
THe BIg PIcTuRe: Rising Economic Inequality in America—The New Gilded Age

Wealth Inequality Share of total income held by the top 1% of earners, in 2012 dollars
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Some economists believe that a large income gap between 
the very rich and the rest is dangerous for the economy and 
for society. The gap peaked in 1928, just before the Great 
Depression. The top 1% had 24% of national income.

The period from the end of WWII into 
the 1970s is known as the “Great 
Compression,” with relative equality in 
income and in income growth. We still 
had rich, middle class, and poor, but 
they were not that far apart. The top 
1% share was just 9% in 1978.

In 2012 the tax on the highest marginal 
incomes was 39%. In addition, many of 
the richest get a significant portion of 
their income from capital gains, which 
are taxed at 15%.

Top rates for the estate tax (on 
inheritances) follow the pattern 
set by income tax rates. The top 
rate for estate taxes peaked at 
77% from 1941-1978. The current 
rate is 45%.

Top marginal tax rates lowest 
since The Great Depression.

In 1944 the tax on the highest marginal incomes
was 94%. Those making $1M in adjusted dollars
paid 65% of their total income in taxes. That is
hard to imagine today.

High taxes on top incomes helped to keep the income gap 
between rich and poor in check in the mid-1900s. Notice 
that the highest federal tax rates move systematically with 
the income gap. This is not to say tax policy accounts for 
all of income inequality, but it is a significant factor.
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The period since the early 1980s has seen the 
rich getting richer. The top 1% had 22% of 
income in 2012. From 1978 to 2012 the top 20% 
saw income increase by 75% while the bottom 
20% saw a 12% decrease (in constant $).
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There was a time when the American dream of working hard and achieving a better life was a realistic 
aspiration. That dream becomes an illusion for many as more and more of the national income becomes 
concentrated at the top one percent and higher. Globalization, the transition from a manufacturing to a 
service economy, and government policies all contribute to this growing economic inequality.
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