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edistribution of wealth was all the

rage following a five-minure en-

counter berween then presidential
candidate Barak Obama and Ohio plumb-
er Joe Wurzelbacher on Ocrober 12, 2008
Candidate Obama told Whirzelbacher thap
“my attitude is that if the economy’s good
foor folks from che bottom up, it's EONRL
bie good for everybody. .1 think when you
spread the wealth around, its good for
everybody.™ From that point on redistri-
budonism wis back in vogue,”

In Seprember; even before the encounter

with "Joe the Plumber,” candidate Obama
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was confronted with the charge of redis-
triburion of wealth when interviewed by
:urfn'rncnmmr'Bi]E ' Reilly, When discuss-
ing Obama's plan to raise the rop marginal
rate for federal income taxes from the
current 35 percent 1o 3% percent, the rate
patid under the Clinton adminiseration,

O Reilly stared: “you're taking the wealthy
in Americt and the big earners, OK, you're
taking money away from them and you're
giving it to people who don't. Thar’s called
ineome redistribution. 1ts a socialise tenant
[sic]. Come on, you know thar, You went

to Harvard.™ Obama’s clear pronounce-
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ment thar he favored @ modest increase in
tax rates for the wealthy was pechaps the
best publicized parc of his agenda.

Wealth Distribution

in the United States

Because wealth, or nec worth, refleces life
cyele savings and can b passed from one
generation to the nexe, it tends o be more
concentrated than income, Although a
rentier class comparable to thar of the
Gilded Age has ver to reconstimure itself, the
concentration of wealth ar the tap is still

striking. The top 10 percent of Americans
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held 71.2 percent of total wealth in 2004,
while the wp 1 percent alone held a larger
proportion of wealth {34.3 percent) than
the bottom 90 percent (28.7 percent).’ Pue-
ting this disparity in dollar wering, research-
ers at the Washingron-lased Instituce for
Policy Studies observe that "the richest |
pervent of Americans currently hold wealth
worth $16.8 nillion, nearly 2 mrillion more
than the botom 90 percent,”™

Wealth inequality 15 also growing. “Over
thie 19622004 period,” report the auchors
of the Economic Policy [nstrure’s (EP1)
State of Working America 200607, “the
weakth share held by the botom 8i percent

Labor Relations Act and the 1938 Eair
Labor Standards Act. did more to creare
the American middle class chan any other
efforis. Together these aces crcared condi-
tions for workers to effectvely organiae
unions, guaranteed a minimum wage and
the protection of the 40-hour work week,
and preatly restricred child labor, Previous
tir these aces, violence almost always accom-
panied fabor erganizing, and federal regula-
tern of the labar marker in teems of hours
or wurl{jng conditions was minimal,”
Beginning with the landmark 1950
Uniced Auro Workers (UAW) General
Merors conrract, often referred to s " The

ers could bargain o caprure more of the
wealth generated by improved worker pro-
ductivity. Consider these figures; berween
1947 and 1973, a period of high union
densiry, worker productvity and median
warker income both doubled. Tn the 25
vears berween F980 and 2005, a period of
rapidly declining union densiry, worker
productivity increased by 71 percent, while
the median compensation of 1.5, work-
ers (wages and benelits) increased only 19
percent. During those same years the top

| percent of earners (abour 1.4 million

tax flers) increased rheirshare of narional
income from 8.2 percent to 17.4 percent,

“Approximately one in
six households,’ according to

the EPI, “had zero or negative
net wealith” in 2004.

2006, this group saw s toeal wealth more
than double fram $470 billion to $1.25 tril-
linn,” Ar the same time, the personal saving
rate of Americans overall—one indicator
of wealth among the 80 percent who work
for wages—has declined precipitously since
[ 982, dropping into negative erritory -1,
petcent) in 2006, “Approximately one in
six howscholds,” according o the EPL, “had
wert or negative oot wealth™ in 2004,
Clearly, the evidence shows char the
redistriburion of wealth can meove from the
bottom o the top oras “loe the Pluraber”
and Bill O Reilly feared, from the wop
wward the bottom. There are several ways
thar natons address the distrtbution of
wealth. The masc important of them are
labsor Laws, tax palicy and social programs,
It is ditheult to imagine 1 completely neu-
tral palicy of wealth disteibugon.

Labor Law

Almose cermainly the most effective govern-
ment program for the redistribrusion of
wealth has been the reform of kibor law,

Twn signihicane reforms. the 19355 Naronal

Treatyof Dierroir,” workers mude sig-

nificant concessiuns over the frequency of

srrikes in exchange tor guarantced cost of

living adjustinents: permanent wage adjust-
mients based on a percentage uf;:o.rpnrats.-
inconie earned as g result of increased
worker productiviey; improved healih,
pension, vacaton benefirst and, ultimacely,
supplemencal unemployment payments
designed ro minimize the uncersainty asso-
crted with seasonal lavoths. These vicrories
tor organized labor became the standard
tor tens of millions of working families in
the auro, steel, mear packing, construcnion,
cranspartation, and councless other indus-
tries, whether proceceed by union contraces
or not, For more than a genemtion they
served as asocial contract where wealth
wiss shared more evenly. A working class
became a middle class, and conditions were
ereated where the nition could favorably
address some of its most difficule problems
associaced with discrimination.

The gore of this redistriburive model
wils to creare conditions whereby work-
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The abilicy of workers o pain ashare
of the wealth creared from improved pro-
ductivity requires the power that comes
from collective bargaining, The “Treary of
Dretroir” was signed at the peak of union
strengeh, and the subsequent decline in the
share of national wealth going o workers
coincides with the decline in union den-
sity assoctated with the period alter 19810,
Union density peaked beoween 1945 and
1954 when around 35 percent of work-
ers were union members, By 1983, 1c had
slipped o 2001 percent and, in 2001, nor
even 10 percent of U5, nonagricultural pri-
vare sector workers were union menibers.'™

Lhe recent debare in Congress over the
auto industry bailour stalled over demands
wr requine additional concessions from the
LIA b exchange for government-hacked
loans to Chrysler and (M. One of the firss
bills thar the 11 1th Congress will consider
is a proposed labor initiatve called The
Employee Free Choice Act which, if passed.
will muke it much casier for unions 1o gain
recognition. There isstrong debare in the

* FEBRUARY 2008




Linited States over the future of organized
labor precisely because unions have a track
recond of directing some ol the wealth gen-
crated from improved productiviey inm the
pockets ot labor. IF the government creates
conditions favorable tor unions, wealih is
distribured from the top to the bortom, If
government supports condicons fvarable
for an open shop, wealth migraces from the
boctem o the top.

Income Taxes
After labor law, the Createst ol available
o government for r:::H.‘;Erilmling wealth is
rax policy. In 1913, the 16th Amendmen
to the Constitution legalized the federal
income rax. Since chen, there has been
much tinkering with the income tax asa
way of distriburing wealth. One clear mea-
sure of this use is provided by the Marional
Taxpayers Union. In 2006, the top 10 per-
cent of tax payers, these with adjusted gross
incomes of nearly & 10U 000, p;ﬁd almosr 71
PEIGETHD af the federal income ax white the
top 1 percent of income earners, those with
adjusted gross incomes of nearly $3849,000,
paid almost 40 percent. Clearly the wealchy
contribute the bulk of the income tax rov-
enug that Hows to the US. Treasury:”
However, while the rich pay approxi-
mately 71 percent of the income iy, diey
pay far less than others as a percent al their
income and ner worth. The best kiown
source of this view of rax collection is bil-
lionaire investor Warren Buffetr, In an
Chcenber 2007 interview with Tom Brokaw,
Buffet admirred to paving only 17.7 peroent
when he combined the payroll wx (Social
Security and Medicare) and income rax,
while his office scaff paid on average no less
than 3%.2 percent of their toal income.
['his disparity is due to the low mres on
dividends and capital gains {13 percent tax
race) and the fact thar Buffer pad payvroll
tax on only abour 397 thousand of his $66
million for the year,' In contrast, most
workers pay the 15.3 pereent payroll tax on
all thetr income. Workers whio make less
than the cap on '|'I:_1:.-'r‘1]]| raxes, i.e., tore than
90 percent of all workers, contribute to toral

[ TCVCTILS AN JImount grealer than their
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Figure 1: Highest marginal income tax rates since 1813

29 percent share of income wx reocipts,
P.;I,".'TI.]” LERS penerale a lietle mvoee than
ane-thind of federal mx revenue lup from a
sixth in 19600, and .LHmeim;lu:i}' half this
amount comes from the botom 80 percent
of income carners. The richest 1 percent of
taxpayers coneributes only 4.8 peroent of
revenue generared by payroll tases,
Marginal income tax rates in the United
Srates have varied widely, bug since 1988
we have been in a prolonged period of low
raxation. For most of the 95 vears we have
been taxing income, the |Jig]m‘£1 :1!al'gi.|‘.|'.1i
rate remained ahove 70 percent; for only
35 of those yoars has it heen below 50 per-
cent, In only 14 years has the top marginal
rate dipped below the current 33 percent.
While this dara is limired. it reveals thae
the Uriieed States sustained massive economic
growth ina period of very high marginal
incomie Goation. Berween 1940:and 1970, 2
period of economic expansion IJI!|!'!L‘L'.EdL'm4:l:|
i world hi;[or}', the top Tn;irgjn:i] 1ACOTIE
tax rate never dipped below 70 percene. Tlus
was dlso a period of unprecedented public
investment 1o toads, sewers, utlines, schools,
higher education, and military spending,
One of the best examples of using
income G policy o redistribute wealth
is the Earned Tncame Tax Credic (EITC),
Begun in 1975 asa simall part of an eca-
nomic stamlis J:].I,('_I'{Ht_';l.:. the EFTC wasan
arrempt 1o provide a cushion [or low wage
warkers and their familics that, despite
their labar, fell below the poverty line, The
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program was made permanent in 1978
and has been greatly L'xp:sr]d{‘.d sirice. The
1993 expansion extended o small credic
o low income families without children.
Since 19498, the EITC has surpassed all
other welfare transter programs in the
United Seares and is exceeded only by the
dependent exemprion as a cost measurs
far federal income rax collection. In 2003,
19.3 million fzmilies received 534.4 bil-
lion fram the ceedit. The rediscribucion
idea behind the EITC & perfectly trans-
parent. People who earn income thraugh
labor bur remain poor are retunded e
dallars on che assumprion that working
people should not be impoverished. "

Social Programs

Another significant rediseributive program

is Secial Securiny begun in 1935." Social
Seeurity 15 usually thought of as 2 safery net
for the cidcrl_y, bt froen s seart it conained
4 raft of other benefits, including disabiliey
and survivor benefis, aid ro dependen
children and unemploymenc benehis, The
decision to provide federally mandated old-
age pensions resulted mainly from acrisis

of impoverished elderly peaple. The other
benefits resulted from genuine need during
the depression as well as a belief, fargely held
ar the time, that even r.luring I:-EI'imﬂi af d.i.‘l::]'\
economic crisis those who had jobs bore
sone responsibilicy for those who conld ne
work or who bad lost a breadwinner. Here

the redistribution is both generational in




the case of the eldedly and from those wha
are working toward those who cannor, Tn
the case of Social Security, the redistribu-
tive effect is noc tied wo wealth bur is, as the
name implies, social, Indeed, in 2008, the
payroll tax associated with Social Securiny
is capped ac 5102000 of carned income,

while leaving untaxed all dividends or ather
mvestment income. Wapes earned bevond
the cap are not taxed for Social Security.

Social Security is commonly understond
as a way 1o prepare for an individual’s
retirement, and thus the debare in recent
vears has focused on privatization plans for
the old age pensions, In reality, the idea
behind the pensions has always been abou
the senerational responsibility of younger
workers to care for thoss already in tetire-
menc. Fhus, any attempt o privatize the
program, and remove the redisoriboeve
aspect ol it, would leave a giant fiscal hole
s money is taken froem current retirees
~and diseributed o those still working. This
problem s often referred o as 2 “transition
cost” and, if fully funded, would amount
tir many hundreds of billions of dollars, To
ke it plain, in 1999, American workers
paid $396.4 billion in Social Securiry pay-
roll raxes. while the government paid nur
benchs of $354.4 billion, If stgnihcant
dollars were spent saving for individual
FECLPCITEnt ACCOUs, Current retitees would
not have any money o help them in their
golden years, Coming up with the money
to pay for these “transition costs” is-a prob-
lem pivvarizers seldom discuss.”

Conclusion

What began as a late summer conversa-
tion berween a presidential candidare and

a plumber has reinvigorated a long debate:
what is the role of government in distribur
ing the wealth of nations? Sinee 1913, for
95 vears, wie have been in the business of
rediztribucion. The question 15, do we wse a5
4 model the high raxation, liberal labor pal-
icy and high public investment of Truman,
Fisenhower, Kennedy, Johnson, Nixon,
Ford and Career, ar the low wxation, hostile
labor policy and low public mvestment of
Harding, Coolidge. Hoover, Reigan, the

Bushes and Clinten, or should we move in
sotne entircly new direction? The wme for
debating redistrsbution is over: the time for
deciding how we redistribuze is upon us.
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