(SLIDE #1) 
Taxes are only part of the picture.
We looked at how GDP growth, inflation, unemployment, federal minimum wage rates, and the current account deficit affect income inequality.
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Which one do you think has the strongest link to income inequality?

(SLIDE 2) 
CURRENT ACCOUNT DEFICITS?!?!?!

Our analysis shows that alone, current account deficits explain 90.3 percent of the variability in income inequality, as represented by the Gini coefficient.  

As the U.S. assumes more debt, the country’s income inequality increases, or vice versa. It’s hard to say which comes first. And correlation doesn’t mean causation.

Economists Michael Kumhof and Romain Ranciere explain a cycle of behavior: 

[bookmark: _GoBack]Current account deficits grow.

 



(SLIDE #3)

Big drivers of income equality that we didn’t include in our model:
· Globalization and increased international trade
· Rapid technological progress
· Growing immigration
· Weaker unions

Income inequality increases. Real wages fall for 95% of the population.


Top 5% also invests more in financial assets, like stocks and bonds, and less in real assets, like factories, land and human capital. 


In the short run, bottom group maintains a higher level of consumption but in the long run, it sees its real wages continue to fall


Gov't cuts cost of borrowing - i.e. the Fed cuts interest rates and the government eases housing credit - to enable bottom group's continued consumption.


People consume more. Creditor nations, like China, use their U.S. dollars to buy U.S. treasuries instead of U.S. goods and services. 
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