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Inequality by Design

Why do some Americans have a lot more
than others? Perhaps, inequality follows in-
evitably from human nature. Some people are
born with more talent than others; the first
succeed while the others fail in life’s comperi-
tion. Many people accept this explanation,

but it will not suffice. Inequality is not fated
by nature, nor even by the “invisible hand” of
the market; it is a social construction, a result
of our historical acts. Americans have created
the extent and type of inequality we have, and
Americans maintain it.
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To answer the question of what explains in-
equality in America, we must divide it in two.
First, who gets ahead and who falls behind in
the competition for success? Second, what de-
termines how much people get for being
ahead or behind? To see more clearly that the
two questions are different, think of a ladder
that represents the ranking of affluence in a
society. Question one asks why this person
rather than that person ended up on a higher
or lower rung. Question two asks why some
societies have rall and narrowing ladders—
ladders thar have huge distances between top
and bottom rungs and that taper off at the
top so that there is room for only a few peo-
ple—while other societies have short and
broad ladders—ladders with little distance
between top and bottom and with lots of
room for many people all the way to the top.

The answer to the question of who ends
up where is that people’s social environ-
ments largely influence what rung of the
ladder they end up on.! The advanrtages and
disadvantages that people inherit from their
parents, the resources that their friends can
share with them, the quantity and quality of
their schooling, and even the historical era
into which they are born boost some up and
hold others down. The children of profes-
sors, our own children, have substantial
head starts over children of, say, factory
workers. Young men who graduated from
high school in the booming 1950s had
greater opportunities than the ones who
graduated during the Depression. Context
matters tremendously.

The answer to the question of why soci-
eties vary in their structure of rewards is
more political. In significant measure, soci-
eties choose the height and breadth of their
“ladders.” By loosening markets or regulating
them, by providing services to all citizens or
rationing them according to income, by sub-
sidizing some groups more than others, soci-
eties, through their politics, build their lad-
ders. To be sure, historical and external
constraints deny full freedom of action, but a
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substantial freedom of action remains. In a
democracy, this means that the inequality
Americans have is, in significant measure, the
historical result of policy choices Ameri-
cans—or, at least, Americans’ representa-
tives—have made. In the United States, the
result is a society that is distinctively un-
equal. Our ladder is, by the standards of af-
fluent democracies and even by the standards
of recent American history, unusually ex-
tended and narrow—and becoming more so.

To see how policies shape the structure of
rewards (i.e., the equality of outcomes), con-
sider these examples: Laws provide the
ground rules for the markerplace—rules cov-
ering incorporation, patents, wages, working
conditions, unionization, security transac-
tions, taxes, and so on. Some laws widen dif-
ferences in income and earnings among peo-
ple in the market; others narrow differences.
Also, many government programs affect in-
equality more directly through, for example,
tax deductions, food stamps, social security,
Medicare, and corporate subsidies.

To see how policies also affect which par-
ticular individuals get to the top and which
fall to the bortom of our ladder (i.e., the
equality of opportunity), consider these ex-
amples: The amount of schooling young
Americans receive heavily determines the
jobs they get and the income they make. In
turn, educational policies—what sorts of
schools are provided, the way school re-
sources are distributed (usually according to
the community in which children live),
teaching methods such as tracking, and so
on—strongly affect how much schooling
children receive. Similarly, local employment
opportunities constrain how well people can
do economically. Whether and where gov-
ernments promote jobs or fail to do so will,
in turn, influence who is poised for well-paid
employment and who is not.

Claiming that intentional policies have sig-
nificantly constructed the inequalities we
have and thar other policies could change
those inequalities may seem a novel idea in



the current ideological climate. So many
voices tell us that inequality is the result of
individuals’ “natural” talents in a “natural”
market. Narure defeats any sentimental ef-
forts by society to reduce inequality, they say;
such efforts should therefore be dropped as
futile and wasteful. Appeals to nature are
common and comforting. As Kenneth Bock
wrote in his study of social philosophy, “We
have been quick to seek explanations of our
problems and failures in what we are instead
of what we do. We seem wedded to the belief
that our situation is a consequence of our na-
ture rather than of our historical acts.” In
this case, appeals to nature are shortsighted.

Arguments from nature are useless for an-
swering the question of what determines the
structure of rewards because that question
concerns differences in equality among soci-
eties. Theories of narural inequality cannort
tell us why countries with such similar ge-
netic stocks (and economic markets) as the
United States, Canada, England, and Sweden
can vary so much in the degree of economic
inequality their citizens experience. The an-
swer lies in deliberate policies.

Appeals to nature also cannot satisfactorily
answer even the first question: Why do some
individuals ger ahead and some fall behind?
Cerrainly, genetic endowment helps. Being
tall, slender, good-looking, healthy, male,
and white helps in the race for success, and
these traits are totally or partly determined
genetically. But these traits matter to the de-
gree that society makes them matter—derer-
mining how much, for example, good looks
or white skin are rewarded. More important
yet than these traits are the social milieux in
which people grow up and live.

Realizing that intentional policies account
for much of our expanding inequality is not
only more accurate than theories of natural
inequality; it is also more optimistic. We are
today more unequal than we have been in
seventy years. We are more unequal than any
other affluent Western nartion. Intentional
policies could change those conditions, could
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reduce and reverse our rush to a polarized so-
ciety, could bring us closer to the average in-
equality in the West, could expand both
equality of opportunity and equality of result.

Still, the “natural inequality” viewpoint is a
popular one. Unequal outcomes, the best-
selling Bell Curve argues, are the returns from
a fair process that sorts people out according
to how intelligent they are.? But The Bell
Curve's explanation of inequality is inade-
quate. The authors err in assuming that
human talents can be reduced to a single,
fixed, and essentially innate skill chey label
intelligence. They err in asserting that this
trait largely determines how people end up
in life. And they err in imagining that indi-
vidual competition explains the structure of
inequality in society. . . .

Disparities in income and wealth, [other] an-
alysts argue, encourage hard work and saving,
The rich, in particular, can invest their capiral
in production and thus create jobs for all.4 This
was the argument of “supply-side” economics
in the 1980s, that rewarding the wealthy—for
example, by reducing income taxes on returns
from their investments—would stimulate
growth to the benefit of all. The 1980s did not
work out that way, burt the theory is sdll influ-
ential. We could force more equal outcomes,
these analysts say, bur doing so would reduce
living standards for all Americans.

Must we have so much inequality for over-
all growth? The latest economic research
concludes nor; it even suggests that inequal-
ity may retard economic growth. In a de-
tailed statistical analysis, economists Torsten
Persson and Guido Tabellini reported finding
that, historically, societies that had more in-
equality of earnings tended to have lower,
not higher, subsequent economic growth.
Replications by other scholars substantiated
the finding: More unequal nations grew less
quickly than did more equal societies.>. . .

This recent research has not demonstrated
precisely how greater equality helps economic
growth,® but we can consider a few possibili-
ties. Increasing resources for those of lower
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income might, by raising health, educational
attainment, and hope, increase people’s abili-
ties to be productive and entreprencurial. Re-
ducing the income of those at the top might
reduce unproductive and speculative spend-
ing. Take, as a concrete example, the way
American corporations are run compared
with German and Japanese ones. The Ameri-
can companies are run by largely autonomous
managers whose main responsibility is to re-
turn short-term profits and high stock prices
to shareholders and—because they are often
paid in stock options—rto themselves as well.
Japanese and German managers are more like
top employees whose goals largely focus on
keeping the company a thriving enterprise.
The latter is more conducive to reinvesting
profits and thus to long-term growth.” What-
ever the mechanisms may be, inequality ap-
pears to undermine growth. Americans cer-
tainly need not feel that they must accept the
high levels of inequality we currently endure
in order to have a robust economy.

A related concern for Americans is whether
“leveling” stifles the drive to get ahead. Amer-
icans prefer to encourage Horatio Alger striv-
ing and to provide opportunities for everyone.
Lincoln once said “that some would be rich
shows that others may become rich.” Many,
if not most, Americans believe that inequality
is needed to encourage people to work hard.?
But, if so, how much inequality is needed?

For decades, sociologists have been compar-
ing the parterns of social mobility across soci-
ctics, asking: In which countries are people
most likely to overcome the disadvantages of
birth and move up the ladder? In particular,
does more or less equality encourage such an
“open” society? The answer is thar Western so-
cieties vary litde in the degree o which chil-
dren’s economic successes are constrained by
their parents’ class positions. America, the
most unequal Western society, has somewhat
more Huid intergenerational mobility than do
other nations, bur so does Sweden, the most
equal Western society.!0 There is no case for
encouraging inequality in this evidence, either.
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In sum, the assumption that considerable
inequality is needed for, or even encourages,
economic growth appears to be false. We do
not need to make a morally wrenching
choice between more affluence and more
equality; we can have both. But even if such
a choice were necessary, both sides of the de-
bate, the “altruists” who favor intervention
for equalizing and the supposed “realists”
who resist it, agree that inequality can be
shaped by policy decisions: Wittingly or un-

wittingly, we choose our level of inequality.
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