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labor-market mechanisms as source.

® Puzzle I: What about ownership relations as a source of inequality?
Economic class — inequality is less commonly investigated.

® Puzzle Il: If we use class, what to do with large number of people who
don't fit cleanly into “worker” or “capitalist”? (Wright 1998)

® Solution: Decompose inequality into factors — capital and labor
income — not subgroups. Abandon standard class categories; assume
class is a spectrum defined by property ownership.

® Takeaway: Capital income drives inequality in factor decomposition,
so labor-market mechanisms cannot be the whole story!
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occupational closure (Weeden and Grusky 2012), we could add. ..

occupational exposure to union density (Kollmeyer 2018; Card et al.
2020)

occupational exposure to automation (Acemoglu and Restrepo 2020) or
“skill-biased technical change” (Autor 2014)

occupational exposure to financialization (Lin and Tomaskovic-Devey
2013)

® Finally, some exist at level of macroinstitutional /macroeconomic
factors.

Minimum wage's falling real value (Card et al. 2021)

National exposure to offshoring (Wood 2018)
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® Premise: the important inequality-generating mechanisms are
labor-market mechanisms.

E.g., differences in skill explain differences in income among individuals
in “the other 99 percent” (Autor). ..

... while differences in occupational closure or union density explain
differences in groups of individual workers within regions.

® For the most part, these are ways to explain variations in wage-income.

To acquire property income from, say, an index fund, you do not need
skill or occupational closure.

Are there non-labor-market mechanisms? This is Puzzle |I.
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Part of the outcome variable: what about capital income, i.e., income
from property? Think stock dividends or sale of stock (capital gains).

Part of the feasible set of explanatory variables: differences in
individuals' class positions.

® “Class” has the traditional meaning here of “ownership relation to
productive assets”.

® Neo-Durkheimian/Weberian approach does talk about “class” but
essentially redefine it to mean simply “large, analytically defined
aggregate categories” (Weeden and Grusky 2012: 1726).

e My criticism here is not new. Wright (1985) and, more recently,
Wodtke (2016) represent key contributions, along with Fessler and
Schiirz (2020) and Albertini et al. (2020).
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® |f we wish to investigate the role of ownership relations in inequality, an
obvious resource is Marx's analysis.

® This “crude Marxian schema” has just two classes:
worker: “person owning no property other than ability to work”

capitalist: “non-working person owning means of production which they
rent to workers”

® Clearly, this does not fit reality too well!

In 2023, 30 percent of families below median income had direct or
indirect holdings in the stock market, as did 90 percent of families
between pso and pgo. (Aladangady et al. 2023).

® This raises Puzzle Il: How should we incorporate the role of ownership
relations?
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® The very influential work of Erik Olin Wright was concerned with
exactly this problem.

® The "Wright solution”: generate a sophisticated class map by adding
other dimensions to the worker/capitalist dimension.

® Wright put forward a couple of versions of his map (Wright 1997,
2015). But the two extra dimensions are essentially skill and workplace
authority. Wodtke (2016) adds authority only.

® This approach allows a between/within decomposition of total
inequality using the resulting groups as our explanatory variables.

® On the next page, we have an example of such a class map.
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Background: a class map with “contradictory locations”

TABLE 3.3
Typology of Class Locations in Capitalist Society

Assets in the means of production

Owners of
means of
production Non-owners [wage labourers]
Owns sufficient capital | 1 Bourgeoisie 4 Expert 7 Semi 10 Uncredentialled
to hire workers and Managers Credentiailed Managers +
not work Managers
Owns sufficient capital | 2 Small 5 Expert 8 Semi 11 Uncredentialled rg
to hire workers but Employers Supervisors Credentialled Supervisors >0 assets
must work Supervisors
Owns sufficient capital | 3 Petty 6 Experts 9 Semi 12 Proletarians
to work for self but Bourgeoisie non-managers Credentialled -
not to hire workers Workers

+ >0 -

Skill{credential assels
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® Two limitations can be noted here.

® First, such typologies are somewhat arbitrary.

Why not add more additional axes, e.g. prestige (Hansen and Toft
2021)7

Original justification: skill/authority are additional forms of exploitation.
Unclear if true and gets mired in theoretical debates.

Original impetus — ownership relations and inequality link — gets lost
as “class” expands.

11/ 41
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e Secondly, categories are inherently limited.

® These schemes struggle to place people who work but own huge sums
of capital.

® One very important edge-case: CEOs.

® They are technically employed but stock options were above 80 percent
of total CEO compensation in 2022 (Bivens and Kandra 2024).

® |n Wright's scheme, they are closest to “small employers” — even if
they possess huge sums of capital.

® |n Wodtke's scheme, they are “high-level managers”, but this lumps
together C-level executives with people who simply have “subordinates
of subordinates”.

12 /41
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® This study goes a different route. It takes seriously Marx's idea that
worker and capitalist are roles in the production process:

As worker, you produce for someone else; as owner, someone else
produces for you.

Most members of capitalist societies are “cut up into two persons”
(Marx 1968). People combine roles.

There is no need to have a class map to investigate the role of
ownership relations.

Interestingly, Wright (1989) endorses this alternative but briefly in
passing.

® QOwnership relations can still generate income inequality!

E.g. if most people own some property, but ownership is highly
dispersed.

® This reading of Marx is unconventional but grounded. But, "what

Marx really meant” is irrelevant here. 13/ 41
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® \We instead simply decompose income inequality into factor
contributions rather than group contributions.

® Labor-market hypothesis: differences in labor-market characteristics
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e We'll decompose total inequality — the CV of total income, i.e. labor
+ capital income — into three parts:

@ Inequality contributed by labor income
® Inequality contributed by capital income
© Inequality contributed by their correlation.

® |f we have a variable Y which is the sum of some components Y/, then
with some algebra tricks, we can write. ..
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Method Il: details of the CV decomposition

() - >

Ky k=1
total inequality inequality for each source weighted by squared share of income
p
+ 33 55V Uiy
k=1 j#k

correlation k with all other factors weighted by shares of each and CV of each

where s is the variable’s share of total income and p is the correlation.
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Method Ill: the CV decomposition summarized \/

® Summarizing, each factor k's contribution to inequality reflects ...
@ The inequality “of " that factor — its CV ...
... weighted by that factor’'s squared share of total income
@ lts correlation with all other factors j # k. ..
... weighted by the share of income of j and k as well as the CV of each

® Here there is only one unique correlation, so this term is common to
capital and labor, so it plays a lesser role.
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® Yearly sample sizes are 10 and 20 thousand for SOl and 23 to 43
thousand for CPS.

® | abor income is wages + self-employment.

Some self-employment income is really capital income; hard to separate,
so | went conservative.

Capital income is defined here as. ..

...in CPS, income from rent, dividends, royalties and trusts, and
interest.

...in SOI, the above plus S-corporation profits, and capital gains income.

These should be included by most accounts; the CPS lacks them.
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® Error bars follow same rules as before:
bootstrapped 95 Cls from 500 replicates

each year.
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Results IV: detailed decomposition Y

® Detailed results only for
the SOI show three key

factors:
. . . Contributions to inequality
® Capital gains income
® Wage income 08

® S-corporation income
(legal category)
® First and third are not
reported in CPS!

Percent
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Indirect: inequality
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Results VI: the role of dispersion among the rich
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Results VIII: correlation between types of income Y

® Correlation between
capital /labor cannot
cause a difference in their
contributions: it is 05 ]
shared.

® Nevertheless, it is
interesting to see the
similarity across
data-sets.

Correlation of capital income and labor income

1980 1985 1990 1995 2000 2005 2010 2015
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high-quality data are used (similar results hold for the SCF).

So, labor-market mechanisms cannot be the “whole story” of inequality.

Labor-market mechanisms might explain how some workers get rich
enough to hold capital. ..

... but the dispersion is driven by dispersion in capital income.

® Paying attention to the role of property income does not require
adoption of the “crude Marxian” worker/capitalist schema.

It also does not require the more complex — but somewhat intractable
— schemas with middle classes.
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because. ..

... CPS data do not contain an adequate level of detail. ..

...and they are by far one of the most common sources in sociological
research.

® Limitations/future research:
How exactly we define income

Whether there is any merit to the argument that capital gains should
not be included (see my talk next week at ASA!)

Much more to be said about how exactly property ownership produces
income inequality.
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Self-employment income likely includes both wage income (if a person,
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The assignment of self-employment income to labor was made for the ; 41
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e Capital income in the CPS was defined to be net income from rental
properties, dividends received from stock, net income from royalties
and trusts, and interest from loan holdings.

® |n the SOI, capital income was defined to be the sum of those same
sources plus S-corporation net income, and capital gains income.

S-corporation income and capital gains income are both present in the
SOl and absent from the CPS.

An S-corporation is a corporation which directly “passes through”
income to shareholders (Pope et al. 2023). This income is fairly
straightforwardly capital income and included (though counterarguments
exist).

The question of whether capital gains should be included is debated. My

second project includes more on this.

® |ncome from rents, dividends, royalties and trusts, and interest are
fairly straightforward: these are all forms of income that clearly result
from the mere ownership of titles. 31/41
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® This study makes some standard data-cleaning decisions.

® |t limits its target population to individuals active in the labor-force.

It drops persons in the CPS who are not active in the labor force. In the
SOI, only a dummy variable indicating that the primary filer was older
than 64 was available, so those observations were dropped.

Implausible values were also dropped. First, with respect to low
incomes. . .

In both data-sets, individuals who had incomes less than
50 % 7.25 % 30 = 10, 875, that is, the federal minimum wage in constant
2010 dollars multiplied by 50 working weeks out of the year at 30 hours
a week. The exact choice of cutoff made little difference.

With respect to high incomes. ..

Since the CPS topcodes high incomes, no observations were excluded
from those data for sporting values too large.
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Appendix IV: more details of cleaning Y

® However, in the case of the SOI, which does not top-code large
observations, some values were excluded. The authors themselves
identify persons with very large incomes; including them generally
reinforces the conclusions of this study.
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® However, in the case of the SOI, which does not top-code large
observations, some values were excluded. The authors themselves
identify persons with very large incomes; including them generally
reinforces the conclusions of this study.

® Since some of the values reported are truly large, it seemed prudent to
omit them.
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Appendix V: even more details of cleaning Y

® Finally, the study drops persons not active in the labor-force.
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® Finally, the study drops persons not active in the labor-force.

The CPS directly identifies such people.

In the SOI, only a dummy variable indicating that a respondent was
older than 64 was available, so those observations were dropped if the
primary filer was that old.

® After this cleaning was done. ..

The SOI yearly samples ranged in number from 10,000 to 20,000
synthetic observations.

The CPS yearly samples ranged between 23,000 and 43,000 persons.
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Appendix VI: some more robustness checks Y

® These results hold with the Survey of Consumer Finances, another
high-quality data-set with detailed information about capital income.
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® These results hold with the Survey of Consumer Finances, another
high-quality data-set with detailed information about capital income.

| omit those results because the SCF does not cleanly separate out “net
and “gross” income for all sources.

Gross income overstates property income actually available for
consumption, but leaving it out entirely is misleading.

However, capital income is the major source even with gross
contributions excluded, except for a couple of years in the series.
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