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Figure 4
Equilibrium in the Nontraded Goods Market and the Demand for Labor
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Notes: p is relative price of nontradables in terms of tradables, ¢" is the consumption of nontradables, y
is the quantity of nontradables, and ris the country interest rate. Wis the nominal wage rate, P*Mis the
foreign currency price of traded goods, E is the exchange rate, and W/ P E is the real wage. Output
of nontradables is increasing in hours worked, so in the graph on the right along the x-axis, we replace
quantity consumed and produced by employment in hours worked, h. Figure 4 represents a partial
equilibrium analysis because it takes the nominal wage rate as given.





OEBPS/Images/10185.jpg
Figure 2
Comparison of CEO Compensation to Top Incomes and Wages, 1947-2010
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Sources: Author’s analysis of Kaplan (2012b) and Mishel, Bivens, Gould, and Shierholz (2012, table 4.8).
Notes: Figure 2 presents the ratios displayed in Table 3 back to 1947. See Figure 2 and text for details.
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Figure 6
Money Matters: Higher-Income Families in the United States Have Higher
Enrichment Expenditures on Their Children
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Source: Duncan, Greg J. and Richard J. Murnane. Figure 1.6 “Enrichment Expenditures on Children,
1972-2006.” In Whither Opportunity, edited by Greg J. Duncan and Richard J. Murnane, © 2011 Russell
Sage Foundation, 112 East 64th Street, New York, NY 10065. Reprinted with permission.

Note: “Enrichment expenditures” refers to the amount of money families spend per child on books,
computers, high-quality child care, summer camps, private schooling, and other things that promote the
capabilities of their children.
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Figure 4
Voter Turnout by Household Income and Citizenship, 2008 and 2010
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Source: Current Population Survey (2008:N=80,443; 2010:N=101,338).
Note: Figure 4 shows the relationship between voter turnout and voter household income and citizenship
for the 2008 presidential and 2010 midterm elections.
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Figure 6
Private Wealth/National Income Ratios, 1870-2010
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Source: Piketty and Zucman (2013).

Notes: Europe is the (unweighted) average of France, Germany, and the United Kingdom. Private wealth
is defined as the sum of nonfinancial assets, financial assets, minus financial liabilities in the household
and nonprofit sectors.
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Table 1
Relation between Top Labor Incomes and Top Capital
Incomes in the United States

Year

1980 2000

A: Percent of top 1% capital incomes in various top labor income groups
Labor income groups:

Top 1% 17% 27%
Top 5% 27% 45%
Top 10% 32% 52%
Top 20% 38% 61%

B: Percent of top 1% labor incomes in various top capital income groups
Capital income groups:

Top 1% 17% 27%
Top 5% 36% 50%
Top 10% 47% 63%
Top 20% 68% 80%

Source: Aaberge, Atkinson, Konigs, and Lakner (forthcoming).

Notes: Panel A reports the percent of top 1 percent capital income earners in
various top labor income groups in 1980 (column 1) and 2000 (column 2).
In 2000, 27 percent of top 1 percent capital income earners were also in the
top 1 percent of labor incomes, 45 percent were in the top 5 percent of labor
incomes, etc. Panel B reports the percent of top 1 percent labor income
earners in various top capital income groups in 2000 (column 1) and 1980
(column 2). The computations are based on the public use US tax return
micro-datafiles (see Aaberge et al., forthcoming, for complete details).
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Figure 3
Monetary Policy Taylor Rules: Eurozone versus the United States

A: Taylor rule by US census region
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B: Taylor rule in the euro area: periphery versus core
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Source: Malkin and Nechio (2012).

Notes: The two scales are commensurate (1800 basis points). The Taylor rule used is: Target = 1 + 1.5
x Inflation—1 x Unemployment gap, where the last term is the difference between the measured
unemployment rate and the natural rate (the unemployment rate where inflation neither decelerates
nor accelerates).
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Figure 1
Party Means on Liberal-Conservative Dimension for the US House of
Representatives, 1879-2012
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Source: Author’s calculations using DW-NOMINATE scores of the liberal-conservative positions of
members of Congress, which are based on roll call votes. For methodological details, see Poole and
Rosenthal 1997; McCarty, Poole, and Rosenthal 1997; and Poole 2005.
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Figure 2
Optimum Currency Area Criteria: Eurozone versus the United States
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Notes and Sources: Panel A: Data for 2007; intra-US trade volumes from the 2007 Commodity Flow Survey,
minus 2007 US imports from the Bureau of Economic Analysis, National Income and Product Accounts
(BEA NIPA), all divided by GDP from BEA NIPA; eurozone trade with eurozone, and eurozone GDP,
from Eurostat. Panel B: Annual data for 1997-2007; US, state, and census region real GDP growth
rates from BEA (the higher correlation statistic is for the regions); eurozone and eurozone country
growth rates from Eurostat. Panel C: Data for 2012; US data from Statistical Abstract; eurozone data
from Eurostat. Panel D: Upper and lower range of US estimates and euro point estimate taken from
multiple older sources in HM Treasury (2003); US 28 percent figure based on recent Federal income tax
elasticities alone, from Auerbach (2009, figure 2).
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Figure 3
Earnings Deciles of Sons Born to Bottom Decile Fathers: United States and Canada
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Source: Corak and Heisz (1999, table 6); Mazumder (2005, table 2.2).
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Figure 1
Average Nominal Wages and Salaries and Total Employment, 2008-2012
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Source: Eurostat.
Note: The wage data are adjusted for working days; no seasonal adjustment in the case of Ireland.
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Figure 5
Annual Inheritance Flow as a Fraction of Disposable Income, France 1820-2008
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Source: Piketty (2011).

Notes: The annual inheritance flow is defined as the total market value of all assets (tangible and financial
assets, net of financial liabilities) transmitted at death or through inter vivos gifts. Disposable income was
as high as 90-95 percent of national income during the 19th century and early 20th century (when taxes
and transfers were almost nonexistent), while it is now about 70 percent of national income.
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Figure 5
The Higher the Return to College, the Lower the Degree of Intergenerational
Mobility: United States, 1940 to 2000
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Source: Adapted by the author from Mazumder (2012, Figure 1).

Notes: Information on the returns to college and the intergenerational earnings elasticity were provided
to the author by Bhashkar Mazumder. As reported in Mazumder (2012), these are respectively from
Goldin and Katz (1999) and Aaronson and Mazumder (2008, table 1 column 2). The 1940 estimate of
the elasticity is a projection using Aaronson and Mazumder (2008, table 2 column 2).
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Figure 1
The Great Gatsby Curve: More Inequality is Associated with Less Mobility across
the Generations
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Source: Corak (2013) and OECD.

Notes: Income inequality is measured as the Gini coefficient, using disposable household income for
about 1985 as provided by the OECD. Intergenerational economic mobility is measured as the elasticity
between paternal earnings and a son’s adult earnings, using data on a cohort of children born, roughly
speaking, during the early to mid 1960s and measuring their adult outcomes in the mid to late 1990s.
The estimates of the intergenerational earnings elasticity are derived from published studies, adjusted
for methodological comparability in a way that I describe in the appendix to Corak (2006), updated
with a more recent literature review reported in Corak (2013), where I also offer estimates for a total of
22 countries. I only use estimates derived from data that are nationally representative of the population
and which are rich enough to make comparisons across generations within the same family. In addition,
I only use studies that correct for the type of measurement errors described by Atkinson, Maynard, and
Trinder (1983), Solon (1992), and Zimmerman (1992), which means deriving permanent earnings by
either averaging annual data over several years or by using instrumental variables.
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Figure 2
Top 1 Percent Income Share and Polarization in the US House of Representatives,

1913-2008
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Source: Authors calculations using the polarization data described under Figure 1, and data on income
from Piketty and Saez (2013).
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Table 3
Growth of Relative CEO and College Wages, 1979-2010

Simple ratio Log ratio
CEO CEO CEO CEO
compensation compensation compensation compensation
to income of  to wages of College—High to income of  to wages of  College—High
top 1% top 1% wage School wage top 1% top 1% wage  School wage
households earners premium households earners premium
Ratio
1979 1.18 3.16 1.40 0.164 1.151 0.338
1989 1.14 2.55 1.57 0.128 0.936 0.454
1993 1.56 2.95 1.63 0.443 1.083 0.488
2000 2.90 7.53 1.75 1.063 2.019 0.557
2007 1.49 4.23 1.76 0.396 1.442 0.568
2010 2.06 4.70 1.77 0.725 1.548 0.574
Change in ratio
1979-2007 0.31 1.07 0.36 0.23 0.29 0.23
1979-2010 0.89 1.54 0.37 0.56 0.40 0.24
1989-2010 0.93 2.15 0.20 0.60 0.61 0.12

Sources: CEO compensation from Kaplan (2012b); top 0.1% wages from Mishel, Bivens, Gould, and
Shierholz (2012, table 4.8); wages by education from Mishel et al. (2012, table 4.14); top 0.1 incomes from
Piketty and Saez (2003, updated).
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Figure 7

Proportion of Sons Currently Employed or Employed at Some Point with an
Employer their Father had Worked for in the Past: Canada and Denmark
(by father’s earnings percentile)
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Source: Bingley, Paul, Miles Corak, and Niels Westergard-Nielson. Figure 18.2 “Sons Employed at Some
Point with Employer Fathers Worked for, by Fathers’ Earnings.” In From Parents to Children: The
Intergenerational Transmission of Advantage, edited by John Ermisch, Markus Jantti, and Timothy

Smeeding, © 2012 Russell Sage Foundation, 112 East 64th Street, New York, NY 10065. Reprinted with
permission.
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Figure 3
The Demand Schedule for Nontradables
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Notes: On the y-axis, p is relative price of nontradables in terms of tradables. On the x-axis, ¢ is the
consumption of nontradables. Demand for nontradables is a function of p, and the country interest
rate, 1.
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Figure 2
Earnings Deciles of Sons Born to Top Decile Fathers: United States and Canada
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Source: Corak and Heisz (1999, table 6); Mazumder (2005, table 2.2).
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Figure 4
Higher Returns to Schooling are Associated with Lower Intergenerational
Earnings Mobility
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College earnings premium (men 25 to 34)

Source: Author using data from OECD (2011b, table A8.1), and Corak (2013).

Notes: The earnings premium refers to the ratio of average earnings of men 25 to 34 years of age with
a college degree to the average earnings of those with a high school diploma. This is measured as
the average employment income in 2009 of men 25 to 34 years of age with a college degree relative
to the average income of their counterparts with a high school diploma (OECD 2011b, table A8.1).
Intergenerational economic mobility is measured as the elasticity between paternal earnings and a son’s
adult earnings, using data on a cohort of children born, roughly speaking, during the early to mid 1960s
and measuring adult outcomes in the mid to late 1990s (see notes to Figure 1).
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Table 1
Comparing Currency Unions

Latin  Scandinavian Anglo-Irish
Monetary — Monetary monetary  Currency — United Gold

EMU Union Union union boards States  standard

Does it eliminate exchange Yes No No Yes Yes Yes No
rate variability?

Does it eliminate national Yes No No No Nod Yes No
currencies?

Is exit easy? No Yes Yes Yes Yes No Yes

Is there a temporary escape ~ No Yes® Yes® No No No Yes
clause?

Is there a common central Yes No No No No*® Yes No
bank?

Are high-denomination N/A Yes Yes N/A N/A N/A No
coins mutually acceptable?

Are low-denomination coins  Yes No Yes Yes© Varies Yes No
mutually acceptable?

Is paper currency mutually Yes No YesP Yes© Varies Yes No
acceptable?

Is there a fiscal union? No No No No No Yes No

Is there a political union? No No No No No Yes No

Is there a banking union? No No No No No Yes No

Is the union symmetric? Yes Yes Yes No No Yes Yes

High labor mobility? No Partial Partial Yes Varies Yes Partial

* Could suspend convertibility of paper currency into specie.

" Occurred in stages; agreements in 1894 and 1901.

° British currency accepted in Ireland.

4 Except in cases involving dollarization.

¢ There are two common central banks in the CFA franc zone, corresponding to the West African and
Central African Currency Unions.
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Figure 3
Polarization in the House of Representatives, and Relative Wage and Education in
Financial Services Sector, 1909-2006
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Source: Authors calculations using the political polarization data described under Figure 1, and financial
data from Philippon and Reshef (2008).

Note: Figure 3 shows that political polarization in the US House of Representatives tracks wages and
educational levels in the financial sector relative to the remainder of the economy.





