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OPPORTUNITY, MOBILITY, AND INEQUALITY
IN TODAY’S ECONOMY

TUESDAY, APRIL 1, 2014

UNITED STATES SENATE,
COMMITTEE ON THE BUDGET,
Washington, D.C.

The committee met, pursuant to notice, at 10:06 a.m., in Room
SD-608, Dirksen Senate Office Building, Hon. Patty Murray, chair-
man of the committee, presiding.

Present: Senators Murray, Sanders, Whitehouse, Merkley, Kaine,
King, Sessions, Crapo, and Johnson.

Staff Present: Evan T. Schatz, Majority Staff Director; and Eric
M. Ueland, Minority Staff Director.

OPENING STATEMENT OF CHAIRMAN MURRAY

Chairman MURRAY. This hearing will come to order.

I want to thank my Ranking Member, Senator Sessions, and my
colleagues who are joining us here today, and I especially want to
thank our panel of distinguished witnesses for being here, Nobel
Laureate Joseph Stiglitz and Senior Research Fellow at Mercatus
Center, Dr. Keith Hall. We have a third witness. He is John Bates
Clark Medal Recipient Dr. Raj Chetty. His flight was canceled com-
ing in today. I believe he is landing at National shortly, so he will
join us as soon as he can get here.

Today’s hearing is really going to focus on mobility, inequality,
and opportunity, but really at the heart of the discussion is the
basic promise of America, the idea that no matter where you come
from or who you are or your circumstances, if you work hard and
glay by the rules, you have the chance to live out the American

ream.

That basic promise is why I sit in this chair today. When I was
15, my father was diagnosed with multiple sclerosis, and within
just a few years, he could not work anymore and all of a sudden,
without any warning, my family fell on very hard times. But the
country did not turn their back on us. For several months, we re-
lied on Food Stamps. With the help of a government program, my
mom was able to attend Lake Washington Vocational School so she
could get a job, help put food on the table, and take care of my dad.
My brothers and sisters and I were all able to go to college and
stay in college because of student loans and support from what we
now call Pell Grants. We had lost our footing, but because of this
great country, we never lost hope that with hard work, we would
have the opportunity to live out that American dream.

o))
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But, something happened to our economy over the last three dec-
ades or so. Instead of rewards from hard work and innovation
being shared broadly, those rewards began to flow overwhelmingly
to those at the very top while everyone else was getting left behind.
But stagnant economic mobility and soaring inequality are not in-
evitable. We can expand opportunity to more Americans and en-
sure people have the tools that they need to succeed, and that is
what Congress should be focused on in the coming years.

We know that our economy thrives when America’s middle class
can earn enough to raise a family and save up for their kids’ col-
lege and put some money away for a secure retirement. But in re-
cent decades, the middle class has been squeezed. Wages have
stagnated. Workers cannot find jobs. Homeowners worry about
making their next mortgage payment. That has happened even as
incomes for the country’s top earners have increased. That trend is
simply unsustainable and unhealthy for our economy.

A recent study by the International Monetary Fund shows that
countries with higher inequality have slower growth and more tur-
bulent business cycles. As you have written, Dr. Stiglitz, the
United States has one of the highest levels of inequality among the
advanced industrial countries.

Making matters worse, as inequality has grown, it has not gotten
any easier for people to climb the economic ladder, as we will hear
from Dr. Chetty, who is joining us as we speak. Thank you very
much for being here. That research finds that the birth lottery, or
a child’s parents’ socio-economic standing, matters more today than
it used to because economic mobility is stagnant while inequality
is on the rise.

That is a very alarming trend because it goes against America’s
basic promise. Right now, there could be a child with the potential
to go on to make new medical breakthroughs or start a new busi-
ness or innovate new technologies, but even if she did not win that
birth lottery, our economy and the world might never benefit from
her talents and skills. But, Dr. Chetty, you also found in your re-
search that some areas in the U.S. have greater economic mobility,
notably places that have less inequality and good school systems.

So, we can overcome these challenges. Government alone cannot
solve the problem of inequality. Of course, businesses that create
good-paying jobs help people reach the middle class and build a
stable and secure life. But we in Congress can create the conditions
so that all Americans, from the top income earners to those in the
middle class and those struggling to get there, can succeed, and to
do that, we need to do some foundational things to help today’s
workers.

I believe that starts a with a minimum wage increase. Working
full time should not leave a family in poverty. Congress can and
should act to ensure that hard work pays off by raising the min-
imum wage for millions of workers.

Last week, I introduced the 21st Century Worker Tax Cut. That
bill would update our tax code to help today’s workers and families
keep more of what they earn. It would give working families with
children a 20 percent deduction on a second earner’s income and
expand the Earned Income Tax Credit, or EITC, for workers with-
out dependent children who are just starting out or whose children
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have already left home. Based on estimates from the Treasury De-
partment and

the Joint Committee on Taxation, those simple changes to our
tax code would help more than 13 million childless workers and
more than seven million working families climb the economic lad-
der.

My bill is paid for by closing corporate tax loopholes that both
sides have proposed closing. I know there are differences when it
comes to our parties, how we would use those savings. My bill
would close those loopholes to give workers and families some tax
relief, while Chairman Camp has proposed closing those loopholes
to pay for lower rates for corporations. I am hopeful that, especially
when they consider the kinds of challenges we are discussing
today, my Republican colleagues will rethink their approach and
joindour effort to give a tax break to struggling workers who really
need it.

We also need to address all of our deficits fairly and responsibly.
Our country faces serious long-term fiscal challenges. So while this
year our deficit is expected to be about a third of what it was just
five years ago, I want to continue to build on the $3.3 trillion in
deficit reduction we have already put in place. But at the same
time, creating opportunity means we cannot lose sight of the other
deficits that our country faces. Too many people cannot find work.
Our economy is still recovering after the worst economic downturn
since the Great Depression. So, we have to do more for people who
are struggling to find a job.

We have to also address our infrastructure deficit. Infrastructure
is what makes our economy move. It helps our businesses grow. It
makes our communities thrive. We need to make those investments
to spark economic growth and to create more jobs for more work-
ers.

We have to also give our kids the best education and training
they need to compete and lead the world, and that means investing
in early learning all the way up to college and job training pro-
grams.

And, we have to maintain a strong safety net. Programs like food
assistance and affordable housing help make sure families do not
fall into deep poverty or hunger or homelessness. Instead, it gives
families more opportunity to climb the economic ladder.

And the last point I will mention is the need to reform our tax
code. Our system is riddled with tax loopholes and special interest
carve-outs that benefit the wealthiest Americans and biggest cor-
porations, and that is unfair. Instead of spending billions on those
tax loopholes, we should be investing in national priorities that
benefit American families.

We have lots of work to do for families in our country, and in
our divided government, getting anything done is going to take bi-
partisanship and compromise. Thankfully, here in Congress, we
proved just a few months ago that is possible. Democrats and Re-
publicans can break through the bitterness and rancor, work to-
gether, and reach an agreement.

When Chairman Ryan and I sat down together after the govern-
ment shutdown last year, we faced a lot of skepticism that we
would be able to get anything done. But, we listened to each other,
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we searched for common ground, and we made some compromises.
We knew we were never going to agree on everything, but we did
not think that should mean that we could not agree on anything.
And when we got a deal just a few months ago, the vast majority
of the Congress put partisanship aside to do the right thing for the
American people.

Our two-year budget deal was a strong step in the right direc-
tion. It rolled back some of the damaging across-the-board cuts and
prevented a government shutdown. It restored some certainty by
setting budget levels, not just for 2014, but also for 2015, so our
Appropriations Committees in the House and Senate can do their
work on time using bipartisan numbers.

Now, we need to build on that. We should not relitigate our bi-
partisan budget deal or create needless uncertainty again in a
budget process that should finally be free of crisis. And I will cer-
tainly fight back against any attempts to move our country back-
wards, with deeper cuts to investments for our families and seniors
or unfair and irresponsible budget proposals that protect the
wealthiest Americans and biggest corporations from paying a
penny more of their fair share.

But, we do owe it to our constituents to keep working together
towards policies that create jobs, increase economic mobility, and
gives more people opportunity. Every child growing up today de-
serves the same shot at the American dream that my family had,
and I am ready to work with anyone, Democrat or Republican, to
get that done.

With that, I will turn it over to my counterpart, Senator Ses-
sions, and then we will hear from our experts on this.

OPENING STATEMENT OF SENATOR SESSIONS

Senator SESSIONS. Well, thank you. Thank you very much, Sen-
ator Murray, and for your leadership.

This is an important discussion, an important issue that we are
facing, and I would note that the Ryan-Murray spending limits
that we agreed on was violated again yesterday, $6 billion more
spent in 2014 than we agreed, to in that legislation that you
worked hard on to pass.

So, a sober review of the data reveals that the economic situation
for too many Americans remains unacceptable. Household incomes
have declined for five years. The number of households at the lower
end of the distribution grew by 1.7 percent, while the number of
households in the middle income decreased by 0.7 percent. In other
words, the middle class lost members to the lower-income group.
That is not the trend we want. I think we do need to understand
that and recognize it.

Our unemployment rate remains stuck around seven percent, but
this statistic obscures much of the real picture. Millions of Ameri-
cans have left the workforce entirely, bringing the workforce par-
ticipation rate to its lowest level since 1978. We were told that
massive debts accumulated over the last five years would lead to
prosperity, but we are now left with none of the prosperity and all
of the debt. Growth last year was half what the White House pre-
dicted it would be, and the White House estimates have consist-
ently been too high.
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So, I agree, Dr. Stiglitz, with one of the remarks that you have
in your statement that what matters is whether citizens see their
living standard rise year after year. A pure GDP analysis is not
sufficient. We are government officials. We have responsibilities to
the people of this country and it is appropriate to consider what is
happening and what policies might be exacerbating this condition.

Both the President and Chairman Murray have proposed as one
remedy to expand the Federal support for adults without children.
However, the President’s proposal to expand the Earned Income
Tax Credit—and this is a real tax subsidy, colleagues, not a tax de-
duction—it interacts with the Obamacare subsidies in a way that
surely would, contrary to expectations, penalize work. Because the
Earned Income Tax Credit and the Affordable Care Act phase-out
schedules correspond with one another, an adult without children
whose income goes from $14,700 to $17,700 would lose 75 cents in
higher taxes and reduced benefits for every dollar they earn. So,
this creates an incentive not to earn. To grow employment, we need
to affirm work rather than punish it.

So, it is time for a compassionate reform, indeed. First, EITC
would appear to be a better method of helping the poor than
straight government assistance. I agree with that. This can be a
point of bipartisan agreement. But, it cannot be one more program
that traps Americans in poverty, and we do not have the money to
create a new welfare program, colleagues. We do not have the
money. So, any new program can and should be paid for out of sav-
ings from existing welfare programs.

The government spends more than $750 billion a year on a maze-
like welfare bureaucracy. This money is spread across more than
80 programs in dozens of agencies with little oversight and no guid-
ing vision. Imagine how much better it would be if we combined
these programs into a single credit with strong oversight and a
greater emphasis on job training and work placement, where an in-
dividual prosperity plan could be developed for each unemployed or
underemployed worker that would help move them into a better
life financially.

So, we continue to hear about many of the government spending
projects our friend on the other side would like to fund. But, a
major reason there is no money for these new projects is because
of the huge rising interest payments on our massive debt. We have
squandered our financial inheritance and are fast moving to de-
stroy the American self-reliance and work ethic that has made our
nation so dynamic.

Let us put things in perspective. Last year, we paid out $221 bil-
lion in interest, but the Congressional Budget Office says that pay-
ment will rise in 2024 to $880 billion. The President says it will
rise in his budget to $812 billion. That single year’s interest pay-
ment is 300 times what we spend today on our National Parks. It
is 20 times what we spend today on highways. It is enough to fund
our Federal education programs for ten years. And the President
and many in the Senate, in a time of slow growth and low job cre-
ation, want to double the number of guest workers to take jobs that
are needed for our unemployed. If we care about economic growth,
if we care about prosperity, than we have got to recognize these ris-
ing interest payments threaten to drown our economy.



6

We need to create more growth, more jobs, and better pay. Some,
I think, in this country believe higher wages are bad. I do not be-
lieve higher wages are bad. It seems to me we have a surplus of
labor because wages are falling. In this economy, if we actually
have a shortage of labor, a tight labor market, wages would be
going up.

Here is how to get this economy on the right track, it seems to
me, without adding to the debt. Produce more American energy,
creating jobs right here in America, keeping wealth at home. Elimi-
nating all costly and non-productive regulations, and there are lots
of them. Make the tax code simpler and more growth oriented. En-
sure fair trade for U.S. workers by holding our foreign trading
partners accountable. We cannot allow this continued massive cur-
rency manipulation, either. Adopt an immigration policy that
serves our national interests and the interests of working poor in
America. And last week, our House Democrats endorsed a plan
that would double the flow of new immigrant workers into Amer-
ica—double the flow—which would further reduce wages and job
prospects.

We need to turn the welfare office into a job training center.
Streamlining the government itself, make our government leaner
and more productive to lessen the wealth it extracts from America.
And, finally, let us balance the Federal budget and create con-
fidence in our financial future and security for our children.

All of these steps would create jobs and growth without adding
to the debt. All of these steps would create rising incomes and
wages. All of these steps would grow the middle class, not the gov-
ernment.

Thank you, Madam Chair.

Chairman MURRAY. Thank you.

With that, we are going to turn to our three witnesses, and
again, thank you all for coming here today.

Dr. Stiglitz, we will begin with you.

STATEMENT OF JOSEPH STIGLITZ, PH.D., UNIVERSITY
PROFESSOR OF ECONOMICS, COLUMBIA UNIVERSITY

Mr. STicLITZ. Well, thank you very much. It is a great pleasure
for me to discuss with you one of the critical issues facing our coun-
try is growing inequality, the effect it is having on our economy,
and the policies that we might undertake to alleviate it.

America has achieved the distinction, as you pointed out, of be-
coming the country with the highest level of income inequality
among the advanced countries. Matters have become worse in
every dimension. More money, more than a fifth of all income, goes
to the top. More people are in poverty at the bottom. And the mid-
dle class, long the core strength of our society, has seen its income
stagnate. Median household income adjusted for inflation today is
lower than it was a quarter-century ago. There is a vicious circle.
Our high inequality is one of the major contributing factors to our
weak economy and our low growth.

Data describing the other dimensions of America’s inequality are
even worse. Inequalities in wealth are even greater than income,
and there are marked inequalities in health. The most invidious as-



7

pect of U.S. inequality, however, is the inequality of opportunity
that you referred to earlier.

America has become the advanced country not only with the
highest level of inequality of outcomes, but is among those with the
least equality of opportunity. The statistics show that the American
dream 1s a myth. The life prospects of a young American are more
dependent on the income and education of his parents than in
other advanced countries. We have betrayed one of our most funda-
mental values. The result is that we are wasting our most valuable
resource, our human resources. Millions of those at the bottom are
not able to live up to their potential.

This morning, I want to make eight observations concerning this
inequality. The first is that this inequality is largely the result of
policies, of what we do and do not do. The laws of economics are
universal. The fact that in some countries, there is so much less
inequality and so much more equality of opportunity, the fact that
in some countries, inequality is not increasing, it is even decreas-
ing, is not because they have different laws of economics. Every as-
pect of our economic, legal, and social frameworks helps shape our
inequality. In virtually every domain, we have made decisions that
help enrich the top at the expense of the rest.

The second observation is that much of the inequality at the top
cannot be justified as just desserts for the large contributions that
these individuals have made. Disproportionately, they are those
who have excelled in rent seeking and wealth appropriation, in fig-
uring out how to get a larger share of the nation’s pie rather than
enhancing the size of that pie.

Thirdly, the idea that one should not worry about inequality be-
cause everyone will benefit as money trickles down has been thor-
oughly discredited. While the top has been doing very well, the rest
has been stagnating.

Fourthly, this recession has, in turn, made inequality much
worse. Ninety-five percent of the gains since the so-called recovery
have gone to the top one percent.

Fifth, it is not the case that our economy needs this inequality
to continue to grow. One of the popular misconceptions is that
those at the top are the job creators and giving more money to
them will, thus, create more jobs. America has both creative and
entrepreneurial people throughout the income distribution. What
creates jobs is demand. When there is demand, America’s firms will
create the jobs to satisfy that demand. This growing inequality is,
in fact, weakening demand, one of the reasons that inequality is
bad for economic performance.

Sixth, we pay a high price for this inequality, for the extremes
to which inequality has grown in the nature of inequality in Amer-
ica, both in outcomes and opportunities. A divided society does not
function well. Our democracy is undermined as economic inequality
translates into political inequality. America’s politics are increas-
ingly better described as a result of a system not of one person, one
vote, but of one dollar, one vote.

Greater inequality leads to lower growth and more instability.
These ideas now have become mainstream. Even the IMF, as you
mentioned, has embraced them. We used to think of there being a
trade-off. We could achieve more equality, but only at the expense
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of giving up on overall economic performance. Now, we realize that
greater equality and improved economic performance are com-
plements.

This is especially true if you focus on appropriate measures of
growth, focusing not on what is happening on average or to those
at the top, but how the economy is performing for the typical Amer-
ican, reflected, for instance, in median income. For too many, per-
haps even a majority, the American economy has not been deliv-
ering.

And if our economy is not delivering, it not only hurts our people,
it undermines our position of leadership in the world. Will other
countries want to emulate an economic system in which most indi-
viduals’ incomes are simply stagnating? We pay a price, not only
in terms of weak economy today, but lower growth in the future.
With nearly one in four American children growing up in poverty,
many of whom face a lack of access to adequate nutrition and edu-
cation, the country’s long-term prospects are being put into jeop-
ardy.

The seventh observation is that the weaknesses in our economy
have important budgetary implications. The budget deficits of re-
cent years are a result of our weak economy, not the other way
around.

The final observation I want to make is that the role of policy
in creating inequality means there is a glimmer of hope. There are
policies that could reduce the extremes of inequality and increase
opportunity. In the last chapter of my book, The Price of Inequal-
ity, I outline 21 such policies affecting both the distribution of in-
come before taxes and transfers and after. Most of the policies are
familiar: More support for education, including preschool; increas-
ing the minimum wage; strengthening the Earned Income Tax
Credit; giving more voice to workers in the workplace, including
through unions; more effective enforcement of anti-discrimination
laws; better corporate governance; financial regulations and anti-
trust laws more effectively enforced; and a fairer tax system.

The special provisions for capital gains and dividends not only
distort the economy, but with the vast majority of the benefits
going to the top, increase inequality. At the same time, they impose
enormous budgetary costs of the kind that Mr. Sessions has em-
phasized, almost $2 trillion, if we include the provisions of step-up
of basis from the special provisions for capital gains and dividends.
If we are to avoid the creation of a new plutocracy in the country,
we have to retain a good system of inheritance and estate taxation.
We need to make sure that everyone who has the potential to go
to college can do so, no matter what the income of his parents, and
to do so without undertaking crushing loans.

In the past, when our country reached these extremes of inequal-
ity at the end of the 19th century, in the Gilded Age or in the Roar-
ing '20s, it pulled back from the brink. It enacted policies and pro-
grams that provided hope that the American dream could return
to being a reality. We are now at one of those pivotal points in his-
tory. I hope we once again will make the right decisions. You and
your committee and the budget decisions that you will be making
play a vital role in setting the country in the right direction.
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I would like to also submit for the record the paper that I wrote
on reforming taxation to promote growth and equity, where I show
that we can actually raise the revenue that we need to address the
problems of inequality and address the problems of the budget def-
icit in ways, as I say, that will reduce inequality and promote eco-
nomic growth.

Chairman MURRAY. Okay. Thank you very much. Without objec-
tion.

[The prepared statement of Mr. Stiglitz follows:]
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It is a great pleasure for me to discuss with you one of the critical issues facing our country, its
growing inequality, the effect it is having on our economy, and the policies that we might
undertake to alleviate it. America has achieved the distinction of becoming the country with
the highest level of income inequality among the advanced countries. While there is no single
number that can depict all aspects of society’s inequality, matters have become worse in every
dimension: more money goes to the top (more than a fifth of all income goes to the top 1%),
more people are in poverty at the bottom, and the middle class—Ilong the core strength of our
society—has seen its income stagnate. Median household income, adjusted for inflation, today
is lower than it was in 1989, a quarter century ago.2 An economy in which most citizens see no
progress, year after year, is an economy that is failing to perform in the way it should. Indeed,
there is a vicious circle: our high inequality is one of the major contributing factors to our weak
economy and our low growth.

As disturbing as the data on the growing inequality in income are, those that describe the other
dimensions of America’s inequality are even worse: inequalities in wealth are even greater
than income, and there are marked inequalities in health, reflected in differences, for instance,
in life expectancy. But perhaps the most invidious aspect of US inequality is the inequality of
opportunity. America has become the advanced country not only with the highest level of
inequality, but is among those with the least equality of opportunity—the statistics show that

! University Professor, Columbia University. Testimony prepared for presentation to Senate Budget Committee,
April 1, 2014.

*For large segments of the American population, matters are even worse. The inflation adjusted median income
of a male worker with only a high school degree has fallen by 47% from 1869 to 2009. For additional data sources
and explanation of these trends, see my “Reforming Taxation to Promote Growth and Equity,” forthcoming as a
Roosevelt institute working paper, which is submitted along with this written testimony. Inequality is discussed in
even greater detail in my 2012 book, The Price of Inequality: How Today's Divided Society Endangers Our Future,
New York: W.W. Norton.

1
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the American dream is a myth; that the life prospects of a young American are more dependent
on the income and education of his parents than in other developed countries, We have
betrayed one of our most fundamental values. And the result is that we are wasting our most
valuable resource, our human resources: millions of those at the bottom are not able to live up
to their potential.

This morning, | want to make eight observations concerning this inequality. The first is that this
inequality is largely a result of policies—of what we do and don’t do. The laws of economics are
universal: the fact that in some countries there is so much less inequality and so much more
equality of opportunity, the fact that in some countries inequality is not increasing—it is
actually decreasing—is not because they have different laws of economics. Every aspect of our
economic, legal, and social frameworks helps shape our inequality: from our education system
and how we finance it, to our health system, to our tax laws, to our laws governing bankruptcy,
corporate governance, the functioning of our financial system, to our anti-trust laws. in
virtually every domain, we have made decisions that help enrich the top at the expense of the
rest.

The second observation is that much of the inequality at the top can’t be justified as “just
deserts” for the large contributions that these individuals have made. If we look at those at the
top, they are not those who have made the major innovations that have transformed our
economy and society; they are not the discoverers of DNA, the laser, the transistor; not the
brilliant individuals who made the discoveries without which we would not have had the
modern computer. Disproportionately, they are those who have excelled in rent seeking, in
wealth appropriation, in figuring out how to get a larger share of the nation’s pie, rather than
enhancing the size of that pie. (Such rent seeking activity typically actually results in the size of
the economic pie shrinking from what it otherwise would be.) Among the most notable of these
are, of course, those in the financial sector, who made their wealth by market manipulation, by
engaging in abusive credit card practices, predatory lending, moving money from the bottom
and middle of the income pyramid to the top. So too, a monopolist makes his money by
contracting output from what it otherwise would be, not by expanding it.

Thirdly, the idea that one shouldn’t worry about inequality because everyone will benefit as
money trickles down, has been thoroughly discredited. In some ways, | wish it were true, for if
it were, it would mean that the average American would be doing very well today, because we
have thrown so much money at the top. But the statistics | gave a few minutes ago shows that
it is not true: while the top has been doing very well, the rest has been stagnating.

Fourthly, this recession—while in no small measure caused by the financial sector which itself is
responsible for so much of our inequality today—has in turn made inequality so much worse.
95% of the gains since the so-called recovery have gone to the top 1%.

2
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Fifth, it is not the case that our economy needs this inequality to continue to grow. One of the
popular misconceptions is that those at the top are the job creators; and giving more money to
them will thus create more jobs. America is full of creative entrepreneurial people throughout
the income distribution. What creates jobs is demand: when there is demand, America’s firms
{especially if we can get our financial system to work in the way it should, providing credit to
small and medium-sized enterprises) will create the jobs to satisfy that demand. And
unfortunately, given our distorted tax system, for too many at the top, there are incentives to
destroy jobs by moving them abroad. This growing inequality is in fact weakening demand—
one of the reasons that inequality is bad for economic performance.

Sixth, we pay a high price for this inequality, in terms of our democracy and nature of our
society. A divided society is different—it doesn't function as well. Our democracy is
undermined, as economic inequality inevitably translates into political inequality. | describe in
my book how the outcomes of America’s politics are increasingly better described as the result
of a system not of one person one vote but of one dollar one vote. One of the prices we pay for
the extremes to which inequality has grown and the nature of inequality in America—both
inequality in outcomes and inequalities of opportunities—is that we have a weaker economy.
Greater inequality leads to lower growth and more instability. These ideas now have become
mainstream: even the IMF has embraced them. We used to think of there being a trade-off:
we could achieve more equality, but only at the expense of giving up on overall economic
performance. Now we realize that, especially given the extremes of inequality achieved in the
US and the manner in which it is generated, greater equality and improved economic
performance are complements.

This is especially true if we focus on appropriate measures of growth, focusing not on what is
happening on average, or to those at the top, but how the economy is performing for the
typical American, reflected for instance in median income.  For too many—perhaps even a
majority—the American economy has not been delivering. And if our economy is not
delivering, it not only hurts our people, it undermines our position of leadership in the world:
will other countries want to emulate an economic system in which most individuals’ incomes
are simply stagnating?

We pay a price not only in terms of a weak economy today, but lower growth in the future.
With nearly one in four American children growing up in poverty,® many of whom face a lack of
access to adequate nutrition and education, the country’s long-term prospects are being put
into jeopardy.

3 5ee http://www.childstats.gov/americaschildren/ecola.asp {accessed March 30, 2014).
3
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The seventh observation is that the weaknesses in our economy have important budgetary
implications. The budget deficits of recent years are a result of our weak economy, not the
other way around. If we had more robust growth, our budgetary situation would be far
improved. That’s why investments in decreasing inequality and increasing equality of
opportunity make sense not only for our economy, but for our budget. When we invest in our
children, the asset side of our country’s balance sheet goes up, even more than the liability set:
any business would see that its net worth is increased. In the long run, even looking narrowly
on the liability side of the balance sheet, it will be improved, as these young people earn higher
incomes and contribute more to the tax base.

The final observation | want to make is that the role of policy in creating inequality means there
is a glimmer of hope. Policy created the problem, and it can help get us out of it. There are
policies that could reduce the extremes of inequality and increase opportunity—enabling our
country to live up to the values to which it aspires. There is no magic bullet, but there are a
host of policies that would make a difference. In the last chapter of my book, The Price of
Inequality, | outline 21 such policies, affecting both the distribution of income before taxes and
transfers and after. We need to move more people out of poverty, strengthen the middle class,
and curb the excesses at the top. Most of the policies are familiar: more support for
education, including pre-school; increasing the minimum wage; strengthening the earned-
income tax credit; giving more voice to workers in the workplace, including through unions;
more effective enforcement of anti-discrimination laws; better corporate governance, to curb
the abuses of CEQ pay; better financial sector regulations, to curb not just market manipulation
and excessive speculative activity, but also predatory lending and abusive credit card practices;
better anti-trust laws, and better enforcement of the laws we have; and a fairer tax system—
one that does not reward speculators or those that take advantage of off-shore tax havens with
tax rates lower than honest Americans who work for a living. If we are to avoid the creation of
a new plutocracy in the country, we have to retain a good system of inheritance and estate
taxation, and ensure that it is effectively enforced. We need to make sure that everyone who
has the potential to go to college can do so, no matter what the income of his parents—and to
do so without undertaking crushing loans. We stand out among advanced countries not only in
our level of inequality, but also on how we treat student loans in our bankruptcy loans. A rich
person borrowing to buy a yacht can get a fresh start, and have his loans forgiven; not so for a
poor student striving to get ahead. The special provisions for capital gains and dividends not
only distort the economy, but, with the vast majority of the benefits going to the very top,
increase inequality—at the same time that they impose enormous budgetary costs: $2 trillion
dollars over the next ten years, according to the CBO.* While the elimination of the special

* See Congressional Budget Office, 2013, The Distribution of Major Tax Expenditures in the Individual Income Tax

System, May, p.31, availabie at http://cbo.gov/sites/default/files/chofiles/attachments/TaxExpenditures One-
4
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provisions for capital gains and dividends is the most obvious reform in the tax code that would
improve inequality and raise substantial amounts of revenues, there are many others that |
discuss in the attached paper which { would like to submit for the record.

A final point is that we must be careful of how we measure our progress. If we use the wrong
metrics, we will strive for the wrong things. Economic growth as measured by GDP is not
enough—there is a growing global consensus that GDP does not provide a good measure of
overall economic performance. What matters is whether growth is sustainable, and whether
most citizens see their living standards rising year after year. This is the central message of the
International Commission on the Measurement of Economic Performance and Social Progress,
which | chaired. Since the beginning of the new millennium, our economy has clearly not been
performing in either of these dimensions. But the problems in our economy have been
manifest for longer. As|have emphasized, a key factor underlying America’s economic
problems today is its growing inequality and the low level of opportunity.

in the past, when our country reached these extremes of inequality, at the end of the 19%
century, in the gilded age, or in the Roaring 20s, it pulled back from the brink. It enacted
policies and programs that provided hope that the American dream could return to being a
reality.

We are now at one of these pivotal points in history. | hope we once again will make the right
decisions. You and your committee, in the budget decisions that you will be making, play a vital
role in setting the country in the right direction.

Column.pdf (accessed March 28, 2014). This figure includes the effects of the “step-up of basis at death”
provision, which reduces the taxes that heirs pay on capital gains. Not including this provision, the ten-year
budgetary cost of preferential treatment for capital gains and dividends is $1.34 trillion.

5
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Chairman MURRAY. Dr. Chetty, thank you very much.

STATEMENT OF RAJ CHETTY, PH.D.,, WILLIAM HENRY
BLOOMBERG PROFESSOR OF ECONOMICS, HARVARD UNI-
VERSITY

Mr. CHETTY. Chair Murray, Ranking Member Sessions, and
members of the committee, it i1s my pleasure to speak to you today
about opportunity and inequality in the United States.

As you know, America is often hailed as the land of opportunity,
a society in which children can succeed regardless of their family
background. However, opportunities for upward income mobility in
the U.S. are actually lower than in other countries.

To take one statistic, a child born to parents in the bottom fifth
of the income distribution in America has a 7.5 percent chance of
reaching the top fifth of the income distribution, as you see here
on the slides. In contrast, if you look at Denmark, a child born in
the bottom fifth of the income distribution there has an 11.7 per-
cent chance of reaching the top fifth. So, that is, children in Den-
mark have a 50 percent higher rate of realizing the American
dream than children growing up in America.

Now, this low social mobility in the U.S. is not a new or tem-
porary problem. Mobility has been low in the U.S. for the past sev-
eral decades. However, because of the increase in inequality dis-
cussed by Professor Stiglitz, the lack of mobility is a much more
pressing problem today. In a society without much inequality, mo-
bility would not matter very much because everyone would have
similar incomes regardless of whether they moved up or not. But
in a society with very high levels of inequality, a lack of oppor-
tunity is a severe problem and can substantially hamper economic
growth.

Now, the stability and mobility over time has led some to ques-
tion whether social mobility can be meaningfully influenced by pol-
icy. I think the answer to this question is, yes, mobility can be im-
proved by changes in policies that you can shape. The reason I am
confident that mobility is malleable is that there are substantial
differences in mobility across communities within America, as illus-
trated in this map here, which I am going to turn to next.

So, this is a heat map which shows you the chance that a child
born to parents in the bottom fifth of the distribution, the income
distribution, reaches the top fifth across areas of the United States.
Lighter colors are areas with higher levels of upward mobility. So,
what you can see from this map is that in some parts of the U.S,,
such as the Southeast or the Rust Belt, children who are born in
the bottom fifth of the distribution have less than a five percent
chance of reaching the top fifth. In contrast, in other areas, such
as the Great Plains and the West Coast, the odds exceed 15 per-
cent.

Now, one thing you have to remember is no matter what policies
you enact, you are never going to have more than 20 percent of
people in the top 20 percent, right. So, the fact that you have odds
of 15 percent versus five percent, you know, these are really big
differences in rates of upward mobility across places within the
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Now, there is substantial variation in upward mobility even
among the largest cities. So, to take some examples here shown in
this table, in cities like Salt Lake City and San Jose, you have
rates of mobility that are comparable to Denmark and the most
mobile countries in the world. But in contrast, if you look at other
cities, like Milwaukee or Charlotte, North Carolina, the odds of
reaching the—rising from poverty to the upper parts of the income
distribution are much, much lower, lower than any developed coun-
try for which we currently have statistics.

Now, this variation in economic mobility across areas in the U.S.,
in my view, is actually some reason for optimism, because if we can
make every city in America have mobility rates like San Jose or
Salt Lake City, the United States would become one of the most
upwardly mobile countries in the world and this would dramati-
cally change economic growth and the structure of the economy.

So, this naturally leads to the next question which we have in-
vestigated in our research. What makes some places in America
have much higher rates of upward mobility than others? So, we
find five key factors that are correlated with differences in upward
mobility across areas.

The first is segregation. Areas with more racially integrated
neighborhoods and more mixed-income neighborhoods tend to have
higher rates of upward mobility.

The second, as Senator Murray mentioned, is inequality. Areas
with greater inequality, in particular, a smaller middle class, have
less opportunity for mobility, as well.

Third, as you might expect, areas with better schools, for in-
stance, better teachers, smaller classes, better funding, tend to
have higher levels of upward mobility.

Fourth, areas with greater social capital, which are proxies for
the strength of social networks and community involvement in an
area, also tend to have higher levels of upward mobility.

And finally, mobility is much higher in areas with stronger fam-
ily structures, areas with fewer single parents, for example. Now,
a very important thing to note there is that even children of mar-
ried parents have higher rates of upward mobility if they live in
a community with fewer single parents. So, this is something about
the structure of the community and not, per se, whether you have
single or married parents.

So, these correlations do not necessary tell us what causes the
differences in mobility across areas, but the results of the research
that I have been describing point to certain types of policy solu-
tions, and that is the last set of issues that I would like to discuss.

First, since rates of upward mobility vary widely across cities, as
I have shown you, place-based initiatives that focus on specific
areas, for instance, improving mobility in Charlotte or Milwaukee,
may be more effective than addressing the problem at a national
level. Such policies might include targeted tax credits, efforts to re-
vitalize local communities such as Promise Zones, or funding for
improvements in local schools and investments in infrastructure.

Second, much of the spatial variation in children’s outcomes
emerges before they start working. We find that children in areas
with low-income mobility also have higher teenage birthrates and
lower college attendance rates. So, by the time they are in their
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teenage years, you are seeing children in Charlotte and in Mil-
waukee falling behind if they are from disadvantaged families. This
tells me that it is important to improve childhood environments
rather than focusing exclusively on providing jobs and ladders for
opportunity as adults. I think both are very important.

Third, there is clear evidence that improving primary education
can have substantial effects on mobility. For example, in a recent
study tracking one million students over 25 years, my colleagues
and I find that a high-quality, excellent teacher generates more
than $1.4 million in earnings gains for a single classroom of stu-
dents over their lives. Hence, programs that increase teacher sala-
ries and provide incentives for local school districts to retain and
recruit higher-quality teachers are likely to have very large payoffs.
Importantly, such investments in education have substantial re-
turns throughout childhood, not just in the earliest years.

Finally, perhaps the simplest and most cost effective way to im-
prove mobility may be to construct and publicize local statistics on
economic mobility. For instance, offering awards or grants to areas
that have substantially improved their rates of upward mobility
could spark local policy changes. I think that shining a spotlight
on the communities where children do have opportunities to suc-
ceed can enable others to learn from their example and increase op-
portunities for economic mobility throughout America.

Thank you.

[The prepared statement of Mr. Chetty follows:]



18

Improving Opportunities for Economic Mobility in the United States

Testimony for the
Budget Committee
United States Senate

Hearing on “Opportunity, Mobility, and Inequality in Today’s Economy”
Dirksen Senate Office Building, Room SD-608
April 1, 2014

by

Raj Chetty
Professor of Economics, Harvard University




19

The United States is often hailed as the “land of opportunity,” a society in which a child's
chances of success depend little on her family background. However, opportunities for upward
income mobility in the U.S. are lower than in other countries (Corak 2013). For example, a child
born to parents in the bottom fifth of the income distribution has a 7.5% chance of reaching the top
fifth of the income distribution in the United States. But in Denmark, a child born in the bottom fifth
has an 11.7% chance of reaching the top fifth — a 50% higher rate of realizing the “American Dream”
of moving up the income ladder than children in America.’

Improving the rate of upward income mobility is an important issue for policy makers not
just because it is one of the core principles of American society but also because improving mobility
can have substantial economic payoffs. Unlike other issues that involve sharp tradeoffs, increases in
absolute upward income mobility are likely to benefit everyone in society. Children from
disadvantaged backgrounds naturally benefit directly from higher levels of upward mobility. But
affluent individuals benefit as well, because upward mobility contributes to economic growth and
reduces the number of individuals receiving transfers from the government, saving taxpayers money.

This testimony discusses recent research that offers lessons about how to improve economic
mobility in the United States. It draws primarily on evidence from the Equality of Opportunity
Project, which presents comprehensive statistics on mobility in the United States based on millions of
anonymous earnings records. These statistics reveal that mobility has been low in the U.S. relative to
other developed countries for the past several decades. While mobility has been stagnant over time,
there is substantial geographic variation in mobility within the U.S., with some areas offering rates of
upward mobility comparable to the most mobile countries in the world, such as Denmark. Based on
this evidence, I discuss a set of policies - including place-based initiatives and investments in
improving the quality of primary education — that can increase upward mobility.

Trends in Mobility

1 begin by discussing trends in intergenerational mobility in the US. In a recent paper
(Chetty et al. 2014a), we find that percentile-based measures of intergenerational mobility have not
changed significantly between the 1971-1993 birth cohorts (see Figure 1 below). For example, the
probability that a child reaches the top fifth of the income distribution given parents in the bottom
fifth of the income distribution is 8.4% for children born in 1971, compared with 9.0% for those born
in 1986. Children born to the highest-income families in 1984 were 74.5 percentage points more
likely to attend college than those from the lowest-income families. The corresponding gap for
children born in 1993 is 69.2 percentage points.

! Other measures of mobility ~ such as the probability of reaching the middle class or the correlation between parent
and child income -~ exhibit similar patterns to those discussed in this testimony. I focus on the probability of moving
from the bottom to top fifth for simplicity.
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Figure 1. Time Trends in Intergenerational Mobility in the U.S.
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This figure plots the difference in average income percentiles for children born to low vs. high-income parents in
each year from 1971-1993. On average, children from the poorest families grow up to be 30 percentiles lower in the
income distribution than children from the richest families, a gap that has been stable over time. For children born
after 1986, estimates are predictions based on college attendance rates.

Putting together these results with evidence from Hertz (2007) and Lee and Solon (2009) that
intergenerational mobility did not change significantly between the 1950 and 1970 birth cohorts, we
conclude that rank-based measures of social mobility have remained stable over the second half of
the twentieth century in the United States.

Although rank-based measures of mobility remained stable, income inequality increased
substantially over the period we study.? Hence, the consequences of the “birth lottery” — the parents
to whom a child is born — are larger today than in the past. A useful visual analogy (shown in Figure
2) is to envision the income distribution as a ladder, with each percentile representing a different
rung. The rungs of the ladder have grown further apart (inequality has increased), but children’s
chances of climbing from lower to higher rungs have not changed (rank-based mobility has remained
stable).

% This result may be surprising in light of the well known cross-country relationship between inequality and
mobility, termed the “Great Gatsby Curve” by Krueger (2012). However, much of the increase in inequality has
come from the extreme upper tail (e.g., the top 1%) in recent decades, and top 1% income shares are not strongly
associated with mobility across countries or across mefro areas within the U.S. (Chetty et al. 2014b). Moreover,
other countervailing trends — such as improved civil rights for minorities, greater access to higher education, and the
war on poverty — may have offset the impacts of increased inequality.
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Figure 2. Changes in the Income Ladder in the U.S.
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Combined with the increase in inequality, the stability in rates of mobility means that
children’s economic prospects depend more heavily on their parents’ income today than in the past.
The fact that mobility is significantly lower in the U.S. than in most other developed countries
(Corak 2013) is thus a more imperative problem today than it was half a century ago.

The stability in mobility over time had led some to question whether social mobility can be
meaningfully influenced by policy (Clark 2014). Is mobility in the U.S. destined to be low relative to
other countries because of its unique characteristics? Next, I turn to evidence on differences in
mobility across communities within the United States, which paints a much more positive picture and
suggests that mobility can in fact be improved in the U.S.

Geographical Differences in Mobility

In Chetty et al. (2014b), we characterize geographical variation in intergenerational mobility
across the United States. We construct measures of intergenerational mobility for 741 “commuting
zones” (CZs). Commuting zones are geographical aggregations of counties that are similar to metro
areas but also cover rural areas. We assign children to a CZ based on their location at age 16 (no
matter where they live as adults), so that their location represents where they grew up. When
analyzing local area variation, we rank both children and parents based on their positions in the
national income distribution. Hence, our statistics measure how well children do relative to those in
the nation as a whole tather than those in their own particular community.

We find substantial variation in mobility across areas, as illustrated in Figure 3. This heat
map shows the probability that a child who grew up in a bottom-quintile income family reaches the
top-quintile of the income distribution across areas of the U.S. In some parts of the U.S. — such as
the Southeast and the Rust Belt — children in the bottom quintile have less than a 5% chance of
reaching the top quintile. In other areas, such as the Great Plains and the West Coast, children in the
bottom quintile have more than a 15% chance of reaching the top quintile.
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Figure 3. The Geography of Intergenerational Mobility
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This map shows the probability that a child who grew up in bottom-quintile income families reaches the top-quintile
of the income distribution across areas of the U.S. Lighter colors represent areas where children from low-income
families are more likely to move up in the income distribution.

Table 1. Upward Mobility in the 50 Largest Metro Areas: The Top 10 and Bottom 10

QOdds of Reaching Odds of Reaching
Rank Commuting Zone Top Fifth from Rank Commuting Zone Top Fifth from
Bottom Fifth Bottom Fifth
1 San Jose, CA 12.9% 41 Cleveland, OH 5.1%
2 San Francisco, CA 12.2% 42 St. Louis, MO’ 51%
3 Washington DC 11.0% 43 Raleigh, NC 5.0%
4 Seattle, WA 10.9% 44 Jacksonville, FL 4.9%
5 Salt Lake City, UT 10.8% 45 Columbus, OH 4.9%
6 New York, NY 10.5% 48 Indianapolis, IN 4.9%
7 Boston, MA 10.5% 47 Dayton, OH 4.9%
8 San Diego, CA 10.4% 48 Atlanta, GA 4.5%
9 Newark, NJ 10.2% 49 Milwaukee, Wi 4.5%
10 Manchester, NH 10.0% 50 Charlotte, NC 4.4%
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There is substantial variation in upward mobility even amongst large cities that have
comparable economies and demographics. Table 1 lists upward mobility statistics for the 50 largest
metro areas, focusing on the 10 cities with the highest and lowest levels of upward mobility. Cities
such as Salt Lake City and San Jose have rates of mobility comparable to Denmark and other
countries with the highest rates of mobility in the world. Other cities — such as Charlotte and
Milwaukee — offer children very limited prospects of escaping poverty. These cities have lower rates
of mobility than any developed country for which data are currently available.

In ongoing work, we find that if a child moves from a city with low upward mobility (such as
Milwaukee) to a city with high upward mobility (such as Salt Lake City), her own income in
aduithood rises in proportion to the time she is exposed to the better environment. This finding
shows that much of the difference in upward mobility across areas is driven by a causal effect of
differences in the local environment rather than differences in the characteristics of the people who
live in different cities.

The variation in economic mobility across cities in the U.S. is reason for optimism. If we can
make every city in America have mobility rates like San Jose or Salt Lake City, the United States
would become one of the most upwardly mobile countries mobile in the world. This naturally leads
to the next question: what makes some places in America have much higher rates of upward mobility
than others?

Correlates of the Spatial Variation in Mobility

To understand the determinants of mobility, in Chetty et al. (2014b), we explore the
correlations between upward mobility and various factors that have been discussed in prior work by
sociologists and economists.

The first pattern we document is that upward income mobility is significantly lower in areas
with larger African-American populations. However, white individuals in areas with large African-
American populations also have lower rates of upward mobility, implying that racial shares matter at
the community rather than individual level. One mechanism (among many others) for such a
community-level effect of race is segregation. Areas with larger black populations tend to be more
segregated by income and race, which could affect both white and black low-income individuals
adversely. Indeed, we find a strong negative correlation between standard measures of racial and
income segregation and upward mobility. Moreover, we also find that upward mobility is higher in
cities with less sprawl, as measured by commute times to work. These findings lead us to identify
segregation as the first of five major factors that are strongly correlated with mobility.

The second factor we explore is inequality. CZs with larger Gini coefficients have less
upward mobility, consistent with the “Great Gatsby curve” documented across countries (Krueger
2012, Corak 2013). In contrast, top 1% income shares are not highly correlated with intergenerational
mobility both across CZs within the U.S. and across countries. Although one cannot draw definitive
conclusions from such correlations, they suggest that the factors that erode the middle class hamper
intergenerational mobility more than the factors that lead to income growth in the upper tail.

Third, proxies for the quality of the K-12 school system are also correlated with mobility.
Areas with higher test scores (controlling for income levels), lower dropout rates, and smaller class
sizes have higher rates of upward mobility. In addition, areas with higher local tax rates, which are
predominantly used to finance public schools, have higher rates of mobility.
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Fourth, social capital indices (Putnam 1995) — which are proxies for the strength of social
networks and community involvement in an area — are very strongly correlated with mobility, For
instance, high upward mobility areas tend to have more religious individuals and greater participation
in local civic organizations.

Finally, the strongest predictors of upward mobility are measures-of family structure such as
the fraction of single parents in the area. As with race, parents’ marital status does not matter purely
through its effects at the individual level. Children of married parents also have higher rates of
upward mobility if they live in communities with fewer single parents. Hence, single parenthood
itself is not a key predictor of differences in upward mobility; rather, living in a community with
many single parents is associated with lower upward mobility.

We find modest correlations between upward mobility and local tax and government
expenditure policies and no systematic correlation between mobility and local labor market
conditions, rates of migration, or access to higher education.

While these correlations suggest that differences in local policies and community structures
could have important effects on upward mobility, it is very important to recognize that the
correlations cannot be interpreted as causal effects. For instance, areas with high rates of segregation
may also have other characteristics that could be the root cause driving the differences in children’s
outcomes. Hence, one cannot draw policy lessons directly from these correlations without further
research into causal pathways. However, the evidence discussed above does shed some light on the
types of policies that can improve mobility. I turn to these implications in the next and final section.

Policy Implications

Combined with other evidence from research, the results summarized above yield several lessons for
policies to improve upward mobility in America.

1. Place-Based Initiatives. Since rates of upward mobility vary widely across cities, place-based
policies that focus on specific cities — such as Charlotte or Milwaukee — may be more effective
than addressing the problem at a national level. Such policies may include targeted tax credits,
efforts to revitalize local communities via efforts such as “promise zones,” or funding for
improvements in local schools and investments in infrastructure. For example, the federal
government could provide matching grants to local communities that undertake specific
initiatives to improve mobility in their area with demonstrable impacts.

2. Focus on Childhood Environments. The data show that much of the spatial variation in children's
outcomes emerges before they enter the labor market. In particular, children in areas with low
income mobility also have higher teenage birth rates and lower college attendance rates. These
findings indicate that the differences in mobility are driven by factors that affect children while
they are growing up. Hence, it is important to prioritize investments that change childhood
environments rather than focusing exclusively on providing jobs and ladders of opportunity for
adults who are already working.

3. Invest in Improving the Quality of Education. Among the factors correlated with mobility
discussed above, improvements in the quality of education have the clearest causal effects on
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upward mobility. For example, in a study that tracked more than 1 million children from
childhood to early adulthood (Chetty, Friedman, and Rockoff 2013), we find that better teachers
— as measured by test-score based value-added metrics — substantially increase students’ earnings
and college attendance rates. We estimate that an excellent teacher generates more than $1.4
million of earnings gains for a single classroom of students over their lives. These findings
imply that programs that increase teacher salaries and provide incentives for local school districts
to recruit and retain higher quality teachers are likely to be valuable. Similarly, other studies
have presented evidence from randomized experiments showing that investments in improving
pre-schools (e.g., Heckman et al. 2010) and reducing the size of classrooms (e.g., Chetty et al.
2011, Fredriksson et al. 2013, Dynarski et al. 2013) can also have significant long-term payoffs.
Importantly, such investments in education have substantial returns throughout childhood, not
just in the earliest years,

. Disseminate Information on Local Performance. Perhaps the most cost-effective way to improve
mobility may be to publicize local statistics on economic mobility and other related outcomes.
Simply drawing attention to the areas that need improvement can motivate local policy makers to
take action. Moreover, without such information, it is difficult to determine which programs
work and which do not. The federal government is well positioned to construct such statistics at
minimal cost with existing data. The government could go further by offering awards or grants
to areas that have substantially improved their rates of upward mobility. Shining a spotlight on
the communities where children have opportunities to succeed can enable others to learn from
their example and increase opportunities for economic mobility throughout America.
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Chairman MURRAY. Thank you very much.
Dr. HALL.

STATEMENT OF KEITH HALL, PH.D., SENIOR RESEARCH
FELLOW, MERCATUS CENTER

Mr. HALL. Chairwoman Murray, Ranking Member Sessions, and
members of the committee, thank you for the invitation to discuss
income and equality and today’s economy. I appreciate the oppor-
tunity to testify today.

Nearly five years after the end of the Great Recession, the labor
market today is still far from full recovery. The share of the work-
ing-age population with employment remains lower today than at
the end of the recession in 2009. At the heart of this poor labor
market recovery lies weak economic growth.

I want to talk about three things in my testimony. First, I want
to talk about disengagement from the labor force. I believe that our
unprecedented disengagement from the labor force is the biggest
ongoing economic challenge that we face today.

Second, I want to talk about jobs and income inequality. Because
of the impact of employment on income inequality, particularly on
poverty, I believe that our current disengagement from the labor
force is a real concern for income inequality in the U.S. in the near
term and we should not lose sight of this fact.

Third, I want to talk about economic policy and income inequal-
ity. We need to be keenly aware of what impact current policies
and proposed policy changes are likely to have on the size of the
U.S. labor force and, therefore, on income inequality in the United
States, and this is in the near term, in particular.

First, labor force disengagement. We have had an unprecedented
disengagement from the labor force in the United States. This is,
I believe, the biggest ongoing economic challenge that we face
today. We should, therefore, be very cautious about how our cur-
rent policy choices may contribute to this problem.

Since the beginning of the recession, participation in the labor
force has fallen to a 35-year low of just 63 percent. While some of
this decline was expected and is due to an aging population, most
was not. In 2013, labor force participation was at a 20-year low or
longer for every age range between 20 and 54 years old. If you look
at my written testimony and see Figure 1, you will see the data
on that.

The adverse effects of this are real for American families. It is
well established that individuals experiencing job loss will have
large and persistent earnings losses for years afterwards. Also, the
young graduating from school into a bad labor market will remain
behind in their careers for well over a decade. Further, the longer
an individual is out of the labor force, the less likely they are to
return to employment. With four million long-term unemployed
and likely millions more long-term jobless, this disengagement may
already be permanently affecting the size of our labor force going
forward.

Fully eliminating the effect of our aging baby boomers reaching
retirement, I estimate that the labor force is currently short over
4.5 million people. Last year alone, this amounted to a loss of $500
billion in potential national income.
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Second, jobs and income inequality. Let me start with a simple
statement. Government spending does not move people out of pov-
erty. Jobs do. I am not suggesting that the government social safe-
ty net is not important. However, despite a dramatic increase in
government spending on means tested programs, there were a
record 46 million people living in poverty in 2012. Lack of employ-
ment is the primary cause of this poverty. Most of those aged 18
to 64 years old who were in poverty did not have as much as a sin-
gle week of employment during 2012. Only about 11 percent had
full-time employment.

Further, we have never had a decline in the poverty rate that
was not associated with a rise in the rate of employment. And,
since the late 1990s, employment appears to be the only thing that
reliably reduces poverty. If you look again at my written testimony,
Figure 2 shows this relationship. For this reason, I believe that
this disengagement from the labor force is our biggest threat to im-
proving income inequality in the United States in the near term.

Third, I want to talk about economic policy and income inequal-
ity. Because of the current state of the labor market and its impact
on income inequality in the short run, I want to emphasize that
policies that either raise the cost of hiring or make it more difficult
for individuals to return to the labor force are counterproductive to
our labor market recovery. They can even contribute to income in-
equality through encouraging continued disengagement from the
labor force.

I want to briefly mention three examples. First, the proposal to
raise the Federal minimum wage from $7.25 to $10.10 an hour may
have the perverse and unintended effect of increasing income in-
equality. It is, of course, a laudable goal to see wages increase, par-
ticularly for those who could benefit the most from the raise. How-
ever, forcing employers to pay more to low-skilled workers could
mean job losses for a group that is already having trouble finding
work and fewer hours for a sector of the labor market that mainly
works part-time.

No matter what you have heard about the effects of raising the
minimum wage, there is a significant amount of economic research
that finds raising the minimum wage only benefits some workers
at the expense of jobs for others, particularly the least skilled and
experienced workers.

The current proposal represents a huge 39 percent increase in
the hourly wage cost of hiring for many. Common sense dictates
that raising the cost of hiring the least skilled workers will force
employers to look to substitutes like higher skilled workers or rap-
idly advancing technology. The Congressional Budget Office re-
cently agreed, estimating that half-a-million people will lose their
jobs as a result. The least skilled and experienced workers will pay
this price in job loss.

A second example is the Affordable Care Act. CBO’s recent find-
ing that the Affordable Care Act will significantly reduce the incen-
tive to work by the equivalent of more than two million full-time
workers in just a few years is deeply concerning.

And, third, a broader example of a counterproductive policy is
raising the regulatory burden for companies while we still have a
struggling labor market. While new regulation may be important,
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they raise the cost of production and, therefore, the cost of hiring
production workers. Many of those workers have below-average
wages to begin with, and in a bad labor market, job loss is much
costlier for affected families.

So, in conclusion, our current very low rate of labor force partici-
pation needs to be a central focus of policy makers. We should
focus on what the government is doing that makes it harder for
companies to increase hiring and avoid policies that discourage in-
dividuals from reentering the labor force. Government assistance to
the low-income and jobless is important, but the reemployment of
the jobless is what we need to reduce poverty and lower income in-
equality.

Thank you.

[The prepared statement of Mr. Hall follows:]
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Chairwoman Murray, Ranking Member Sessions, and members of the Committee: Thank you for the
invitation to discuss income inequality and today’s economy. I appreciate the opportunity to testify today.

Nearly five years after the end of the Great Recession, the labor market today is still far from full recovery.
At Just 58.8 percent, the share of the working-age population with employment is still below what it was in
2009. Inadequate growth is at the heart of this poor recovery. We have, in fact, been very fortunate to get
a relatively modest level of job creation given the fact that the economy has grown at an average annual
rate of just 1.6 percent over the past three years.

The problem of this inadequate job growth for everyone in America can be explained as follows:

« We have seen an unprecedented disengagement from the labor force since the end of the
recession. Last year, labor force participation was at its lowest level in 35 years. This is, I be-
lieve, the biggest ongoing economic challenge that we face today.

« Unless we stop this trend and begin to bring back the millions of Americans who are no
longer in the labor force, we will have permanently lower economic growth, slower income
growth, and rising income inequality.

¢ Inorder to assist American families to escape poverty, we must focus on policies that sup-
port employment by encouraging economic growth, lowering the cost of hiring for employ-
ers, and increasing incentives to re-enter the labor force.

LABOR FORCE DISENGAGEMENT
The adverse effects of joblessness are real for American families, It is well established that individuals expe-
riencing job loss have large and persistent earnings losses for years afterwards, Recent estimates find that,
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Robin Landauer Walker, (202) 550-9246, rwalker@mercatus.gmu.edu
Mercatus Center at George Mason University, 3434 Washingtor Boulevard, 4th Floor, Aslington, VA 22201
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on average, lower earnings will continue for nearly 20 years. Further, the impact on the long-term jobless is
even more severe and millions of jobless today stand the real risk of never returning to the labor force.

Since the beginning of the recession, participation in the labor force has fallen to just 63 percent. This is the
equivalent of a withdrawal of nearly 7.5 million people. While some of this decline was expected and is due
to an aging population, most was not. In 2013, labor force participation was at a 20-year low or longer for
every age range between 20 and 54 years old. (See figure 1) Fully eliminating the effect of our aging baby
boomers reaching retirement, T estimate that the labor force is currently short over 4.5 million people.

This unprecedented disengagement from the labor force has serious implications for the economy.
Using CBO’s methodology, this 4.5 million-person shortfall in the labor force last year alone was equiv-
alent to a $500 billion shortfall in potential national income. This is a 3.0 percent loss of income for
American families.

The problem of disengagement from the labor force needs urgent attention. It has always been true that
the longer an individual is out of the labor force, the less likely they are to return to employment. With
four million long-term unemployed and likely millions more long-term jobless, this disengagement may
already be permanently effecting our labor force, and we could have a permanently smaller workforce.
This, I believe, is the biggest threat to improving income inequality in the United States.

EMPLOYMENT AND POVERTY

Despite the end of the recession in 2009 and a dramatic increase in government spending on means-tested
programs, there were still a record 46 million people living in poverty in 2012. Federal spending alone on
these programs was $750 billion in FY 2011, up over 30 percent from FY 2008. Lack of employment is the
primary cause of this poverty, Most of those aged 18 to 64 years old who were in poverty didn’t have as
much as a single week of employment in 2012. Only about 11 percent had full-time employment.

Government spending does not move people out of poverty—jobs do. We have never had a decline in the
poverty rate that wasn’t associated with a rise in the rate of employment, Since the late 1990s, employ-
ment appears to be the only thing that reliably reduces poverty. (See figure 2.)

We should focus on jobs if our goal is to have a significant impact on income inequality in the United
States in the near term. We should be encouraging hiring by helping to lower the cost of hiring to firms.
Similarly, we should be encouraging disengaged workers to re-enter the labor force. Policies that either
raise the cost of hiring or reduce the incentive for work are counterproductive. They often can even
contribute to income inequality by contributing to disengagement from the labor force.

For example, the proposal to raise the minimum wage from $7.25 to $10.10 an hour may have the perverse
and unintended effect of increasing income inequality in the United States. It is, of course, a laudable goal
to see wages increase, particularly for those who could benefit the most from the raise. However, forc-
ing employers to pay more to low-skilled workers could mean job losses for a group that is already having
trouble finding work and fewer hours for a sector of the labor market that mainly works part-time.

No matter what yow've heard about the effects of raising the federal minimum wage, there is a signifi-
cant amount of economic research that finds raising the minimum wage only benefits some workers
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at the expense of jobs for others—particularly the least skilled and experienced workers. The current
proposal represents a huge, 39 percent increase in hourly wage cost of hiring for many, Common sense
dictates that raising the cost of hiring the least skilled workers will force employers to look to substi-
tutes like higher skilled workers or rapidly advancing technology.

In 2013, there were 8.8 million people making between $7.25 and $8.25 an hour. I'll call these the “near-
minimum-wage” earners. These are the least experienced and least skilled of our workforce. Most are
under the age of 25 and have no more than a high school diploma. The biggest economic problem for
this group is securing employment of any type. Less than half are even in the labor force, and for those
that are, the unemployment rate is 21.7 percent—well over three times the national average.

The Congressional Budget Office also recognizes that raising the minimum wage would only benefit
some workers at the expense of jobs for others. They estimated that half a million people will lose their
jobs as a result of increasing the minimum wage to $10.10. These “near-minimum-wage” earners would
be the ones paying the price of job loss because we raised their cost of hiring by nearly 40 percent.

Another example of a policy that will contribute to our problem of disengagement from the labor force
is the Affordable Care Act. CBO’s recent finding that the Affordable Care Act will significantly reduce
the incentive to work by the equivalent of more than 2 million full-time workers in just a few years is
deeply concerning.

More generally, raising the regulatory burden for companies while we have a struggling labor market
is counterproductive. While new regulations may be important, they raise the cost of production and
therefore the cost of hiring production workers. Many of these workers have below-average wages to
begin with, and in a bad labor market, job loss is much costlier for affected families.

Raising the rate of labor force participation needs to be a central focus of federal policymakers, in order
to strengthen our economy and raise the prospects of low-income Americans, To do this, we need to
make it easier, not harder, for companies to increase hiring. We also need to encourage individuals to
re-enter the labor force, not discourage them. Government assistance for the jobless is important, but
the re-employment of the jobless is what we need to reduce poverty and lower income inequality.
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Figure 1. Change in labor force percentage rate since 2007.
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Figure 2. The relationship between jobless rate and poverty.
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Chairman MURRAY. Well, thank you, all of you, for your testi-
mony today.

I want to start with a question about the types of policies that
we here in Congress should consider if we want to create more op-
portunity and improve economic mobility and strengthen our mid-
dle class.

Over the last several years, we have made significant progress
towards addressing our medium-term budget deficits, and while I
certainly believe that we need to build on the foundation we laid
with the Bipartisan Budget Act and continue to address our long-
term debt challenges, I also really worry that we have not done
nearly enough to address the many other deficits that our country
faces today, which I believe are a big part of the reason why eco-
nomic opportunity is so scarce for so many families these days. I
know my colleagues on the other side of the aisle tend to argue
that rather than invest in education or fix our crumbling infra-
structure or patch the holes in our social safety net, that we should
reduce taxes for those at the top and cut back on those services.

So, Dr. Stiglitz, I want to ask you your thoughts today on the im-
portance of public investments—education, infrastructure, scientific
research—and ask you if these types of public investments are an
important part of improving economic mobility in this country.

Mr. STiGLITZ. Yes, I very strongly believe they do. Let me try to
emphasize a couple points. One, if we focus—we need to focus on
both sides of the nation’s balance sheet. When we talk about the
debt, every company looks at both its liabilities, what it owes, and
its assets. And the fact that in the government, you only look at
one side, is a big mistake. We should be looking not only at what
we owe, but also the assets. And what are the assets? The assets
are human capital, the investments in people, our infrastructure,
investments in technology.

So, if we were looking at this like a company, it would be clear
that these were good investments. We can borrow today at a nega-
tive real interest rate, and there are lots of studies that show that
the returns on these investments are enormous. So, that is one as-
pect.

The second one is that in making those investments, we would
create demand. The real problem today with our economy is lack
of aggregate demand. That is why there are not jobs. In the sectors
of our economy where there is demand, jobs are being created. So,
it is lack of demand that is really holding the economy back.

So, if we started investing in areas like you mentioned, infra-
structure, education, we would increase demand in those areas. We
would create jobs. And that would strengthen our economy.

Now, what is very clear is that one of the sources of inequality
is the lack of demand. It is hurting the poor, people in the middle,
because both directly because of the unemployed, but indirectly,
the unemployment is driving down wages. It is one of the things.
But we have to remember, this is a quarter-century problem. It is
not just something that has been post the recession. It has gotten
worse. That is what I emphasize. But, it has been there for a long
time.

And part of the reason it is there for a long time is the under-
investment in education. Professor Chetty pointed out the impor-
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tance of, for instance, those childhood investments, preschool edu-
cation, recognized by Professor Heckman in his research.

So, it is the failure to make these investments that both lead to
the weak economy today, will contribute to a weak economy tomor-
row, and both through the macroeconomic and through the effects
on the children, are going to create more inequality.

Chairman MURRAY. Dr. Chetty, you have been studying the rela-
tionship between different factors in economic mobility. Let me ask
you sort of the same question, and in your research, have you
found that lowering taxes for the wealthiest Americans helps im-
prove mobility?

Mr. CHETTY. Thank you. No. So, we have studied, as I men-
tioned, various factors that are correlated with differences in mobil-
ity across areas and over time, and we do not find any evidence
that lowering tax rates on the wealthiest Americans would increase
mobility. In fact, I would say to the contrary, as Professor Stiglitz
was saying. You have got to think about where you are spending
the revenue that you collect.

So, if you raise taxes and collect additional revenue that you
then invest in better schools or better infrastructure, given the
rates of return that we found on such investments, I would think,
actually, precisely the opposite, that in a situation such as the one
we are in today, where many people think we are under-investing
in basic infrastructure that is going to have a huge long-term pay-
off for the American economy, we need to find, as Senator Sessions
said, we need to fund those investments in some way. And, on net,
I would say, increasing the taxes on the wealthiest and closing cer-
tain loopholes, for instance, in the corporate tax system, as you
suggested, would, if invested well, have very large returns.

Chairman MURRAY. Okay. Thank you. My time is up.

Senator SESSIONS.

Senator SESSIONS. Thank you.

Dr. Hall, I did not realize that your chart shows something sur-
prising to me, and that is that the dropout or the decline in the
workforce participation is much higher from the historical average
among younger workers than it is among the older workers. You
actually have, from 60 to 65 and over, about a two percent increase
in participation, whereas from age 20 to 24, there is a 6.7 percent
decline in workforce participation. From 50 to 54, a four percent
decline in workforce participation. You expressed concern about all
this. Would you share with us a little more your thoughts on those
numbers.

Mr. HALL. Well, sure. You know, there has been lots of talk
about the effect of the aging baby boomers, that that is the reason
for labor force—

Senator SESSIONS. Madam Chairman, Senator Johnson needs to
go, and I told him I would let him go first and I just blithely went
right on in asking questions. Could I yield to him, and I will try
to reduce my time by a minute when I get to my time?

Chairman MURRAY. Absolutely. Of course.

Senator SESSIONS. He has another meeting, and I am glad he
could be here.

Senator JOHNSON. Thank you, Senator Sessions and Madam
Chair.
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I would like to go to Mr. Hall right off the bat, a similar type
of question. Mr. Hall, you talked about our workforce being 4.5 mil-
lion people short. Can you just tell me where you are getting that
from and explain that.

Mr. HALL. Well, sure. If you look at what is typical participation
rates by age, for example, the participation rates in 2007 were
rather different than they are right now, and so, really, what I just
did is I look at every single age and look at what the participation
rate was in 2007 and what the participation rate is right now, and
you find that we are short in terms of the average participation at
every single age rage between 20 and 54 right now, and this is
pretty significant.

So, the part of the issue, I think, that we really need to face is
getting people back engaged in the labor force. It is not just baby
boomers that are retiring. This is every age. The young in par-
ticular, actually, have really dropped out of the labor force, and I
think that is a real concern going forward.

Senator JOHNSON. Okay. You are just talking about a shortage
in the labor force. You are not saying that there are 4.5 million jobs
available that are not being filled.

Mr. HALL. Well, that is right. That is right. In fact, if you were
to look at where we are short in jobs, we are short in jobs probably
10.5 million people—jobs, actually.

Senator JOHNSON. We had a pretty interesting witness before the
Budget Committee here last year, Gary Alexander, who is the Sec-
retary of Public Welfare in Pennsylvania. He had a pretty inter-
esting study that he conducted on single moms which showed the
disincentive nature—disincentivizing nature of all the assistance
programs. Basically, his conclusion was that a single mom was bet-
ter off only earning up to $29,000 because her combination of earn-
ings plus benefits, a total of $57,000, versus earning $69,000 where
her combination income and benefits would be the same amount,
basically, $57,000 after tax. In other words, she had a 100 percent
maximum tax rate from $29,000 to $69,000 with increased taxes as
well as reduction in benefits. Can you just speak to that type of
problem in terms of the incentives not to continue working.

Mr. HALL. Sure. You know, I do not want to—we need a social
safety net. That is an important thing. But we need to be very
aware of what sort of incentives that creates with our policies.
Keeping people—making it hard for people to reenter the labor
force and making it hard for businesses to rehire people, I think,
really creates a problem. And so many people out of the labor force
for so long is a problem because the longer people are out, the less
likely they are to ever return to the labor force. So, to some degree,
we can make people unemployable by keeping them out of the labor
force for a long period, like we have seen.

Senator JOHNSON. You know, I agree. We are a compassionate
society. We all want a strong social safety net. But the problem is,
how do you design that social safety net where it really stays con-
fined to those people that really need it and does not start creeping
into populations where it creates this kind of disincentive for par-
ticipation in the labor force.

My final question really has to do with mobility. We are always
talking about income mobility. What about geographic mobility and
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what effect—there are jobs going wanting up in North Dakota, up
in those energy fields. In the State of Wisconsin, we have 18,000
welding jobs that are unfilled. So, what is the effect—I mean, why
do we no longer have that mobility? Why do people feel like they
really should not go to the areas where there really are lucrative
jobs for the taking?

Mr. HALL. Well, certainly, sort of fiscal location mobility would
be something that would slow down a recovery and make it dif-
ficult for folks to recover, and that is really a good point, that we
have a very weak labor market, but not everywhere in every indus-
try. There are industries where you can see some real issues with
difficulty finding workers, qualified workers. That is the sort of
thing we ought to worry about, is mobility of all different types, be-
cause that is a real strength for an economy.

Senator JOHNSON. I would just like to ask the other witnesses,
do you have any comment on that lack of mobility, or the fact that
we simply—people are not moving to where the jobs are.

Mr. STiGLITZ. Yes. One of the problems is that when people have
very little wealth, because the people at the bottom have no
wealth—in fact, a lot of them have negative wealth—they cannot
afford to just take the risk of moving somewhere else. There is a
piece of legislation, I do not know whether it is in the House or the
Senate, that has been introduced to try to provide assistance to
help people move, mobility assistance, and it has gotten bipartisan
support and I think it is an important kind of measure, because
people do not have the resources to up and move.

Part of the reason is the severity of the housing crash. People at
the bottom had a very large fraction of their wealth in their hous-
ing—always—but then the house prices came down. They were
over-indebted. They had been sold wrong mortgages. And so this
has exacerbated, which is something that is always a problem—the
Great Recession has exacerbated, and the data that has recently
come out from the Fed about the wealth at the bottom has really
highlighted this particular problem, and I think it is something
that Congress ought to be doing something about.

Senator JOHNSON. Okay. Well, thank you.

Thank you, Madam Chair and Senator Sessions.

Chairman MURRAY. Thank you very much.

Senator KAINE.

Senator KAINE. Thank you, Madam Chairwoman, and to the wit-
nesses, thank you for your testimony.

We are in an interesting centennial that I just discovered this
morning, and I just want to read something before I ask a couple
of questions. Quote, “After the success of the moving assembly line,
Henry Ford had another transformative idea. In January 2014
[sic]l, he startled the world by announcing that Ford Motor Com-
pany would pay $5 a day to its workers. The pay increase would
also be accompanied by a shorter workday. While this rate did not
automatically apply to every worker, it more than doubled the av-
erage auto worker’s wage. Henry Ford had reasoned that since it
was now possible to build inexpensive cars in volume, more of them
could be sold if employees could afford to buy them. The $5 day
helped better the lot of all American workers and contributed to
the emergence of the American middle class. In the process, Henry
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Ford had changed manufacturing forever.” That is from a Ford
Motor Company press release issued earlier this year celebrating
the 100th year anniversary of that wage increase.

The question I want to ask all of you is really about tax policy.
As a general matter, we have made the policy decision to tax salary
from labor at significantly higher rates than earnings from invest-
ments. To what extent does that contribute to inequality, and to
what extent does it affect our economy? I would like to hear from
all of you about that.

Mr. SticLITZ. Okay. Well, very briefly, it obviously creates a lot
of—contributes to inequality, because the distribution of capital,
wealth, is much more concentrated than the distribution of wage
income. So, what you are doing—if you look at the data in the CBO
study that recently came out, if you look at the data of who bene-
fits from that lower taxes of capital gains, who benefits from the
lower preferential treatment of dividends, who benefits from the
step-up of basis on death, it is disproportionately money all at the
top. So, this is a provision that creates more inequality.

At the same time, the next one I referred to, the cost over ten
years of these special provisions is basically $2 trillion. That is a
lot of money that would go a long way to putting our budget in bet-
ter shape.

The evidence that this leads to more investment just is not there.
You know, when they are keeping their money in the Cayman Is-
lands or, you know, it is not there because of the greater sunshine
makes the money grow faster than for the lack of sunshine, and
they often take that money and are not reinvesting it in America.
So, we could have a tax program that would incentivize investment
in America, job creation in America, but that is not what these spe-
cial provisions are really doing.

Senator KAINE. Dr. Chetty.

Mr. CHETTY. Yes. I would agree with everything Professor
Stiglitz said. I think the key issue here is that capital income is
much more concentrated than labor income.

Another point that adds onto that is because you have to meet
a given budget, if you have lower capital income tax rates, you nat-
urally have to have higher labor income tax rates and that poten-
tially leads to more of the disincentive effects that were mentioned
before, where people feel like their net return to working is smaller
and it is harder—it is more costly for companies to hire workers.

So, in my view, a reform that moved towards increasing capital
income tax rates, either investing that money, again, coming back
to infrastructure, education, or lowering labor income tax rates,
would likely improve the strength of the American economy.

Senator KAINE. Dr. Hall.

Mr. HALL. I am not an expert in tax policy. I will not speak too
much on it, other than I do feel like we try to do too much with
our tax policy. You know, I think when you try to conduct policy
through taxes, you create a lot of incentives and you create a lot
of problems with that.

Just in general for me, I think, I would rather see tax policy
there to generate revenue and not try to manipulate things in the
economy. Just simplify the tax code. Get rid of loopholes. Make it
basic.



39

Senator KAINE. You know, I think the history would show that
we taxed earnings from capital at higher rates than earnings from
labor for a very long time, and then we attempted to begin to ma-
nipulate and moved the taxation on capital and labor to approxi-
mately an equivalent, and now we have moved the taxation on
earnings from capital to significantly less. So, I think there has
been a manipulation of the tax code in the ways you described.

The traditional answer has been that education is one of the
great lifters and levelers in that opportunity. What are the barriers
to that being the case today, and answer quickly, because I have
pretty much used up my time.

Mr. STiGLITZ. Okay. I mean, really, we focus on higher education.
It is getting very expensive, particularly with the recession, the
cutback in State aid. Tuition has soared. We mentioned before that
median income is at a quarter-century low, so incomes are going
down. Tuition is going up. The only way to make it is debt. And
the form of debt the United States has is really crushing, because
bankruptcy law, you cannot get forgiveness of that even in bank-
ruptcy. Other countries, like Australia, have come up with really
good proposals like income-contingent loans, where the amount you
repay depends on your income. So, it is not the crushing effect, and
it has worked very well. It is one of the reasons why they have suc-
ceeded in getting more equality of opportunity in Australia than in
the United States.

Senator KAINE. Thank you, Madam Chairwoman.

Chairman MURRAY. Thank you very much.

Senator Sessions, we will go back to you.

Senator SESSIONS. All right. Thank you.

Dr. Hall, you indicated three things that would actually—I think
it is indisputable—would reduce jobs in America. That is the min-
imum wage increase that the CBO has told us. There is no doubt,
I think, that the Affordable Care Act has been a detriment. Two-
thirds of the jobs last year that were created were part-time. Some
of that clearly was Affordable Care Act. And that more regulations,
excessive regulations. Maybe regulation is good for one industry,
but it applies to too many industries. That is unhealthy.

Let me ask you a few things that might be healthy and helpful
without adding to our debt. If the United States were to exploit
this new ability to produce energy, both onshore and offshore and
on Federal lands, would that help create jobs and wealth in Amer-
ica and tax revenue for the government?

Mr. HALL. Absolutely, and actually, it already has. The job
growth in, for example, the natural gas industry has really been
pretty impressive, despite the job loss in the rest of the private sec-
tor since 2006.

Senator SESSIONS. And you mentioned the tax code simpler, and
I agree with that. It needs to be more growth oriented and simpler,
it seems to me. Can we do that? Could we retain this current level
of revenue and create a tax code that is, in fact, simpler and help
create more growth than we are seeing today?

Mr. HaLL. Well, absolutely. I do not want to go too far beyond
my expertise, but I think that is right. I think the efforts to look
at the tax code and look at just sort of simplifying it, getting rid
of loopholes and getting a simpler basic tax code whose real goal
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is just to collect taxes, not to do all sorts of things, has real poten-
tial benefit.

Senator SESSIONS. Dr. Stiglitz, the problem about loopholes is
something we have gone around about a good bit here. I think
there is not support in Congress to close loopholes to fund new
spending, but there is a belief that we can create a tax code that
is more growth oriented. In fact, Chairman Baucus was clear that
we ought to close loopholes, have a simpler system, but use that
to keep the rates more competitive worldwide. How would you ana-
lyze that issue?

Mr. STIGLITZ. Actually, mean, obviously, we need a better tax
system. I referred to the special provisions on capital gains and
dividends that, I think, do not lead to stronger growth. The way we
treat foreign income of multinationals and American companies
that operate abroad, that they can keep the money abroad, reinvest
the money abroad and not bring it in the United States, is an in-
centive to create jobs abroad. So, we have a perverse tax system
which encourages job creation abroad.

But, the actual effect of the corporate income tax, lowering that
would not help, I believe, because, remember, at the margin, firms
can borrow and debt on the part of firms is tax deductible. In fact,
most evidence is that most firms finance the marginal investment
by debt. It is tax deductible. So, the income is taxed at the same
rate that the interest is tax deductible. There is no significant ad-
verse effect, in fact, from the corporate income tax. So lowering the
corporate income tax would provide no benefit.

What we should do is to say, if you invest in America, you can
get a lower rate. If you do not invest in America, you actually
should pay a higher rate. So, I would argue that get rid of the cor-
porate loopholes, raise the corporate income tax, but give a break
for those who invest in America.

Senator SESSIONS. Well, that is pretty much the government di-
recting a lot of things that I am not sure we are able to do.

Dr. Chetty, thank you for your participation. I do think moving
from the bottom quintile to the top is a big move, and maybe cul-
turally, we have already done so much of that that we will not ex-
pect to see that. I would like to see people move from lower income
levels to middle income levels, the middle income level to move up
a level or two in a system that is fair. I think that would be better
for America, and it was within our grasp. My time is up, but—

Mr. CHETTY. If I could just say one thing on that, I absolutely
agree. So, the statistics I presented were just one example, focusing
on moving from the bottom fifth to the top fifth. But you see ex-
actly the same patterns that I showed you if you look at, say, mov-
ing from the bottom fifth to the middle class. The places that look
better in terms of helping kids move up all the way to the top also
are better in terms of helping kids reach the middle class. And I
agree that that would be a great goal. The U.S. falls behind other
countries in achieving that goal, as well.

Senator SESSIONS. Well, our numbers that I just said show we
are dropping from middle income to lower income, unfortunately,
a little bat.

Chairman MURRAY. Senator Sanders.
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Senator SANDERS. Thank you, Madam Chair, and thanks for
holding this important hearing, and thank you very much for our
guests for being here.

I do not have a whole lot of time. Let me just focus very briefly,
if I could, on three issues. While we are dealing today with econom-
ics and finances, ultimately, we are dealing with a moral issue of
what kind of nation we want to become. From a moral perspective,
Dr. Stiglitz and other members of the panel, do you have a problem
that the top one percent owns 38 percent of the financial wealth
of America while the bottom 60 percent owns all of 2.3 percent? Do
we have a problem that one family, the Walton family of Wal-Mart,
owns more wealth than the bottom 40 percent of the American peo-
ple, one family? Should Congress begin to address income and
wealth inequality from a moral perspective? Dr. Stiglitz, very brief-
ly, because I have a couple of other questions. Yes or no, do you
think?

Mr. STIGLITZ. Yes. Yes, but it also has strong economic—

Senator SANDERS. I am going to get to that in a second, within
my two minutes here.

Dr. CHETTY.

Mr. CHETTY. Yes. I certainly agree that inequality, and to the ex-
tent it creates inequalities in opportunity, which I believe it does,
it is a moral issue.

Senator SANDERS. Okay. Dr. Hall.

Mr. HALL. My expertise is in economics, but I will just say, I
think we should be focusing more on raising the incomes of the low
and focusing on those, increasing mobility for the low. That should
be the focus and not so much worrying about whether the wealthy
make a lot or not.

Senator SANDERS. So, you do not have a concern that the top one
percent own 38 percent—

Mr. HALL. Well, what I want is I want to see a better outcome.
I want to see a better outcome for the low-income folks, and I think
the way to do that is to focus on their situation.

Senator SANDERS. Let me ask this, and again, I know I am a lit-
tle bit off subject here and I apologize for that, but it is important.
I think, Dr. Stiglitz, you touched on this. When we talk about un-
fair distribution of wealth and income, what we are seeing, espe-
cially in recent years, is the wealthiest people in this country are
not simply reinvesting their money in business or putting it under
their mattress. They are, in a very significant way, putting that
money into politics, to elect politicians who will represent their in-
terests.

Do you have a concern with, say, the Koch family spending what
we think will be hundreds and hundreds of millions of dollars on
the political process, that Sheldon Adelson just the other day had
a primary which he brought potential Republican candidates to au-
dition in front of him? Is that a problem for American democracy?

Mr. STIGLITZ. Very much so, and I think it also is a problem for
America’s confidence in its political system. If Americans come to
believe that the political system is bought, they will lose faith in
one of our fundamental values.

Senator SANDERS. Right. Dr. Chetty, is that a problem, do you
think?
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Mr. CHETTY. Yes, I certainly agree with that view.

Senator SANDERS. Dr. Hall, is that a problem?

Mr. HALL. Well, first of all, again, it is not my area of expertise—

Senator SANDERS. I do realize that.

Mr. HALL. —but this has always been an issue. This has always
been part of free speech, is people get to do what they want to do
to impact politics and outcomes in government.

Senator SANDERS. Okay. So, you think free speech is the ability
to buy elections?

Mr. HALL. Well, I did not say buy elections.

Senator SANDERS. But that is the practical implication of that—

Mr. HALL. No, and—

Senator SANDERS. I appreciate it. Okay.

Mr. HALL. And singling out people—you know, there are lots of
folks who contribute—

Senator SANDERS. There are.

Mr. HALL. and lots of folks who try to have an influence.

Senator SANDERS. There surely are.

Third question, which is something you guys do know something
about, and that is economics. When so few—my understanding is
that about half the American people have less than $10,000 in sav-
ings. It is rather extraordinary. That means one car accident, one
illness, you are in financial ruin. But, the bottom line is, when so
few have so much and so many have so little, can you create—and
when 70 percent of the GDP is based on consumer consumption,
can you create the jobs you need, or is this really—this inequality
an impediment to job creation? Dr. Stiglitz.

Mr. STiGLITZ. Yes. As I said before, one of the major problems in
the United States right now is a lack of adequate demand, insuffi-
ciency of demand, and people at the top spend less than those at
the bottom. And it is one of the problems, not only in the United
States but globally, that is contributing to the weak recovery that
Wwe are experiencing.

Senator SANDERS. That so many folks have just no money to buy
anything and—

Mr. STiGLITZ. Exactly.

Senator SANDERS. Yes.

Mr. STIGLITZ. And before the crisis, remember, what we—the
way we kept our economy going was on an artificial life support of
a bubble.

Senator SANDERS. Right.

Mr. STIGLITZ. And it was only the bubble that was able to offset
the adverse inequality—

Senator SANDERS. That was debt, borrowing money and—

Mr. STIGLITZ. Exactly.

Senator SANDERS. Right. Dr. Chetty, what do you think?

Mr. CHETTY. Yes. So, I think the low savings rates of low-income
people is potentially a problem. And coming to your question about
what would stimulate jobs and aggregate demand, there is good
evidence that if you give a dollar to a person with below-median
income, much more of that is spent than if you give a dollar to a
person at the top end of the income distribution. So, if you are try-
ing to raise aggregate demand, these things are intricately linked—
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Senator SANDERS. Such as extending long-term unemployment,
putting money in the hands of people who desperately need that
money.

Mr. CHETTY. The marginal propensity to spend out of unemploy-
ment benefits is extremely high, so that, I think, would have a
stimulative—

Senator SANDERS. Dr. Hall.

Mr. HALL. Well, the thing I want to emphasize is the inverse of
that relationship. Economic growth helps reduce income inequality.
You do not change the poverty rate unless people get jobs and you
get stronger economic growth. That relationship, I think, is clear.

Senator SANDERS. But, let me ask you this on that point. If 95
percent of all new income generated in recent years went to the top
one percent, is that, in fact, true, that economic growth is going to
impact poverty?

Mr. HaLL. Well, let me just talk about just the general facts,
okay, about economic growth. We have had very weak economic
growth. The last three years, new growth has averaged about 2.2
percent a year, all right. We have been very lucky to get 190,000
jobs a month over that time period. That is actually very strong job
growth given that weak economy.

So, I still think at the heart of our labor market problems is a
weak economy. It is not—

Senator SANDERS. I think you are right, but my point would be
that even if you had more economic growth, if you had this kind
of incredible inequality in terms of income, if 95 percent of all new
income went to the top one percent, you can have six percent
growth and still see an increase in poverty.

Mr. HALL. The sort of thing I am worried about is that we have
a very large number of long-term unemployed or long-term jobless
and these folks are not just long term, they are very long-term job-
less. These folks are going to have a really, really hard time getting
back into the labor market unless we focus on these focus and get
stronger growth. Actually, what really happens in a typical busi-
ness cycle is once you get stronger growth, once you get three per-
cent-plus economic growth, then you finally rehire those long-term
unemployed—

Senator SANDERS. Do we extend long-term unemployment bene-
fits to help those folks?

Mr. HALL. I do not object to a long-term unemployment benefit.
I do not object to that. That is part of the safety net. Now, there
are some effects, of course, disincentive effects of that, but you have
got to sort of weigh the two things. I am worried about other poli-
cies, though, that really do impact this cost of hiring and incentive
to work.

Senator SANDERS. Okay. Thank you very much.

Chairman MURRAY. Thank you.

Senator KING.

Senator KING. Thank you, Madam Chair.

A couple of quick observations. One is, this is important. It is im-
portant for economics, this distribution, because the middle class
are the customers. And the biggest problem with this economy now
is a lack of demand, and it is because the middle class does not
have money. They masked their declining standard of living in the
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1980s and early 1990s by women going into the workplace. It was
then masked by debt in the late 1990s and early 2000s and there
are no masks left and we are stuck with an economy that is stag-
nant because of a lack of demand.

It is also important because of an issue of social stability. We do
not want to become a country of gated communities, a country
where the rich live behind walls with barbed wire. You go to some
Latin American countries and that is exactly what you see.

Senator Kaine mentioned Henry Ford. Henry Ford was the ulti-
mate capitalist, but who realized he needed customers. And I worry
today that with the concentration of wealth, that those at the top
have forgotten that they need customers. So, I think there are very
serious implications of this for the long-term strength not only of
our economy, but of our political economy, of our political system,
which is based on the premise that people have hope of moving up.
And if people lose that hope and decide that the system is entirely
rigged against them, that is going to produce instability and a level
of political and economic resentment that we have never seen in
this country and I think it is very dangerous.

Secondly, I want to identify myself with Senator Sessions, his
points about interest costs. I think we are whistling by the grave-
yard on interest costs right now. It is two percent. If it goes to 4.5
percent, just the cost of interest is going to exceed the entire de-
fense budget. It is going to sink all of the priorities of everybody
sitting around this table.

Finally, I want to get to a couple of honest to goodness questions,
and I do not expect answers now, but I would like to see, Mr. Hall,
particularly, data on what is causing lower labor force participa-
tion. You know, what are the factors? And, by the way, I believe
that is a problem. I talk to tradesmen in Maine, people, plumbers,
carpenters. They cannot get help even in a time of high unemploy-
ment. They say these guys come to work, they work three days,
and then they do not show up on Thursday and they wonder why
I fire them. There is a problem. There is a subterranean problem
going on about people, particularly young people, who do not
seem—now, there are millions that want to work, that desperately
are looking for jobs, but there is a problem there and I would love
to see some data or studies, at least, on what is causing that.

Second, I am a great believer in regulatory reform and the cost
of regulation to our society. It would really help me to have data
on that. If you guys could do some case studies or know of studies
in real live cases where regulatory drag has significantly impaired
economic growth, profitability, ability to hire, I think that is very
important.

Mr. Hall, a question for you. I go to a lot of—I am all over Maine
on weekends, talk to a lot of people. Put yourself in my shoes. I
am at the gates of Bath Iron Works. There is a guy there who
works hard every day. It is really backbreaking work, and he pays
35, almost 38 percent on his income tax. And a guy down the street
who is getting dividends pays 20. How do you explain to that guy
why he is paying almost twice as much taxes as this guy that gets
his money out of the mailbox?

Mr. HaLL. Well, I will just go back to my general comment about
tax policy. Tax policy should be for revenue generation and we
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should be collecting revenue with that. We should not be trying to
do all sorts of little manipulations—

Senator KING. So, does that not argue for the same rate on all
forms of income?

Mr. HALL. It does. You know, like I say, I am not a tax expert—

Senator KING. Did you hear him say, “It does.” Let the record
show.

[Laughter.]

Senator KING. Go ahead.

Mr. HALL. You know, I just—for example, I do not know what
the facts are, for example, on tax rates. I could not tell you how
much distortion we wind up getting—

Senator KING. Well, it is 39.5 at the top end for income and it
is 20 for capital gains. It was—and I just cannot explain that to
a working man, why what he is doing gets taxed at almost twice
the rate as the other guy. I have never—help me out here.

Mr. HALL. Well, I think the sort of thing that I find bothersome,
one of the reasons we have such a low savings rate is our tax policy
encourages people to spend. We get a tax break for housing. We get
a tax break for a lot of things. And that is almost certainly one of
the reasons why the savings rate is so low, is because our tax pol-
icy distorts people’s behavior with things like that.

Senator KING. Well, I would argue that—

Mr. HALL. Our housing boom—go ahead.

Senator KING. —encouraging people to buy houses is encouraging
investment, not spending. I would see that—

Mr. HALL. Well—

Senator KING. That is the source of wealth for most American
families.

Mr. HALL. It is hard not to see that a lot of our troubles are a
housing bubble where, perhaps, people over-purchased housing.
There is too much investment in housing. That is certainly some-
thing that differs in the United States to in other countries.

Senator KING. Dr. Chetty, this is a question, I think, for the
record, because I am running out of time, but you do a scale of up-
ward mobility by county around the country. I am going to submit
a question for the record of we have our--I look at it—counties that
are different levels, and I would just like some explanation, back-
ground on what that really means, county to county, and how we
deal with that.

I think, finally, the question is, how do we as government policy
makers improve this issue of income inequality without turning the
government into Robin Hood? I do not think we have a responsi-
bility to take from the rich and give to the poor. I think the ques-
tion is, how do we improve—how do we build policies that provide
incentives and also the opportunities for greater growth. I like your
ideas about looking at student loans and how we deal with that,
because right now, we have thousands and millions of kids grad-
uating from college with what amounts to a mortgage and no house
and I would like to see you supply us some—with help. We need
proposals for solutions. This is a problem. We need data and we
need proposals for solutions.

Thank you very much, gentlemen. Thank you, Madam Chair.

Chairman MURRAY. Thank you very much.
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Senator WHITEHOUSE.

Senator WHITEHOUSE. Thank you, Madam Chair.

In any discussion of taxes, I cannot help but point, particularly
after we have heard more of the ardent commentary of our Repub-
lican friends about the debt and the deficit, that the tax loopholes
that contribute to that debt and that deficit, they appear to defend
with a rare and special passion, whether it is the carried interest
exemption that allows billionaires to pay lower tax rates than brick
masons, whether it is the offshore tax havens that allow American
corporations to pay essentially no taxes, use our roads, use our
courts, enjoy the benefit of a free society that everybody else pays
for, and then run their money offshore and avoid the tax man, or
letting the richest companies in the history of the planet continue
to enjoy oil subsidies.

Every time we try to address those, it is the very same people
who like to give these ardent statements on the debt, then defend
all of those loopholes, and it causes me to take with a grain of salt
how serious we are about the debt if we are willing to—if we would
prefer to maintain those tax preferences than to deal with it. And,
clearly, they are political. It is very wealthy people and very
wealthy corporations and very wealthy interests that are behind all
of those.

So, to my friend from Maine, if he wants to explain to the guy
at Bath Iron Works why the tax code works that way, I would ask
how many people who work at Bath Iron Works are big political
donors, whereas the folks who are getting the big capital benefits
are the billionaires, and they are the ones who are pouring money
into elections and they are getting things their way. And it is im-
portant for us, I think, to stand up against that in order to have
this run more fairly.

Mr. Stiglitz, I read in your paper on reforming taxation to pro-
mote growth and equity the following. “A tax on carbon emissions
has even more benefits. It encourages firms to make carbon-reduc-
ing investments, to retrofit their firms to reflect the true costs of
the pollution that they generate. A tax on pollution has a triple
dividend because it leads to a better environment which can itself
lead to stronger economic performance, and it raises revenue even
as it reduces the bad externalities spilling over on the rest of us.
Moreover, it incentivizes firms to retrofit, thus encouraging invest-
ment that leads to higher output and employment.”

Could you comment a little further on that, and particularly on
the value of a revenue-neutral carbon fee.

Mr. STIGLITZ. Yes. The point you quoted is exactly right. This is
an example of—

Senator WHITEHOUSE. I should hope you think so, since I was
quoting you.

Mr. STIGLITZ. Yes, I know, but—

[Laughter.]

Mr. STIGLITZ. People often say that taxes have to depress the
economy, and what I wanted to emphasize there was that this is
a kind of tax that can actually stimulate the economy at the same
time that it is raising revenues and improving our environment.

Senator WHITEHOUSE. And you won a Nobel Prize.
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1(\1/11". STIGLITZ. Yes. This is, you know, very commonly accepted,
and—

Senator WHITEHOUSE. Including among economists—

Mr. STIGLITZ. Among economists—

Senator WHITEHOUSE. —who negotiated with Republican Presi-
dents—

Mr. STiGLITZ. Most would say, yes, there is a distortion in our
economy because there is something that is imposing a cost on our
society and people are not paying for it. It is like a subsidy, in a
sense. They are not paying a real cost that they are imposing on
the American economy, the American society.

Senator WHITEHOUSE. So, having price match cost actually helps
make markets work better, correct?

Mr. StigLiTZ. That is right. So, this is an example of trying to
make markets work like markets, and the point is that there is a
cost to society that they are getting away with, and if we impose
that charge, we would get more revenue and create more employ-
ment.

Senator WHITEHOUSE. Well, thank you very much. I am afraid in
the same way that concern about the debt seems to vanish in front
of the tax benefits for special interests, concern about properly op-
erating markets is going to vanish in the face of the subsidies to
those special interests, so wish us luck in getting that done.

[Laughter.]

Senator WHITEHOUSE. Thank you.

Mr. StiGLITZ. Thank you.

Chairman MURRAY. We have all decided that we get a lightning
round here, one additional question for each Senator who is re-
maining, and Dr. Chetty, I wanted to ask you. There has been a
lot of discussion here in Congress about whether or not the actual
programs that are there to support families who are struggling
today are the problem or whether or not the economic downturn
and the changes that occurred to that are it, and I wanted to ask
you about one example that is very timely and that is the unem-
ployment insurance extension that we are discussing. From your
research, what can you tell us about the effect of unemployment
benefits on families and the economy?

Mr. CHETTY. So, the concern that many people voice is that when
you extend unemployment benefits, as has been voiced here, you
potentially reduce the incentive for families to return to work, and
that is, theoretically, a concern that economists have noted for a
long time. It could be something that is important.

The same exact issue arises in another context that we have
been discussing, the EITC. Senator Sessions pointed out that when
you have large phase-out tax rates, you potentially create a dis-
incentive for families to work. Now, while theory says that that ef-
fect could be small, it could be large, we now have good data that
allows us to actually study what happens empirically in practice,
and the best data—there are now numerous studies using millions
of data points which indicate that these disincentive effects, while
they exist, are quite small.

So, when you extend unemployment benefits by, say, ten weeks,
you extend the amount of time that people stay out of work quite
modestly. And even the small amount of longer time out of work
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that occurs appears to be driven by things like people trying to find
a better job, a job that might work better for their skill set, taking
advantage of those longer benefits to find the right match that is
ultimately going to help the economy grow rather than just idling
their time and living off the system, as some people perceive.

So, I think, theoretically, those issues are important and econo-
mists talk about them, empirically, the data says those effects are
not nearly as big as you might have worried about.

Mr. STIGLITZ. Could I just add one point to that, which is that,
right now, the problem is a lack of jobs. And having more people
applying for the same few jobs does not make the labor market
work better. So, if you have five applicants per job, or three appli-
cants per job, that is not going to affect the actual level of employ-
ment in our economy.

So, right now, the issue is, you know, if we were at full employ-
ment, these issues of whether people search for a job would become
more important. But right now, they are totally irrelevant.

Chairman MURRAY. Or they are in a different place than some-
body is available to get to them, and when you have got a mortgage
on a house you have got to pay, it is hard to move, and we had
that discussion. I actually met a woman this weekend—you have
been watching the mudslides that occurred in my State that has
just been devastating, horrible, and was up there this weekend vis-
iting the town at one end of it that has now been cut off from our
main economic corridor, and a woman said to me that she is three
weeks away from losing her unemployment. She now has no oppor-
tunity to get to the employment center, which is down the road,
and she is desperate. She is not sitting at home saying, well, I just
want to sit on—you know, keep getting this check. She wants a job,
but she also wants to be able to put some food on the table for her
kids, so a point well taken.

Senator SESSIONS.

Senator SESSIONS. Well, thank you all for a very important dis-
cussion, and I believe Congress has gone down the Keynesian road
as far as we are going to go. One of the problems is—

Senator KAINE. What is wrong with the Keynesian road?

Senator SESSIONS. Well, we have gone from—

Senator KAINE. I am joking. My name is Kaine, so—

Senator SESSIONS. Oh.

[Laughter.]

Senator SESSIONS. I am a little slow there, Senator Keynesian—
I mean, Kaine.

[Laughter.]

Senator SESSIONS. Thank you for correcting me, or helping me.
Going down that road of borrowing more has put us at a point
where we cannot borrow any more. I remember the former Federal
Reserve Chairman testified before—talked to a group of Repub-
licans and he said, “Well, we could borrow more,” and we were at
35 percent of GDP. Debt was 35 percent of GDP. Now, it is about
100 percent, gross debt, of GDP. And things changed. And so we
have done all these borrowing and spending. The Agriculture Sec-
retary told us, “Oh, if we quadrupled Food Stamps, oh, if we just
spend more on Food Stamps, we would get $1.75 in economic
growth from it.” So, why do we not just quadruple that again? Why
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do we not provide people free shoes, just borrow the money? We
have been told now the interest rate is going to be $880 billion in
ten years by the Director of CBO sitting right there. So, this day
is over.

We spend $750 billion on welfare programs. We have no vision,
no coherence, no driving ability to move people from poverty to pro-
ductivity. We spend enough money on it. We are just not doing a
very good job on it. And we are going to spend more money on edu-
cation. That is going to fix our future. We know that money does
not prove—is not a direct correlation in improving education.

So, I just would have to say to you, there are things we can do.
I do think—we have added five million jobs from abroad, and that
is about the same number that have been created in the last num-
ber of years. So, I would just say we are—you want me to hush and
go and wrap this up.

Chairman MURRAY. No, I just want to—

Senator SESSIONS. This is a very good panel and we are talking
about something important, and I thank you, Madam Chairman,
for doing it, because it is not healthy when we are seeing these
things happen in our economy. And the National Review had a
piece and said we are a nation with an economy, not an economy
with a nation. So, we do have a responsibility to our people. I think
that is correct.

So, I think there is a conservative view, too, on how do we help
the American people prosper and get back on the road to growth.
We should consider all the comments we have had today and keep
working on it. But just taxing more, borrowing more, spending
more, regulating more, I believe, is the wrong direction, and that
is, in some degree, where we have a difference of opinion. Thank
you.

Chairman MURRAY. All right. Thank you.

Senator KAINE.

Senator KAINE. Thank you, Madam Chairwoman.

Something I am confused about, and as long as we brought John
Maynard Keynes into the conversation, many economists—Keynes,
Schumpeter, and others—have written about the capacity of tech-
nology to destroy jobs. So, in Virginia, we mine as much coal as we
did 50 years ago, but with one-tenth the coal miners. They did not
propose that we not be innovative, because they would assume that
technology would also create jobs, and hopefully the net creative
over destructive would be positive.

Is there any research currently about whether that sort of net re-
sult of technological advancements is still for the American econ-
omy a positive in terms of creating more jobs than destroying, or
is the pace of technological change or productivity advances at a
place now where it is destroying more work than it is creating? I
am just curious about the status of the research.

Mr. StigLiTZ. Well, I guess it is really an open question. A lot
of people would use the metaphor of what happened back with—
you were mentioning Henry Ford. The car replaced blacksmiths
and buggy whips, but created more jobs with car repairmen. But,
we do not know whether the next round, which is pretty fundamen-
tally different—you know, we have robots creating robots creating
robots, and the question is, will the job creation be there?
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It will not be—well, I mean, the real issue is, it will not be there
unless there is some help, and I think from the government, in
making the structural transformation. The new jobs will be in
areas like the service sector, and people that were in manufac-
turing will not necessarily have the skills for the new sectors, and
they do not have the capital to move into those sectors.

The reason we made the structural transformation from an
agrarian economy to a manufacturing economy was through the
help of the Federal Government through things like the G.I. Bill
that really worked and created real opportunity for Americans. It
really transformed the country. It moved people from the rural to
the urban sector and created this huge opportunity. For the first
time, people could go to college. So, that was a real example of a
successful government intervention that, through that whole period
of the 1950s, 1960s, we created lots of jobs.

It was a period where we grew faster than any other period and
we grew together. Every part of our economy grew, but the bottom
grew more than the top. That is, I think, what we should be aspir-
ing for. And the success of that period was based on a strong role
for the government to make this structural transformation, which
markets do not do well on their own.

Mr. CHETTY. So, just to echo that, you know, I think the answer
to that question depends fundamentally on whether workers are re-
skilled when technology changes. So, clearly, if you have changes
in technology and the miners you described are continuing to be in
the same profession, if their jobs are being done by machines, then
they obviously are not going to be employed at the same rates.

And so the question is whether the economy and the investments
we are making give workers the diverse set of skills that they need
to be able to transition to changing jobs, and I would say some of
that comes from things like job training programs that might help
workers adapt to the structural shift, but some of it also comes
from earlier investments, echoing a theme we talked about earlier,
where when there are more college-educated workers or workers
who have had a strong background in school, they are going to be
able to adapt more naturally to changes in the demands of the
eﬁonomy. And so I think the answer would be favorable if you have
that.

Mr. HALL. Well, once upon a time, I spent some time working at
the Council of Economic Advisors and helping with the administra-
tion forecasts, and one of our big issues was figuring out when the
baby boomers were going to retire and pull out of the labor force,
because we are going to have to significantly lower our forecast for
economic growth, and that is a big issue. And we had better hope
we get a boost in productivity, because the baby boomers are going
to retire, and especially if our labor force does not get back to grow-
ing, if we are going to maintain our standard of living and our in-
comes and growth, we need a boost in productivity. We need con-
tinued gains in productivity.

Senator KAINE. Thank you.

Chairman MURRAY. Senator—

Senator SESSIONS. Can I ask a follow-up on this point?

Chairman MURRAY. We are going to be here for a long time, but
one quick follow-up and then short questions—
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Senator SESSIONS. We keep hearing from business that we have
got a shortage of labor, but wages are down. You believe, Dr. Hall,
in a free market, do you not?

Mr. HALL. Absolutely—

Senator SESSIONS. If there is a shortage of labor, why are wages
down?

Mr. HALL. Well, first of all, I do not know that there is a broad
shortage of labor. I think there is a shortage of labor in certain
areas. I think there is a growing concern that there is a skills mis-
match going on that may hold us back. I am not sure I am a be-
liever quite in that yet because we just have not gotten strong
enough economic growth to push us to higher hiring. And I think
if we had had stronger economic growth and still had this dis-
engagement from the labor force, I would be more worried about
that.

Senator SESSIONS. Well, if we had stronger economic growth and
the wage market got tighter, maybe we would have some economic
growth for working Americans.

Mr. HALL. Well, absolutely. I mean, that would be—

Senator SESSIONS. The problem is, we seem to have this view
that, somehow, we have a constitutional right to have low wages
among some of our business friends, and I am not for that. I think
our job needs to be helping our people in America get higher wages
and better jobs.

Chairman MURRAY. Senator King.

Senator KING. Professor Stiglitz, a question about the Affordable
Care Act. I had a couple in my office last week for a coffee. They
were touring Washington. At the end of our conversation, the lady
said, “By the way, thank you for supporting the Affordable Care
Act.” And I said, “Well, that is very nice. Why do you say that?”
And she said, “Because I have been in a job for the last 15 years
that I really hate and I have had to stay in it because it had health
insurance. My husband does not have it. And the Affordable Care
Act has allowed me to leave that job and start my own business,
which is something I have always wanted to do.”

I understand there is an economics accepted principle called job
lock, and I think one of the most significant effects of the Afford-
able Care Act will be releasing job lock and having people have the
ability to start new businesses. And, by the way, those are the job
creators. Hedge fund managers are not the job creators. It is people
who start businesses. Do you believe that this is—I think this is
sort of a hidden benefit that does not get talked about very much.
Is there anything to this idea of the ACA unlocking job lock?

Mr. STIGLITZ. Yes, very much so. And, let me say, it also in-
creases productivity because the people can go from employment
where they are less productive to where they are more productive.
So, not only are they creating jobs, they can be more productive.

And I want to highlight one other thing, that GDP, I have em-
phasized, is not a good measure of well-being. So, she may have
been getting an income, but we were not appropriately taking into
account the effect that she was in a job that she was unhappy. She
now gets to be more creative in creating a new business, create
more jobs, and have a higher income. And the increase in well-
being is well in excess of the dollar income that she gets.
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So, we do not—one of the benefits of the Affordable Care Act that
is not fully appreciated and not reflected in GDP statistics is that
and the fact that it gives more security to an awful lot of people.
And again, our GDP statistics do not capture the value of this inse-
curity that so many Americans have felt.

Senator KING. Thank you. Do either of you gentlemen want to
comment on that phenomenon?

Mr. CHETTY. Again, just to say that there are empirical studies
which show that the job lock phenomenon is important, and people,
in particular, when they are in a job previously that provided
health insurance, were much less likely to transition out of it for
fear of losing health insurance. So, I do think the ACA will have
an impact in terms of increasing the flow of workers across jobs
and potentially lead to more entrepreneurship, as well.

Senator KING. Dr. Hall, do you accept the idea of job lock and
is the ACA going to help with that?

Mr. HALL. It may well. I do not know a lot about the ACA, do
not know a lot about the job lock, but just keep in mind that you
create all sorts of incentives with this. You know, the one I pointed
out was a different incentive and that is the incentive to keep peo-
ple out of the labor force when, in fact, they probably should get
back into the labor force, especially if you want to see long-term
improvement in inequality.

Senator KING. But my visitor was not leaving the labor force.

Mr. HALL. Right.

Senator KING. She was changing places.

Mr. HaLL. Right. Now, I understand.

Senator KING. And there may be some people, a mom who says,
“I do not have to keep this job anymore and I am going to be able
to take care of my kids.” I am not sure that is a bad thing.

Mr. HALL. It may not be a bad thing, but it is also—like I say,
it is also a concern when you have all these things going on, right.
And part of the idea with any sort of policy is try to design it as
carefully as you can so you get less of these sort of bad side effects
and more of these good side effects.

Senator KING. Right. Thank you. Thanks, gentlemen.

Chairman MURRAY. Last question, Senator Whitehouse.

Senator WHITEHOUSE. Thank you.

I would note that the ancient Egyptians did a pretty good job at
getting everybody engaged in the labor force, but they did not do
it in ways that I think we would find very humane right now.

[Laughter.]

Senator WHITEHOUSE. Does the term disengagement from the
labor force in your testimony, Dr. Hall, include people who were
chucked out of their jobs as a result of the recession? It sounds
from the terminology that you use as if they all kind of went for
a walk in the woods and this was a voluntary disengagement.

Mr. HALL. Right.

Senator WHITEHOUSE. Did you mean to imply that, or am I read-
ing that wrong?

Mr. HALL. No, I will sort of define it for you. These are people
who are jobless and they are not currently looking for work. So,
they are not considered—
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Senator WHITEHOUSE. And they may very well be jobless because
they lost their job in the recession involuntarily.

Mr. HALL. Exactly.

Senator WHITEHOUSE. Okay.

Mr. HALL. They may simply be discouraged, and if the labor mar-
ket improves, they will get back. Or, they may have retired.

Senator WHITEHOUSE. And back to the question of the carbon fee,
you put that, Dr. Stiglitz, into the category you call corrective
taxes. We have some corrective taxes, like on liquor and on ciga-
rettes, where we tax it and people do less of it, and that is to
everybody’s benefit, including the taxpayer, because you are paying
less for health care and car wrecks and so forth.

But, we also tax work, income, earnings. Could you speak gen-
erally about what value difference there is between a corrective tax
and a tax on productive activity, just as a general proposition.

Mr. STIGLITZ. Yes. P.S., and it goes back to the previous question
I did not fully answer about revenue-neutral taxation. So, the point
is, if you tax things that are, quote, “bad,” that means you have
more revenue which you can then use to reduce the taxes on things
that are good. So, you can get—another way of saying the same
thing is that you get the benefit of discouraging the pollution, dis-
couraging the externality, the bad activity, and because you can
then lower the taxes on work or savings, you get more of the good
things, which means more economic growth, more benefits.

So, that is why—and let me emphasize, there is a lot of revenue
we are talking about here. The social cost of these environmental
externalities—carbon—are very, very large. It will impose a very
large cost on our society and our economy in the future years. So,
what we are talking about is not a little bottle tax, which is an im-
portant tax, but we are talking about something, when we are talk-
ing about carbon, that is very large for our economy.

Senator WHITEHOUSE. So, hypothetically, if you were to add—Ilet
us just pick round numbers—a trillion dollars in revenue to the
country as the result of a carbon fee and you offset that with half-
a-trillion reduction in the corporate tax rate and half-a-trillion re-
duction in the personal income tax rate, either through the EITC
or rate reduction or otherwise, you do not end up with a net-zero
benefit to the economy. You end up with a positive for the economy
because of how you have shifted the tax burden, correct?

Mr. STIGLITZ. Doubly positive, because on the one hand, you have
less of the pollution, and secondly, because now you have more
work, more savings, more economic growth.

Senator WHITEHOUSE. Thank you.

Chairman MURRAY. Thank you very much. That was one ques-
tion with five parts, but it was taken.

[Laughter.]

Chairman MURRAY. I want to thank all of our colleagues who are
participating today.

I especially want to thank our three witnesses who have traveled
here today and for your testimony.

And as a reminder to all of our colleagues, additional questions
are due by 6:00 p.m. today.

With that, I close this hearing. Thank you.

[Whereupon, at 11:50 a.m., the committee was adjourned.]
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Responses to Questions from Senators for Hearing on
“Opportunity, Mobility, and Inequality in Today’s Economy”

Raj Chetty, April 7, 2014

Question from Senator Angus S. King, Jr.

On your scale of absolute upward mobility, Maine’s sixteen counties fall between 38.9 (Washington
County) and 46.1 (Franklin County) on the scale. Can you explain what the scale means, how
Maine’s counties fared on the scale, and what this could mean for Maine’s children?

Absolute Upward Mobility (Chetty, Hendren, Kline, and Saez 2014) is a measure of the average
economic outcome of a child from a below-median income family. Statistically, we define absolute
upward mobility as the average percentile in the national income distribution of a child who is born
to parents at the 25th percentile in the national income distribution. In areas with higher absolute
upward mobility, children from low-income parents earn higher incomes on average as aduits,

The mean of Absolute Upward Mobility across counties in Maine is close to the mean across all
counties in the U.S. (42.4 vs. 43.4). This means that when states are ranked in terms of Absolute
Upward Mobility, Maine is near the average — children from low-income households in Maine have
chances of moving up the income ladder that are similar to the median state in the U.S. However,
some counties in Maine have more mobility than the U.S. on average (e.g., Franklin County), while
other counties have less mobility (e.g., Washington County).

Questions from Senator Ron Johnson

Question 1

You testified that we should “invest in improving the quality of education.” The Department of
Education’s National Center for Education Statistics calculates that the United States spent $7,301
(in 2012 dollars) per pupil for elementary and secondary education in 1980, while in 2010, it spent
$13,692 (in 2012 dollars), an 87 percent increase above inflation. What per-pupil spending figure
would bring about a satisfactory level of social mobility?

Question 2

You testified that Milwaukee is among the American cities with the lowest level of economic mobility.
The Census Bureau calculates that Milwaukee's school district spent 814,244 per pupil in 2010-11,
19.6% above the Wisconsin state average. How much would Milwaukee’s per-pupil spending have to
increase to achieve an average rate of social mobility?

Question 3
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You testified that Denmark has a 50% higher rate of economic mobility than the United States and
that “investments in improving the quality of primary education” could bring our level of social
mobility in line with that of Denmark. According to the Organization for Economic Co-operation and
Development (OECD), Denmark's elementary and secondary education expenditures per full time
equivalent student were 4 percent below those of the United States in 2010. How much farther above
the per-pupil spending in Denmark should our education spending be to achieve Denmark’s level of
social mobility?

In response to all three of these questions, the solution is not simply to increase expenditure.
Although greater resources can help facilitate reforms that improve the quality of education, research
finds that school expenditures are not strongly correlated with educational outcomes (e.g., Hanushek
2003). However, policy can “support education” in other ways, which, if done correctly, need not
necessarily increase expenditures significantly. For example, increasing teacher quality — by drawing
more high-quality people to the profession and retaining more talented teachers — can have large
impacts on students’ educational outcomes as well as their later life cutcomes such as earnings
{Chetty, Friedman, and Rockoff, 2013a, 2013b). Countries such as Denmark achieve better
educational outcomes than the U.S. not simply by spending more money, but rather by spending
money more efficiently, generating less inequity, and attracting better teachers to schools.
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SUPPORTING BROAD-BASED ECONOMIC
GROWTH AND FISCAL RESPONSIBILITY
THROUGH A FAIRER TAX CODE

TUESDAY, APRIL 8, 2014

UNITED STATES SENATE,
COMMITTEE ON THE BUDGET,
Washington, D.C.

The committee met, pursuant to notice, at 10:36 a.m., in Room
SD-608, Dirksen Senate Office Building, Hon. Patty Murray, chair-
man of the committee, presiding.

Present: Senators Murray, Whitehouse, Sessions, and Crapo.

Staff Present: Evan T. Schatz, Majority Staff Director; and Eric
M. Ueland, Minority Staff Director.

OPENING STATEMENT OF CHAIRMAN MURRAY

Chairman MURRAY. Good morning. This hearing will come to
order.

I want to thank my Ranking Member, Senator Sessions, and all
of our colleagues who are joining us today.

We have a great group of witnesses here to speak with us: John
Buckley, who is the former Chief Tax Counsel on the Ways and
Means Committee and a former Chief of Staff of

the Joint Committee on Taxation; Dr. Jane Gravelle, a Senior
Specialist in Economic Policy at the Congressional Research Serv-
ice; and Senator Sessions has invited Diana Furchtgott-Roth, a
Senior Fellow at the Manhattan Institute for Policy Research.

So, welcome to all of you and thank you so much for being here
and participating today. I appreciate the opportunity to hear from
all of you about how we can use our tax code to expand opportunity
and encourage broad-based growth and tackle some of our budget
challenges.

Our country has seen a lot of changes over the last several dec-
ades, and one of the most striking is the widening gap between
those at the top and everybody else. In the last 30 years, the top
one percent of the income distribution has seen their earnings rise
by more than 250 percent. But earnings for those in the middle
class and those struggling to make ends meet has stayed stagnant
or even declined. Costs for everything from health care to college
tuition have gone up, and especially coming out of the financial cri-
sis and the Great Recession that began in 2007, the good, middle-
class jobs that helped so many families climb the economic ladder
in the past are fewer and farther between.

(57)
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All of this adds up to a 21st century economy where even though
those at the very top continue to prosper, it has become more and
more difficult for many families to afford the middle-class lifestyle
they are working so hard for. I think we can all agree that is not
the kind of economy we want now or in the future.

Changes to our tax code cannot solve this problem alone, but
there is no question tax reform can and should be a powerful tool
in the fight, especially because, right now, inefficiency and unfair-
ness in our tax code is actually making things worse.

Today, our tax code is riddled with wasteful loopholes and special
interest carve-outs. In 2014 alone, tax expenditures, or the count-
less special tax breaks in our code, will cost us $1.4 trillion. That
is more than we are expected to spend on Medicare, Social Secu-
rity, or our national defense this year. And far too many of these
tax breaks are skewed to benefit those who need them the least.

There is a real need for reform when it comes to those unfair tax
breaks, and I am grateful, in particular, to Senator Whitehouse,
who is here today, for his focus on this issue, because by letting
them continue, we are spending a lot of money through our tax
code on wasteful and inefficient give-aways to people and busi-
nesses who do not need help at a time when investing in better
schools and infrastructure repairs or medical research would ben-
efit a lot of families who really do. On top of that, we are also miss-
ing an important opportunity to help tackle our long-term budget
challenges without burdening seniors or the most vulnerable Amer-
icans.

Our economic, fiscal, and demographic situation is very different
than what it was in 1986, when the last major overhaul of the tax
code took place. While the near-term budget outlook has improved
significantly, we still need to tackle the long-term debt that grew
sharply as the result of two unpaid wars, the massive 2001-2003
tax cuts that were skewed towards the wealthiest, and the lin-
gering effects of this recession. And, as our population ages in the
coming decades, more and more seniors will rely on Medicare and
Social Security benefits they are owed.

When you add all that up, it is very clear, tax reform that does
not ask the wealthiest Americans and biggest corporations to pay
their fair share is simply fiscally irresponsible. And, every bipar-
tisan group that has examined our budget situation has reached
that same conclusion.

Now, I know many of my Republican colleagues prefer a different
approach. Chairman Camp’s recent tax reform proposal would put
every dollar of savings back into lower rates, primarily for corpora-
tions and those at the top of the income scale, and protect the
wealthiest Americans and biggest corporations from paying their
fair share towards reducing our deficit and boosting our economy.

The House Republican budget that is being debated this week
would do all this, as well, but even goes a step further. Their budg-
et would push the top tax rate down to 25 percent, which would
mean that middle-class families would have to pick up the tab for
the new tax cuts for the wealthy. Giving tax breaks to millionaires
while doing nothing to help working families keep more of their
hard-earned income is not only wrong-headed in terms of our budg-
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et, it is also unfair to families across the country who are up
against a decades-long trend of rising costs and stagnant wages.

Now, I know everyone here is well aware of the differences be-
tween the two parties when it comes to comprehensive tax reform,
and I do want to express my appreciation to Senator Wyden, who
in his new role as Finance Chairman will be tackling these very
tough issues.

As we look for opportunities to move forward on the larger effort,
I am hopeful we can also look for opportunities to compromise in
areas where there is some more agreement right now. Chairman
Ryan and I were able to reach a compromise on the budget agree-
ment to avoid another government shutdown and create some eco-
nomic certainty.

Now, I think it is time for the two parties to build on that bipar-
tisan foundation by coming together and finding ways to make the
tax code more fair for working families. We can do this by getting
rid of some of the wasteful loopholes I mentioned earlier and put-
ting the savings towards helping working families keep more of
their money and making job-creating investments in areas like in-
frastructure and R&D that both sides agree are important.

The 21st Century Worker Tax Cut Act that I recently introduced
is a great example. This bill would complement critical 