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A thought experiment:

Imagine that at the time of the defeat of Nazi Germany in 1945 we had asked historians to look 75 years ahead and
predict which country - the United States or Germany - was more likely to suffer an attempt by violent extremists to
storm the country’s capitol building to block the certification of a fair election won by the opposition party?

How many would have predicted that it would be the United States?




Today the Reichstag in Berlin is the national legislature of a prosperous democracy. The transparent dome at the
top allows visitors to climb up and look down on their elected representatives in the legislative chambers below.
No major party has attempted to overturn the results of an election or suppress the electoral rights of its opponents.
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[ think “prosperity for all” is a big reason why German
democracy—at least for now—is secure, while
democracy in the US is under siege, both by extremists
and by some wealthy far-right conservatives.
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Today, the United States is far more polarized politically
than is Germany.

Polarization feeds extremism, of the kind we are seeing on
the Right.

High income inequality is one factor driving high
polarization.

And in turn, high polarization makes inequality worse, by
making it harder to provide public goods that open equal
opportunity for everyone.

As a result, we are increasingly living
in separate enclaves, divided by
geography and media.

For right-wing extremists, democracy
itself is threatening.

Let me explain my argument.




Let’s compare US and
German inequality since
the 1970s:

Ratio of 90th to 10th decile
Ratio of median to mean

US median to mean ratio
<75%

For Germany, is almost
90% - ie median voter is
very close to the mean

90:10 ratio is high and
rising in US (over 6X);
Lower but rising in
Germany (less than 4X)

median : mean inccme ratio

Q-

Germany and US: 2 measures of income inequality
median to mean income ratio (left axis) and ratio of 9Cth to 10th percentile (right axis)
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The gains from wage
growth in the US have
gone overwhelmingly
to the highest
segments of the
distribution since
around 1980.

Why?

[ think political reasons
are a major factor.

Average earnings growth, by category, 1947 - 2018
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OBJECTIONS:

But isn’t inequality the natural outcome of market forces, eg globalization and technological change?

Eg “skill-biased technological change,” favors capital over labor, skilled [abor over unskilled, increases
elasticity of substitution of skilled and unskilled labor, capital and labor (eg automation lets firms replace
workers with machines) 2 hollowing out, polarization of labor force

Globalization: outsourcing of manufacturing, clerical jobs to lower-wage countries

“Market for talent” theory — small differences in talent of CEOs translate into big differences in pay due to
global scale of market

Innovation: economies of scale in digital platforms, eg first-mover advantages; positive network
externalities; lower cost elasticity of production and consumption — lets tech giants gain market power

And why care about inequality anyway?

If everyone is getting richer, but some are getting richer faster, why is that a problem? Why not focus on
real problems—poverty, bad schools, bad neighborhoods... (eg Mankiw; Pinker)



No:

1. Market forces can’t explain huge differences between US and European countries, eg Germany, in
inequality (eg wage trends, CEO pay) — they equally exposed to globalization, technology change

2. Inequality locks in self-reinforcing differences in distribution of advantage, opportunity
3. Inequality reduces social cohesion, fosters polarization; exacerbates fears of redistributive conflict

4. Some countries adopt market reform without creating oligarchs—eg Germany post-WWII, unification
post-1990 — tells us that politics shape how market forces work

5. Key: markets operate in society with existing sets of power relations.
opening up market forces always let existing social hierarchies influence market outcomes;

we don'’t enter the market as equals

6. And American post-tax-and transfer income distribution is hardly different from pre-tax



Post-tax incomes are only slightly less
unequal.

These include the effects both of taxes
and of transfers such as tax credits and
social assistance.

There is a debate about whether non-
cash income, such as food stamps,
should be included.

share of national income

US: post-tax top income shares, 1913 - 2014

top 1%

Source: Thomas Piketty, Emmanuel Saez, and Gabriel Zucman,
*Distributional Nasional Accounts: Methods and Estimates for the United States. Data Appendix,” November 10, 2017
[hip:iigabried-zucman. eulusdina/)
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In fact, the total tax burden has fallen for the top
1% (average taxes paid as percentage of income).

[t rose for the bottom half of the income
distribution until the early 1990s then fell slightly.
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3-
As total household incomes have
risen, the middle and lower incom  &-
segments of all groups have lost
ground.
This shows household incomes of §
the bottom three quintiles as shar 8.»
of total household income. “
Poor and middle class white and
Hispanic households have lost
share by similar amounts, while
Black households have lagged. <

Household incomes as share of total, bottom 60%, by group
1967 - 2019

Hispanic \ /| white non-Hispanic

T T T T T
1970 1980 19390 2000 2010
Source: US Census Bureau [Htps:iwww.census. gov/dalaNablesime-seres/demalincome-poverty/historicakincome-households. himl)



Means and medians: means are driven by extreme values

HEHE

1A

SNl
wiols

10000

S: real mecian household and meen family incoms, 1953 - 2018

Two distinctions: means/medians and income/ wealth

Income and wealth: a recursive relation

a3l Incama, §

Jocco
3
“

¢
; -
- 4
5 ¢ SN N\ 'd
p

= J / —

40000

]
1940 1940 1680 2000 fren
Caurne FRED 31, £



What explains the difference between the US and Germany?

My argument: “prosperity for all versus prosperity for the few”
-— ie high inequality is antithetical to democracy

3 core propositions:
1. Competition dissipates rents
2. Advantage and disadvantage compound over time

3. Democracy threatens redistribution



Explaining rents

Economic rents are income from a productive factor held out of competition (eg by a policy to grant
someone a monopoly—could be intellectual property rights, could be an exclusive license, could be a
favorable regulation)

Those receiving rents often try to influence government in order to keep them....

Example: Ambassador Bridge connecting Detroit and Windsor, Canada



Classic rent-seeking:
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By David Eggert | deggertl @mlive.com Jedraty
on November 06, 2012 at 10:53 PM, updated November 07, Pttty / RAXX

2012 at 11:02 AM >’

y
LANSING, MI - Voters on Tuesday rejected Proposal 6, — 4 _ il .
which called for public votes before construction can begin i T TR =t

on a new bridge from Michigan to Canada. The defeat came
despite a $33 million campaign to support it.

The Moroun family, owners of the aging Ambassador Bridge || Sl = 5 “ r‘ -, gf% @!WL L
that spans the Detroit river to Windsor, provided the : : ' ' . : e WY TY R
unprecedented campaign funding to stop the second bridge [PEEE=——= . N ! F

in its tracks.

With 92 percent of precincts reporting, Proposal 6 had 1.67
million votes for and 2.49 million votes against - or 40
percent to 60 percent.


http://connect.mlive.com/user/DavidEggert00/posts.html

Using political influence to preserve rents, rather than working to stay ahead of the competition by
raising innovation and productivity, is called “rent-seeking”

[s often cheaper to influence government than to improve efficiency!

So: key point: competition dissipates rents



2nd core point: advantage and disadvantage compound over time

More now than 50 years ago, the gap between rich and poor is reproducing itself across generations

d.

Neighborhoods are more segregated by income, social conditions (so schools, amenities are);
families who can move to neighborhoods with better schools, conditions—so housing prices rise
more in those neighborhoods, housing values rise more, family advantages & disadvantages are
cumulative

Higher inequality means shrinking middle class - by definition

Privatization of public goods (eg education) puts greater burden on those less able to afford them

Lifetime earnings of each generation are lower than the previous generation—wages start out
lower and rise less than for previous generation—for all but top decile

So: social mobility has fallen, is now below most of Western Europe

And there is more geographic “sorting” by income, social conditions, political outlooks



Case in point:

US counties are now
overwhelmingly
either Republican or
Democratic

Very few gave their
votes more or less

evenly to Trump and
Biden in 2020

This polarization has
grown steadily in the
past several decades
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3rd core point: democracy threatens redistribution

Why?

If the median voter receives an income much lower than the mean voter, majority rule means that the
median voter will prefer to raise taxes and spending until the median income approaches the mean.

In other words, the greater the gap between the median and mean, the greater the pressure for
redistributive taxing and spending policies...

And the greater the resistance to them from those with more to lose!



Disiriouton of US household income, 2018
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So majority rule can be threatening to those who fear losing their advantages
Corollaries:

a. The wider the gap between those at the top and everyone else, the harder those at the top will fight
for their rents

b. The wider the social difference between haves and have nots—eg differences by race, ethnicity,
religion, language, region...--the less likely it is that the haves will find common cause with the
have-nots ("I'm not like those people...”)



Case in point:
“Draining the pool” or “privatizing the pool”

White resistance to desegregation in the South in the 1950s often took the form of eliminating all public
goods and services rather than to integrate them (McGhee’s “drained pool politics” from case of
Gilmore v. City of Montgomery)

~ The case was named for lead plaintiff Georgia Theresa Gilmore, Mark's mother,
....,.,....,....... _mmm..c.'.i—_" who also was a member of the Montgomery Improvement Association, but
| many other African Americans were represented in it. The city lost the case in
1959, and federal judge Frank M. Johnson Jr. ordered the city to integrate its
recreational facilities. Instead of integrating the city's parks, recreational
centers, pools, and tennis courts, however, city officials promptly closed all of
them and filled its eight swimming pools with dirt. The animals in the zoo were
sold off or given to other zoos.

Nashville, TN: drained swimming pool:




But there is an alternative to draining the pool—privatizing it

Ie conservatives in the US strongly support replacing public provision of goods and services with
private, market-based provision

This has three benefits from their standpoint:
a. They can reduce equal access to opportunity for advancement

b. They can cut taxes and spending
c. Somebody makes a buck



We are privatizing nearly everything that used to be public goods ...education, health care, incarceration, safe streets...
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Anatomy of an ER Bill

'wo leamHaslth affiliates in lexas o lled £/ T mes more then the ractual cosiz of peying for Cinicians
and support garvices, |he bulk of the charges were discountad or written off. Albcut 10% of the
money actually collected went to corporate profits.

Profit
($26.1m)

Actual Costs
($248.4m)

Billed But Not
Collected
($1.6b)
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From ProPublica, June 12, 2020

[https://www.propublica.org/article/
how-rich-investors-

not-doctors-profit-from-marking-up-er-bills]



The wealthy become outraged at attacks on the “top 1%” — eg Tom Perkins’ famous letter to the WSJ:

Regarding your editorial "Censors on Campus" (Jan. 18): Writing from the epicenter of progressive thought, San
Francisco, [ would call attention to the parallels of fascist Nazi Germany to its war on its "one percent,” namely its
Jews, to the progressive war on the American one percent, namely the "rich.”

From the Occupy movement to the demonization of the rich embedded in virtually every word of our local
newspaper, the San Francisco Chronicle, I perceive a rising tide of hatred of the successful one percent. There is
outraged public reaction to the Google buses carrying technology workers from the city to the peninsula high-
tech companies which employ them. We have outrage over the rising real-estate prices which these "techno
geeks" can pay. We have, for example, libelous and cruel attacks in the Chronicle on our number-one celebrity,
the author Danielle Steel, alleging that she is a "snob" despite the millions she has spent on our city's homeless
and mentally ill over the past decades.

This is a very dangerous drift in our American thinking. Kristallnacht was unthinkable in 1930; is its descendant
"progressive"” radicalism unthinkable now?

Tom Perkins

San Francisco

Mr. Perkins is a founder of Kleiner Perkins Caufield & Byers. [NB: Mr. Perkins died in 2016]

8&"(:2"332(<#-"4&'(=>4'143? @ (A35(B#"CD(ABBEwW York, N.Y]24 Jan 2014: n/a.



https://search-proquest-com.ezp-prod1.hul.harvard.edu/indexinglinkhandler/sng/au/Anonymous/$N?accountid=11311
https://search-proquest-com.ezp-prod1.hul.harvard.edu/pubidlinkhandler/sng/pubtitle/Wall+Street+Journal+$28Online$29/$N/105983/DocView/1491381818/fulltext/13A2F4BE53AA4BC0PQ/1?accountid=11311
https://search-proquest-com.ezp-prod1.hul.harvard.edu/pubidlinkhandler/sng/pubtitle/Wall+Street+Journal+$28Online$29/$N/105983/DocView/1491381818/fulltext/13A2F4BE53AA4BC0PQ/1?accountid=11311
https://search-proquest-com.ezp-prod1.hul.harvard.edu/pubidlinkhandler/sng/pubtitle/Wall+Street+Journal+$28Online$29/$N/105983/DocView/1491381818/fulltext/13A2F4BE53AA4BC0PQ/1?accountid=11311

[ trace these trends to
the push for
deregulation, market
reform in the US and
other countries in the
late 1970s, early
1980s (Russia in late
80s, early 90s)

US: deregulation and liberalization:

_ _ ) Russia: "shock therapy,”
Deregulation of banking, trucking,

i privatization.
airlines, telecomms, etc,; “Early winners” foreclosed further
Tax cuts--personal & corporate; market liberalization

Weakening labor power;
Relaxation of antitrust;
Cuts to social protection

High concentration of industry

China: “Reform and opening up”
“Some will get rich first.”
Dual-track economy;

End of central planning;

SOEs as national champions.
Privatization of public resources

Initial spurt of competition—then
consolidation, high concentration,
lower competition.




The US, Russia and
China stand out among
their peers for the
extremely high levels of
economic inequality.

The concentration of
income at the top has
risen more sharply in
Russia and China, and
more slowly in the US,
since the late 1970s.

Estimates of top shares
for Russia and China
are probably too low
because of the large
flow of unreported
incomes, around 2/3 of
which go to the top
decile.

US, Hussia, China: Top Declle Share of Pre-Tax Income, 1305 - 2019
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But postwar Germany took a
different path, influenced by
“ordoliberalism”

--Opposed Nazis; opposed both
cartelized capitalism & socialist
planned economy.

Competition in the market is
necessary to preserve human
freedom—market power threatens
both economic and political liberty.

Competition must be rigorously
enforced by the government based
on legal principles.

Market competition must benefit all
parts of society, so should be integral
to “social market economy.”

Still influences German policies.

(On left, Ludwig Erhard, champion of social market economy, (On right, Walter Eucken, a founder of “Ordoliberalism”)
architect of postwar German ”"Wirtschaftswunder”)



A lot of the recent drive for state-level legislation to restrict voting participation is coming from well-
organized, well-funded right-wing advocacy groups, such as those associated with the Koch Brothers.

For example...

From Mother Jones,
May 18, 2021

[https://www.motherjones.com/

politics/2021/05/5-ways-a-dark-
money-group-is-trying-to-rig-our-
elections/]

top conservative dark money group boasting to donors about writing laws
restricting access to the ballot in key battleground states such as Arizona, Georgia,

lowa, and Texas.

“In some cases, we actually draft them for them,” Jessica Anderson, the executive
director of Heritage Action for America, a sister organization of the Heritage
Foundation, told the foundation’s donors at an April 22 gathering in Tucson, “or
we have a sentinel on our behalf give them the model legislation so it has that

grassroots, from-the-bottom-up type of vibe.”

Mother Jones released a three-minute excerpt of the most explosive moments
from the leaked video, detailing a massive right-wing effort to draft and pass
model bills restricting voting access, which Anderson said was intended to “right
the wrongs of November.”



Conclusions:

1. To recover liberal democracy, we will need to address the political roots of rising economic
inequality

2. That will require political action supported by a broad coalition crossing racial and ethnic lines, as
well as social class—lower and middle income groups.

3. For me, the direction we need to take is to embrace the promise of technological change and global
markets and to invest in people so that everyone has an equal opportunity to benefit from the
market.

4. Asthe French say, “we want a market economy, not a market society.”

5. Then we can use the market economy to support democracy, not fight it.



Thank you!

Thomas F. Remington

Visiting Professor of Government, Harvard University

Goodrich C. White Professor (Emeritus) of Political Science, Emory University
Senior Research Associate, Higher School of Economics, Moscow, Russian Federation

tfr321@gmail.com









