a national political level. Our tax system currently helps the rich get richer while 

aiding the plight of the poor via middle class earnings. Our minimum wage has decreased in real 

value since 1968, and politicians are still reluctant to raise it. This remains true even as empirical 

and statistical data proves an increase will reduce income inequality, raise median income on a 

macro-economic level, and will not significantly impact employment levels. Meanwhile, 

corporations are taking advantage of a volatile and crowded labor market with ethically shaky 

hiring practices and no repercussions. They continue to pay CEOs and upper management lavish 

bonuses on top of generous salaries while largely ignoring production level workers. Pay ratios 

between executives and average workers have skyrocketed and show no indication of slowing 

down.  

We are reaching a critical point in the wealth gap debate, and it is time for some sort of 

action to be taken. There are three easy steps that the government should take that can help 

deflate this issue before it threatens our national economy and society. The first is the simplest: 

raise the minimum wage. Even the lowest level earners of our economy should be able to make 

enough to maintain a standard of living that is at least above the poverty line. The second step is 

also simple and in progress: force companies to disclose pay ratios of top earners compared to 

average employees. It is time for public corporations to tell investors and the American public a 

story of their success which details the compensation and treatment of its average worker. 

Finally, policy makers must change the tax code to stop aiding the poor at the expense of the 

middle class. A progressive code that taxes consumption as opposed to labor, encourages savings, 

and limits unrestricted growth of generational wealth from the country’s top earners is one 

potential solution.  
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Income Inequality In America: History and Understanding 

After World War II, the United States experienced a trade and industry boom that led the 

country to become a world dominant economic force. For almost 30 years, family incomes grew 

at a steady pace, doubling by 1973. Then, as a result of multiple economic factors, including 

“Reaganomics Tax Cuts,” the momentum shifted. Since then, real income has actually started to 

decline, with relative income inequality greater than any other point in American history, even 

when you factor in slavery.
1
 

Income inequality is a rapidly growing concern in the American economy, and is only 

just starting to be discussed on a national political level. Unfortunately, the debate has been 

bogged down by relatively irrelevant factors such as the size of our Government and the amount 

it spends on the poor.
2
 However, while politicians fail to address the core issues, the wealth gap 

continues to widen. Our countries lowest earners continue to wait for a progressive course of 

action to close the wealth gap and strengthen the middle class. 

Before determining why this income inequality is so bad for our economy and society, 

it’s important to get an understanding of the causation, extent, and economic trends surrounding 

the topic. There are a huge number of factors that have escalated this problem. Some of these 

include a post industrial revolution economic change favoring highly skilled and educated 

workers, our country’s trading policies which erode low-skilled, high-paid jobs, the rise of 

suburbs, and the collapse of the “traditional family” as a viable economic unit in today’s 

                                                            
1 Weissmann, J. (2012, September 19). “U.S. Income Inequality: It's Worse Today Than It Was in 1774,” The 

Atlantic, http://www.theatlantic.com/business/archive/2012/09/us-income-inequality-its-worse-today-than-it-was-in-

1774/262537/ 
2 Porter, E. (2015, May 5). “What the Debate on Inequality is Missing,” The New York Times, 

http://www.nytimes.com/2015/05/06/business/thinking-outside-the-debate-on-income-inequality.html?_r=0 
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economy.
3
 However, the wide array of factors coupled with a general lack of in-depth 

understanding of the issue has led to varied debate about what, if anything, should be done- and 

by whom. While the causes are still being understood and studied, the historical pattern is 

undeniable.  

As seen below in Figure 1, the country’s richest families continue to get richer, as middle 

and lower classes see their wages and share of income remain stagnant or even decline.
4
 

 

What’s worse is that the rich aren’t just getting richer—figure 3 shows that income is also 

growing at a significantly faster rate for wealthier families.
5
 Furthermore, the graphs show that 

                                                            
3 Ryscavage, P. (1999). Income inequality in America: An analysis of trends. Armonk, N.Y: M.E. Sharpe. 3-4 
4 http://www.motherjones.com/politics/2011/02/income-inequality-in-america-chart-graph 
5 Ryscavage, P. 60 
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this trend continues to worsen year after year. 

 

To attack the problem of income inequality, we must first take a closer look at the 

impacts it could have on our economy and our society. After understanding the impacts, we will 

look to appropriate government policy reactions as well as business reactions. One thing remains 

certain: in order to prevent permanent economic and sociological damage, the widening wealth 

gap and increased income inequality must come to an end.  

  



P a g e  | 7 

 

Why is Income Inequality Bad? 

 The confusion and disagreement behind the causes of our current state of income 

inequality has swayed debate on the topic, incorporating other issues such as government size 

and spending. Some politicians and economists even believe that the increasing wealth gap is 

part of the economy’s natural, long term fluctuations, and as such does not need to be addressed.
6
 

However, income inequality is the source of innumerable other problems that can plague our 

economy and society. A continually widening wealth gap erases the middle class, distorts the 

American job market into a two tiered system with few high paying jobs and many low paying 

jobs, and vastly accelerates poverty rates.
7
 In some cases, income inequality is capable of 

creating a ripple effect, such as increased poverty creating an increase in welfare programs. 

These welfare programs, if not structured correctly, often create a new class of “useless 

dependents” who have no opportunity of real work and rely on government handouts, much of 

which comes from taxes on the declining middle class population.
8
  

In fact, much of the income inequality debate is centered on this idea of a “shrinking 

middle class.” A Time magazine article about the widening wealth gap back in 1986 emphasized 

the importance of the middle class, stating any decline would “be ominous for the US as a whole. 

It is the middle class whose values and ambitions set the tone for the country. Without it the US 

                                                            
6 Ryscavage, 5 
7 Levy, F., & National Committee for Research on the 1980 Census. (1987). Dollars and dreams: The changing 

American income distribution. New York: Russell Sage Foundation for the National Committee for Research on the 

1980 Census. 2.  
8 Braun, D. D. (1991). The rich get richer: The rise of income inequality in the United States and the world. Chicago: 

Nelson-Hall Publishers. 6-8.  
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could become a house divided in which middle Americans would no longer serve as a powerful 

voice for political compromise.
9
” The decline of the middle class can be seen below in figure 5.  

 

But the concern doesn’t stop here. Increased income inequality even poses a threat to 

Democracy in general. Economist Edward Muller concluded in a study of over 50 countries that 

“a very strong inverse association is observed between income inequality and the likelihood of 

stability versus breakdown of democracy.
10

” In fact, democracies with “extremely inegalitarian” 

income distributions always experienced a breakdown of democracy. Moderate income 

inequality experienced a breakdown of democracy only 30% of the time, and there was no 

                                                            
9 Koepp, Stephen. (1986). Is the Middle Class Shrinking? Time Magazine. 54 – 56.  

http://content.time.com/time/magazine/article/0,9171,962753,00.html 
10 Edward A. Muller, “Democracy, Economic Development, and Income Inequality,” American Sociological Review, 

(1988), 53, 66. 
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breakdown of democracy when income was distributed relatively evenly.
11

 The study also 

showed that no matter how wealthy a country becomes, political violence, instability, and civil 

unrest remain a significant threat when distribution of income is profoundly unequal.   

                                                            
11 Braun, 9.  
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Minimum Wage 

Now that the problem has been identified and understood, it’s time to look at appropriate 

government policy reactions. The government has yet to pass any meaningful legislature to 

address the issue, although there have been steps. One widely discussed proposition is raising the 

minimum wage. After all, when large companies like McDonalds and Walmart reap in billions in 

revenue and reward upper management and C level executives with millions of dollars in 

bonuses, they continue to pay low level employees the minimum wage, which is arguably not 

even enough to live on. In fact, the real value of minimum wage has actually decreased $2.77 

since 1968, when its “real value” in today’s dollars was $10.58, as seen in figure 4.
12

 

  

If these companies are so successful that they can afford to pay their executives millions of 

dollars, they can certainly afford to pay their lower level workers enough to live on.  

                                                            
12 Hall, Doug and Cooper, David. (August 14, 2012). How Raising the Federal Minimum Wage would Help 

Working Families and Give the Economy a Boost. Economic policy institute Issue Brief. 
http://www.jobsnowcoalition.org/reports/2012/federal-minimum-wage-9-80-boost_epi2012-08.pdf 

http://www.jobsnowcoalition.org/reports/2012/federal-minimum-wage-9-80-boost_epi2012-08.pdf
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Eventually, in March of 2013 a Democratic Senator from Iowa introduced a bill called 

the Rebuild America Act. This aimed to increase the federal minimum wage from $7.25 an hour 

(where it has remained not indexed to inflation for the past 6 years), to $9.80 an hour. A study on 

this report published by the Economic Policy Institute shows that this increase could, among 

other things, raise wages for 28 million US workers and increase GDP by $25 billion, creating 

100,000 new jobs.
13

 Furthermore, this increase is beneficial from a macroeconomic viewpoint 

because shifting profits from corporations, who are unlikely to spend the money immediately to 

the worker that is more likely to spend immediately. This stimulates a large demand for goods 

and services, requiring the economy to broaden their workforce to keep up with demand. 

If this is such a simple solution, then why hasn’t anyone done anything about it yet? Well, 

one reason is the amount of debate behind raising the minimum wage. While institutional 

economists, such as the ones who conducted the above study, tend to hypothesize that increasing 

minimum wage reduces income inequality while neoclassical economists hypothesize that this 

increases income inequality. A test of these two opposing theories was published in “Research in 

Social Stratification and Mobility” in 2005. The study concluded that evidence “supports the 

hypothesis that minimum wage reduces income inequality. The relationship between the 

minimum wage and income inequality however, is found to be non-linear.
14

”  

Even if there is conclusive evidence that an increase in minimum wage will decrease 

income inequality, many are still opposed to the idea- particularly right wing politicians. In fact, 

a separate 2013 proposal to increase federal minimum wage to $10.10 was unanimously voted 

against by House Republicans, who cited belief that an increased minimum wage bears the cost 

                                                            
13 Hall and Coopper, 2-7, 13. 
14 Volscho, T. W. (January 01, 2004). MINIMUM WAGES AND INCOME INEQUALITY IN THE AMERICAN 

STATES, 1960-2000. Research in Social Stratification and Mobility,23, 343-368. 
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of increased unemployment and does not raise macro-level average wages. However, a study 

published in the Journal of business and Economic Statistics refutes this argument. “The 

Minimum Wage: Consequences for Prices and Quantities in Low-Wage Labor Markets,” by Paul 

Wolfson and Dale Belman, looked at the four increases in minimum wage that occurred during 

the 1990s and analyzed their long term aggregate results on the national economy and labor 

market. Belman and Wolfson concluded that “increases in the federal minimum wage between 

1947 and 1997 have raised average wages. The effect on overall employment, however, is mixed 

and typically nonsignificant, even when average wages have risen.
15

 The right wing debate 

against minimum wage is outdated and factually flawed. Raising the minimum wage is a clear 

and imminently necessary first step in closing the wealth gap that is destroying America.  

Pay Ratios 

Corporations play a huge role in the issue of income inequality. A significant 

disparagement has arisen as CEOs and other members of upper management receive large 

bonuses and options in addition to their base salary, in some cases even when their company 

underperforms. In fact, the ratio between CEO compensation and compensation for the 

company’s “average production worker” has skyrocketed in the past 60 years, with CEOs now 

making 273 times the pay of their average worker.
16

 This disconnect can be seen below in figure 

5 from a study on CEO pay by the Economic Policy Institute in 2013.  

                                                            
15 Wolfson, P., & Belman, D. (2004). The minimum wage: Consequences for prices and quantities in low-wage 

labor markets.Journal of Business & Economic Statistics, 22(3), 296-311. 
16 Newman, H. A., & Bannister, J. W. (1998). Cross-sectional differences in corporate compensation structures. 

(Undetermined). Journal Of Managerial Issues, 10(2), 223-239. 
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Ignoring the volatility seen after the late 90s tech bubble burst and mid 2008 financial crisis, 

there is a clear trend of CEO’s making increasingly high multiples of their average worker’s 

salary. Even worse is that this trend is continuing at a heightened pace. In fact, in the two years 

after the study was conducted, “CEO compensation rose 14.6% alone.
17

”  This trend is typical of 

today’s corporate culture, which tends to have no respect for the average workforce. A separate 

article on the issue points to “corporations taking huge advantage of the slack in the labor 

market.
18

”  For example, corporations abuse the fact that there are 3.4 unemployed workers for 

                                                            
17 Sbadish, Natalie and Mishel, Lawrence. (June 26, 2013). CEO Pay in 2012 Was Extraordinarily High Relative to 
Typical Workers and Other High Earners. Economic Policy Institute Issue Brief. http://www.epi.org/publication/ceo-
pay-2012-extraordinarily-high/ 
18 Hall and Cooper, 10. 
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each job opening in today’s economy. Corporations use this bargaining power to cut wages and 

benefits, shorten hours, and “jeopardize the chance of experiencing a real economic recovery.
19

” 

 Luckily, meaningful steps have only recently been taken by politicians to force 

companies to disclose this pay ratio. Section 953(b) of the 2010 Wall Street Reform and 

Consumer Protection Act (Dodd Frank) requires public companies to disclose “the median of the 

total compensation of all employees of the company, and the ratio of that median to the annual 

total compensation of its CEO.
20

” Although some believe the proposal is a gimmick meant to 

shame companies into reducing excessive packages, if enforced the law would be a big first step 

towards forcing companies to address their pay distribution. However, because of the rule’s 

controversy, the SEC is hesitant and unsure of how enforce it. Even though it was passed with 

Dodd-Frank, there is no deadline for when the law must be put into effect. This means it will 

likely be watered down and useless before it can ever be an actual threat to companies. While the 

rule is wildly popular in the eyes of the public, corporations have been swift to fight it, mainly 

citing high costs and complexities associated with computing these numbers. The SEC gives 

these complaints some credit, estimating that “50 % of companies subject to the rules have 

multiple business segments and likely maintain separate payroll systems for each segment.
21

” 

However, an SEC amendment allows for statistical sampling to determine these numbers, which 

will reduce the time and resources required to remain compliant with the rule.  

 

                                                            
19  Hall and Cooper, 11 
20 U.S. Securities and Exchange Commission. (September 2013). SEC Proposese Rules for Pay Ratio Disclosure. 
Securities and Exchange Commission. 
http://www.sec.gov/News/PressRelease/Detail/PressRelease/1370539817895#.Uyn6k_ldWuI 
21 Bridges, L., & Olsen, S. (2013). Preparing for CEO pay ratio disclosures. Financial Executive, 29(9), 

32-34,37. Retrieved from http://search.proquest.com/docview/1491429111?accountid=9784 
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The Tax Code 

 America’s tax policy plays a central role in the state of income inequality due to its effect 

on after tax income distribution. A study titled Tax Policy and Income Inequality in the United 

States, focusing on the period from 1979-2009 states that “tax policy changes have increased 

income inequality by pushing up the income share of high-income earners (typically the top 

20%).”
22

  

 

The tax system is clearly broken from an income inequality perspective and in desperate need of 

a much more progressive code.  

 There has been some discussion on how to tailor the tax code to help curb problems of 

income inequality rather than amplify them. Currently, the tax code is a tax on labor. Bill Gates 

has created a new system of taxation, one that focuses on consumption. This idea is not new. In 

fact, it’s actually been around for a while. However, it has been heavily criticized as a far right 

solution, since consumption taxes are typically looked at as regressive. After all, since people at 

                                                            
22 Bargain, O., Dolls, M., Immervoll, H., Neumann, D., Peichl, A., Pestel, N. and Siegloch, S. (2015), TAX POLICY 

AND INCOME INEQUALITY IN THE UNITED STATES, 1979–2007. Economic Inquiry, 53: 1061–1085. 
doi: 10.1111/ecin.12172 
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all levels of income have to consume goods, and the poor spend a higher amount of their income 

on consumption, such taxes typically burden the poor more than the rich.  

 Luckily, Gates’ plan accounts for this as well. One of the strengths behind the plan is to 

reduce incentive to consume while encouraging saving and investing, particularly at lower 

income levels. By instituting a sizable estate tax, the wealthy are unable to simply let their wealth 

grow over the years, which could create the first truly progressive consumption tax and 

completely alter America’s economic status quo, particularly in regards to income inequality. 
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Conclusion 

 Income distribution will never be entirely egalitarian, nor should it be. However, America 

is on the brink of a new economic crisis that is capable of erasing the middle class and threatens 

our entire democracy. It is time to stop explaining the wealth gap as a necessary or natural 

economic fluctuation, as a slow and therefore irrelevant pace of change, or perhaps the worst a 

deflection toward blaming the victims.  

Our tax system currently helps the rich get richer while aiding the plight of the poor via 

middle class earnings. Our minimum wage has decreased in real value since 1968, and 

politicians are still reluctant to raise it. This remains true even as empirical and statistical data 

proves an increase will reduce income inequality, raise median income on a macro-economic 

level, and will not significantly impact employment levels. Meanwhile, corporations are taking 

advantage of a volatile and crowded labor market with ethically shaky hiring practices and no 

repercussions. They continue to pay CEOs and upper management lavish bonuses on top of 

generous salaries while largely ignoring production level workers. Pay ratios between executives 

and average workers have skyrocketed and show no indication of slowing down.  

We are reaching a critical point in the wealth gap debate, and it is time for some sort of 

action to be taken. There are three easy steps that the government should take that can help 

deflate this issue before it threatens our national economy and society. The first is the simplest: 

raise the minimum wage. Even the lowest level earners of our economy should be able to make 

enough to maintain a standard of living that is at least above the poverty line. The second step is 

also simple and in progress: force companies to disclose pay ratios of top earners compared to 

average employees. It is time for public corporations to tell investors and the American public a 

story of their success which details the compensation and treatment of its average worker. 
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Finally, policy makers must change the tax code to stop aiding the poor at the expense of the 

middle class. A progressive code that taxes consumption as opposed to labor, encourages savings, 

and limits unrestricted growth of generational wealth from the country’s top earners is one 

potential solution.  
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