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tax	 household	 income	 growth	 was	 just	 under	 40	 percent	 from	 1979	 to	
2007.10	
	
Household	 composition,	 not	 only	 household	 size,	 has	 changed	 as	 well.	
Today,	there	are	more	single‐parent	homes	as	a	percent	of	 families	than	in	
previous	decades.	Single	mothers	make	up	nearly	a	quarter	of	families,	and	
two‐parent	 households	 have	 fallen	 from	 over	 85	 percent	 to	 just	 under	 69	
percent.11	 In	2012	alone,	there	were	significantly	more	income	earners	per	
household	in	the	top	income	quintile	of	households,	at	2.04,	than	earners	per	
household	 in	 the	 bottom	 quintile	 of	 households,	 at	 0.45.	 	 	 Additionally,	
married‐couple	households	 represented	an	overwhelming	 share	of	 the	 top	
quintile,	at	just	over	77	percent,	relative	to	single‐parent	families,	non‐family	
households,	or	 singles.	 	 	The	 top	quintile	had	 the	 largest	 share	of	 full‐time	
workers,	over	78	percent,	while	more	than	67	percent	of	those	in	the	bottom	
quintile	did	not	work.12	
	
Consumption	Patterns	
Another	measurement	of	economic	inequality	is	differences	in	consumption	
patterns	 between	 the	 top	 and	 bottom	 income	 groups.	 	 Spending	 is	 an	
important	measurement	because	 it	helps	determine	 standard	of	 living	and	
reveals	purchasing	power	in	ways	that	cash	income	alone	cannot.	Individual	
spending	patterns	per	person	for	those	in	top	quintile	in	1987	was	2.5	times	
greater	 than	 that	 of	 individuals	 in	 the	 bottom	 quintile;	 in	 2012,	 that	 ratio	
remained	 unchanged	 despite	 the	 recent	 recession,	 demonstrating	
noteworthy	stability.	 	According	 to	Diana	Furchtgott‐Roth,	using	data	 from	
the	Consumer	Expenditure	Survey,	a	household	in	the	lowest	quintile	spent	
an	 average	 $13,032	 per	 person	 in	 2012,	while	 a	 household	 in	 the	 highest	
quintile	spent	an	average	$32,054	per	person.13	
	
Inequality	and	Economic	Mobility	
Absolute	and	Relative	Mobility	
Adding	further	complication	to	defining	inequality	is	the	dynamic	element	of	
economic	 mobility;	 a	 significant	 majority	 of	 households	 in	 a	 particular	
quintile	more	 than	 40	 years	 ago	 are	 not	 in	 the	 same	 quintile	 in	 2010.	 As	
defined	 in	 the	 collaborative	 Economic	Mobility	 Project	 report	 of	 the	 Pew	
Charitable	Trusts	and	Brookings	Institution,	there	are	two	types	of	economic	
mobility	 to	 consider	 that	differ	 from	 the	 changes	 in	 income	 resulting	 from	
rising	or	falling	economic	inequality:	absolute	mobility	and	relative	mobility.	
Absolute	mobility	 is	a	result	of	economic	growth	that	enriches	all	groups	of	
society.	 In	 the	 report,	 the	economy	 is	 likened	 to	 a	 ladder	 that	grows	 taller	
and	 all	 the	 ladder	 rungs	 are	 rising.	 At	 the	 same	 time,	 the	 distance	 of	 the	
rungs	on	 the	 ladder	may	be	getting	 closer	 together	or	 farther	 apart	 as	 the	
ladder	 grows,	 demonstrating	 the	 degree	 of	 income	 inequality.	 In	 turn,	
relative	mobility	can	be	described	as	the	ability	of	individuals	to	move	from	
one	rung	to	another	dependent	upon	opportunity.14	
	
As	shown	in	Table	2,	the	interaction	between	absolute	and	relative	mobility	
is	 complex;	 though	 a	 full	 93	 percent	 of	 those	 in	 the	 bottom	 quintile	
experience	absolute	mobility,	57	percent	have	both	higher	income	and	have	
moved	up	a	quintile.	Similarly,	though	70	percent	of	those	in	the	top	quintile	
have	higher	 income	than	their	parents,	only	38	percent	have	stayed	within	
the	top	quintile	with	higher	income.15	
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working	 paper,	 which	 finds	 that	 of	 the	 survey	 of	 adult	 skills	 over	 the	 full	
lifecycle	in	22	countries	the	largest	return	is	28	percent	in	the	United	States,	
as	shown	in	Figure	7.	Six	countries	returned	more	than	21	percent,	and	eight	
countries	 including	all	Nordic	countries	that	have	returns	ranging	between	
12	 and	 15	 percent.	 As	 noted	 in	 the	 recent	 paper	 published	 by	 National	
Bureau	of	Economic	Research,	“…returns	to	skills	are	systematically	lower	in	
countries	 with	 higher	 union	 density,	 stricter	 employment	 protection,	 and	
larger	public‐sector	shares.”24	
	
Even	 if	 the	 focus	 is	 between	 the	 99	 percent	 and	 the	 top	 1	 percent,	 while	
inequality	 has	 grown	 considerably	 between	 these	 two	 categories,	 this	
phenomenon	 is	 not	unique	 to	 the	United	 States;	 in	 fact,	 there	 is	 very	 little	
evidence	 to	 suggest	 that	 this	 disparity	 is	 a	 result	 of	 the	 top	 gaining	 at	 the	
expense	of	the	99	percent.	This	possible	because	the	economic	pie	can	grow	
in	 size	 that	 benefits	 the	 top	 one	 percent	 immensely	 while	 everyone	 else	
enjoys	 a	 bigger	 slice	 as	 well.25	 Economist	 Allan	 Meltzer	 confirms	 that	 the	
change	 between	 the	 top	 one	 percent	 and	 the	 99	 percent	 is	 a	 change	
occurring	 across	 all	 developed	 countries.26	 Furthermore,	 scholar	 Scott	
Winship	 demonstrated	 that	when	 the	 post‐1986	 U.S.	 trend	 of	 the	 top	 one	
percent	is	corrected	for	the	changes	made	in	the	1986	tax	reform,	the	U.S.	is	
rather	 consistent	with	 the	 rest	of	 the	modern	world	over	 the	past	 century	
(1916‐2006).27	
	
Policy	Solutions	for	the	“Opportunity	Gap”	
Reform	the	Poverty	Trap	
Focusing	 on	 the	 economic	 problems	 of	 the	 very	 poor	 requires	 addressing	
restrictions	 on	 opportunities	 for	 low‐income,	 economically	 immobile	
individuals.	 The	 interaction	 between	 taxes	 and	 the	 phase‐outs	 of	 social	
welfare	 benefits	 as	 household	 income	 increases	 frequently	 imposes	 an	
extremely	 high	 effective	marginal	 tax	 on	 earning	 additional	 income.	 	 This	
phenomenon,	 known	 as	 the	 poverty	 trap,	 discourages	 individuals	 in	 low	
income	households	 from	 entering	 the	 labor	 force,	working	 extra	 hours,	 or	
seeking	 career	 advancement	 that	 would	 contribute	 to	 their	 economic	
mobility	 and	 well‐being.	 As	 Winship	 points	 out,	 existing	 programs	 may	
provide	a	floor	but	also	create	a	ceiling:	though	these	programs	lift	the	poor	
out	 of	 destitution,	 they	 can	 also	 discourage	 the	 upward	 mobility	 of	 poor	
children.	 In	 fact,	 in	a	recent	report	 from	the	Cato	 Institute,	Michael	Tanner	
and	Charles	Hughes	find	that	welfare	can	pay	more	than	the	minimum	wage	
in	35	states,	even	after	accounting	for	the	Earned	Income	Tax	Credit	(EITC),	
and	in	13	of	those	states,	welfare	can	pay	more	than	$15	per	hour.28	
	
On	the	tax	expenditure	side,	if	a	couple	earning	similar	income	decides	to	get	
married	next	year,	the	tax	code	penalizes	these	dual	earners	when	changing	
tax	status	from	single	to	filing	 jointly	or	separately.29	Recent	research	from	
Brookings	Institution	finds	that	among	low‐income	families	with	a	primary	
earner	making	$25,000	per	year,	a	secondary	earner’s	take‐home	pay	can	be	
less	than	30	percent	once	taxes,	loss	of	SNAP	benefits,	and	cost	of	child	care	
are	accounted	 for.30	 In	addition,	with	 the	 implementation	of	 the	Affordable	
Care	Act,	 families	can	also	expect	 that	 “some	provisions	will	 raise	effective	
tax	 rates	 on	 earnings	 from	 labor,”	 according	 to	 the	 CBO,	 as	 earning	
additional	 income	 could	 reduce	 a	 family’s	 premium	 subsidy	 for	 health	
insurance	and	thereby	reduce	the	incentive	to	earn	more.31	
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than	 Luxembourg,	 and	 the	 median	 country	 is	 Iceland	 with	 a	 5.5	 percent	
unemployment	rate.	Germany,	the	largest	economy	in	Europe,	belongs	to	the	
no	minimum	wage	group	with	5.2	percent	unemployment,	a	much	improved	
change	 due	 to	 labor	 reforms	 that	 allowed	 more	 low‐wage	 jobs	 combined	
with	 subsidies	 for	 low‐wage	 workers.34	 There	 is	 a	 significant	 amount	 of	
literature	on	 the	minimum	wage	debate;	 economists	William	Wascher	 and	
David	Neumark	 compiled	 research	demonstrating	 that	 for	 the	 least‐skilled	
groups,	who	 are	most	 likely	 affected	 by	minimum	wage	 increases,	 studies	
have	overwhelmingly	 shown	evidence	of	 strong	disemployment	 effects	 for	
least‐skilled	 workers.35	 Additional	 research	 from	 Neumark,	 Wascher	 and	
J.M.	 Ian	 Salas	 reconfirm	 that	 the	 evidence	 still	 shows	 a	 tradeoff	 of	 higher	
wages	 from	 some	 with	 minimum	 wage	 against	 job	 losses	 for	 others.36	
Furthermore,	 as	 pointed	 out	 by	 Reason,	 one	 meta‐analysis	 on	 the	 price	
effects	of	a	minimum	wage	increase	found	that	a	10	percent	minimum	wage	
increase	in	the	U.S.	raises	food	prices	by	4	percent	and	overall	prices	by	0.4	
percent.	Another	found	that	the	same	10	percent	increase	in	minimum	wage	
led	to	a	price	increase	of	0.7	percent.37	
	
The	EITC,	alternatively,	is	a	more	effective	anti‐poverty	tool	as	it	encourages	
work	and	it	is	more	effectively	targeted	at	working‐class	households	without	
passing	 the	 burden	 on	 to	 employers	 looking	 to	 hire	 for	 low‐skill	 jobs.	
Expansion	of	EITC	to	include	lower‐income	workers	without	children	could	
benefit	more	working‐class	households.	
	
Remove	Education	Roadblocks	&	Restore	College	Affordability	
Over	 the	 course	of	 the	19th	 and	20th	 centuries,	Americans	were	among	 the	
most	literate	and	numeric	people	worldwide	and	this	advantage	led	America	
to	become	 the	world’s	 largest	economy	and	 to	build	a	 strong	middle	class.	
Today,	 American	 students	 are	 falling	 behind	 future	 competitors	 on	
international	 standardized	 tests,	 such	 as	 those	 from	 the	 Programme	 for	
International	Student	Assessment	(PISA)	by	the	OECD,	in	math	and	science.	
Though	 America	 has	 some	 excellent	 schools,	 both	 public	 and	 private,	 and	
some	 outstanding	 teachers,	 far	 too	 many	 children—especially	 those	 from	
urban	minority	families—are	trapped	in	failing	schools	that	do	not	prepare	
them	with	even	the	most	basic	skills	needed	for	future	success.	As	a	result,	
they	lack	the	foundation	for	more	advanced	learning	that	will	enable	them	to	
become	 upwardly	mobile.	 Teachers	 unions	 remain	 fervently	 against	merit	
pay,	 charter	 schools,	 or	 other	 forms	 of	 “school	 choice”	 that	 would	 bring	
accountability	and	competition	into	primary	and	secondary	education,	even	
though	these	choices	have	proven	successful	both	here	and	abroad.	
	
Furthermore,	 in	 a	 world	 becoming	 more	 and	 more	 defined	 by	 SBTC,	
obtaining	a	college	degree	or	advanced	vocational	training	is	vital	to	future	
success.	Though	 federal	 student	 loan	programs	may	have	expanded	access	
to	education,	they	have	also	effectively	reduced	college	affordability.	In	fact,	
colleges	have	 increased	tuition	and	fees	along	with	greater	sums	of	 federal	
aid.	 As	 noted	 by	 the	National	 Center	 for	 Policy	 Analysis,	 there	 are	 several	
pertinent	 facts	 revealed	 in	 several	 studies	 that	 have	 delved	 into	 the	
underlying	reasons	for	the	sharp	increases	in	tuition	costs:	

 The	College	Board	 finds	 that	 over	 the	 past	 three	decades,	 financial	
aid	 has	 increased	 438	 percent	 after	 inflation	 due	 to	 hikes	 in	more	
than	a	dozen	federal	grant	and	loan	programs.	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
The	EITC	is	a	more	
effective	anti‐poverty	tool	
as	it	encourages	work	and	
it	is	more	effectively	
targeted	at	working‐class	
households	without	
passing	the	burden	on	to	
employers	looking	to	hire	
for	low‐skill	jobs.	
	
	
	
	
American	students	are	
falling	behind	future	
competitors	on	
international	
standardized	tests.	
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Relative	mobility	can	be	encouraged	by	reforming	programs	that	currently	
discourage	 saving,	 investing,	 and	 learning	 among	 the	 poorest,	 including	
reforms	to	the	welfare	system,	amending	the	tax	penalty	on	married	couples,	
education	reform,	and	 finding	a	 solution	 to	slow	 the	cost	growth	of	higher	
learning	 that	 has	 risen	 with	 the	 increasing	 prevalence	 of	 federal	 student	
loans.	 In	 the	 former,	 a	 strong	 economy	 with	 job	 growth	 begets	 absolute	
mobility	and	shrinks	the	“Growth	Gap;”	in	the	latter,	the	reformed	incentives	
to	 save,	 invest,	 and	 learn	 skills	 boosts	 relative	 mobility	 and	 reduces	 the	
“Opportunity	Gap.”	
	
A	 refocus	 on	 the	 “Opportunity	 Gap”	 requires	 (1)	 critical	 consideration	 of	
how	 policies	 affect	 incentives;	 (2)	 identifying	 policies	 that	 fail	 to	 provide	
long‐term	 solutions	 to	 increase	 wellbeing;	 and	 (3)	 delving	 into	 education	
reform,	 the	 best	 long‐term	 solution	 to	 ensure	 sustainable	 improvement	 of	
wellbeing	and	economic	mobility.	At	the	same	time,	the	“Growth	Gap”	should	
equally	 remain	 an	 important	 focus	 in	 the	 continually	 tepid	 recovery,	 and	
solutions	 abound	 in	 tax	 reform,	 removal	 of	 excessive	 regulations,	 and	
achieving	long‐term	fiscal	sustainability.	
	
	 	

A	strong	economy	with	job	
growth	begets	absolute	
mobility	and	shrinks	the	
“Growth	Gap,”	while	
reformed	incentives	to	
save,	invest,	and	learn	
skills	boosts	relative	
mobility	and	reduces	the	
“Opportunity	Gap.”	
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