Economic Inequality Among
American Households

Heather D Hill, MPP, PhD
Professor

Daniel J. Evans School of Public Policy & Governance, The University of Washington,
Seattle



Household Incoe &Wealth

Income: The flow of resources into the Wealth: The stock of assets and debts held by a
household's pocketbook and out to pay expenses. household.

Earnings from work is the main source of income Can gain or lose value and be sold and gifted across
for most Americans. generations.

50% of wealth in the US was inherited.



Measuring Inequality




Steep Rise in Income & Wealth Inequality in the US

Since 1980
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Average Total Individual Wealth
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The richest Americans hold increasing amounts of
the overall wealth in the country. The top 1% now
holds more than 20% of the overall wealth.

Wealth
o0 o The US has a combination of income and wealth .
inequality higher than Canada, Australia, and I n eq u a llty

most European countries
Facts

3

Racial wealth gaps are large and persistent even
after adjusting for education



Conseqguences of Greater Economic Inequality

* Poverty, particularly in early childhood, is consistently associated
with poorer health, school achievement, and economic
outcomes.

* Having less wealth reduces chances of completing college.
* Strong evidence of reduced economic mobility in US

* High levels of inequality are associated with weakened social
cohesion and slower economic growth.



US Policy: What Works and What Could Work Better?

We successfully

raise household income at the
bottom with national safety net
programs.

* Largest proven anti-poverty effects:

* Supplemental Nutrition Assistance
Program (SNAP)

* Earned Income Tax Credit (federal and
state)

e Social Security

* Recent example of expanded Child Tax
Credit during COVID-19

Our tax code also encourages wealth
concentration at the top.

* We have a progressive national income
tax,

* but...wages are taxed at higher rates
than capital income and wealth.

* Very few estates are taxed
* Historically low corporate tax rates

e Current tax deductions favor middle to
high wealth households

* Mortgage interest deduction
* College savings accounts
* Charitable donation deduction



Opportunities to Reduce Inequality at Top & Bottom

* Create or expand tax credits/deductions that benefit the bottom 50% of the income
and wealth distributions

* Expanded Child Tax Credit

e State Earned Income Tax Credits
e Saver’s Credit/Match

* Raise the taxes on extreme wealth transfer between generations
* Reduce the cost of college

* Create publicly-funded savings programs
* Retirement savings example: OregonSaves
* College savings example: CalKIDS
* “Baby bonds” in Connecticut and Washington DC
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