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H. Trends in inequality
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Conclusion: Raising minimum wage would:

(1) Help poor workers who keep their jobs

(2) Hurt those who lose their jobs

(3) Hurt employers

(4) Be socially inefficient— dollar value lost in
(2) and (3) is bigger than dollar gain in

(1)
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A progressive income tax is one for which
the percentage of income going to taxes
Increases with income.

A regressive income tax is one for which
the percentage of income going to taxes
decreases with income.

A proportional income tax is one for which
the percetage of income going to taxes is
constant.



Personal income tax

The U.S. personal income tax is progressive.

Current U.S. tax rates:
« $50,000 taxable income, tax is $8,688 (=17.4%)

« $100,000 taxable income, tax is $21,720
(=21.7%)

« $200,000 taxable income, tax is $51,143
(=25.6%)



In 2009:

87% of the federal income tax collected
came from the richest 25%

59% came from the richest 5%
37% came from the richest 1%

Source: Tax Foundation
(http://www.taxfoundation.org/news/show/250.html)



Payroll tax

The U.S. social security tax is proportional up to
limit and after that becomes regressive

Employee and employer each contribute 6.2% of
earnings up to maximum income of $106,800:

« $50,000 earnings, combined tax is $6,200
(=12.4%)

« $100,000 earnings, combined tax is $12,400
(=12.4%)

« $200,000 in earnings, combined tax is $13,242
(=6.6%)



Sales tax

A sales tax is regressive.

Lower-income U.S. households in 2010:

average income: $31,865

average expenditures: $33,269

10% sales tax = 10.4% income tax
Upper-income households:

average income: $241,739

average expenditures: $123,064

10% sales tax = 5.1% income tax

Source: BLS Current Expenditure Survey
(http://www.bls.gov/cex/2010/share/higherincome.pdf



Herman Cain’s 9-9-9 proposal.

9% income tax
9% sales tax
9% business tax



Taxes by quintile under 9-9-9
versus current system

Average Tax Change by Income Fifth, 9-9-9 Plan
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Source: On the Economy (hitp://jaredbernsteinblog.com/
9-9-9-the-most-massive-redistribution-of-taxes-ever-seriously-considered/)




Taxes on the top 1% and top 0.1%
under 9-9-9 versus current system

Average Tax Change, Top 1% and 0.1%, 9-9-9
Plan
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wooo |
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Figure B — Income Shares by Income Percentile Size-Classes, 1979 - 2004
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Number and percentage of federal tax forms
with zero or negative income taxes owed

Number and Percentage of "Non-Payers™: 1950 to 2009
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Figure G-Gini Cosfficiants for Retrospactive Incomes, Before and After Taxes, 1679 - 2004

Gini Bafore | Gini After Percent
Yaar Tax Tax Differancs| Diffarence
1978 0.458 0433 0.030 6.32%
1980 0.4 0441 0.031 6.48%
1981 0.4 0442 0.028 6.23%
1982 0474 0447 0.027 3.73%
1483 0482 0438 0.025 3.13%
1984 0.430 046 0.024 £ 93%
1983 0.438 0471 0.024 4 58%
1986 0.5 0.4 0.024 457%
1987 0511 0453 0.028 3.10%
1488 0.530 0,505 0.028 L50%
1988 0.528 0504 0.024 459%
1@80 0577 0513 0.024 4.50%
148 0.523 0,43 0.024 458%
1a82 0.532 0307 0.025 471%
1483 0,531 0513 0.028 3.21%
1004 0.532 0513 0.028 3.29%
1983 0.540 0.310 0.028 3.40%
1006 .55 0.5 0.030 5.50%
1987 (.50 0330 0.030 3.3
1408 0.5 0.3 0.028 3.14%
1G04 {.580 0350 0.030 3.18%
2000 {.588 0358 0.031 5.2%
2000 Rebata {.588 037 0.032 342%
2001 0.584 0534 0.030 3.35%
2002 0,565 0.523 0.030 3.34%
2002 Rebata 0,565 0.523 0.030 J41%
2003 0.558 0,333 0.028 471%
2004 0.5 0344 0.028 459%




Conclusions:

rich have a higher share of income
rich pay higher average tax rates

rich pay much higher share of income
taxes

in the U.S., taxes reduced the inequality of
income and offset the rising inequality over
time, but only slightly




Tradeoff in using progressive taxes to
redistribute income:

(1) when taxes are more progressive, it
redistributes income from rich to poor

(2) If progressive taxes discourage human
capital investment, it would result in
deadweight social loss



Market for computer hardware engineers

labor supply
(progressive taxes)

labor supply
pre-tax (no extra taxes)
wage
($/hr) deadweight
40 Joveevenennyfe social loss

VMP

12 15 hours worked
per year (millions)

With a progressive tax structure, the engineers would
pay a higher tax rate the more hours they worked



If progressive income taxes cause computer
hardware engineers to work fewer hours
or work in other occupations, there is a
deadweight social loss
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Direct assistance programs:

* Social Security

* Unemployment compensation
« Welfare

(Temporary Assistance for Needy Families,
Food Stamp, Medicaid)

Subsidized services:
health care, education, day care



Means-tested benefit programs:

You only receive the benefit (food stamps,
medical coverage, ...) if you are
sufficiently poor



If someone from a poor household works
more hours, they may lose their eligibility
for Temporary Assistance for Needy
Families, food stamps, Medicaid, housing
assistance, child care, school lunches,
earned income tax credit, ...



Single mother of 2 in Oklahoma in 1999
working at minimum wage ($5.15/hr)

no work 20 hr/week 40 hr/week

wages 0 446 892

EITC 0 179 318

FICA 0 -34 -68
TANF 292 163 0

food stamps 329 311 223

Medicaid 207 207 121

childcare 0 0 -32

copay
total resources $828 $1,272 $1,454

Source: Hepner and Reed, Univ. of Okla., 2003




If she went from part-time to full-time, she
would work an extra 20 hours per week in
order to make her income rise from $1,272
to $1,454

Net pay rate: $2.10/hour



Basic tradeoff:

Equity: we'd like the outcome to be equal
and fair where everyone enjoys a decent
standard of living

Efficiency: we'd like to make sure that the
Incentives encourage everyone to have as
high a standard of living as possible



