How PRI Cures Unequal Distribution of Wealth
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This chart shatters the class-warfare myth that has so hounded and warped our country’s politics and governance in recent decades.  You know how it goes, “Capitalism has failed, America is unfair, markets don’t work, blah, blah blah.”
So we get duped into feeling guilty about success and wind up surrendering more of our freedom to demagogues who play upon that guilt.  Well, a little dose of data can cure us!

Let’s view the U.S. as having three broad segments by income and wealth.  About 65% of Americans fit into a segment whose average wage is $23,000 per year and whose family net worth is $300,000 today.  Family means three-generational family group with two grandparents drawing benefits, their two Baby Boomer children approaching retirement, and their two kids just entering the workforce.  This segment entails a whole range of spending/saving behavior, from families who earn little but are thrifty to those who earn incomes up to the 80th percentile but save little.  This segment, 65% of the population, owns 14% of the wealth today.
The second segment is the next 30% of income earners, whose average wage is $50,000 per year and family net worth is $1.6 million.  They own 35% of the wealth.  Our third segment is the top 5% of income earners, whose average wage is $117,000 per year with family net worth of $13.8 million.  This 5% owns 51% of the wealth.

So we see a great disparity in wealth, the top 5% of income earners enjoying 46 times the net worth of the bottom 65%.  This feeds the class-warfare mantra, because the unequal distribution is obvious for all to see … and that must be the result of capitalism, right?

Well, let’s check out what happens with PRI and then answer that question, shall we?  PRI’s pre-funding of everyone’s accounts shifts 21% of the country’s wealth from the top 5% to the bottom 65%.  Not by taking anything away from the top 5% in a redistribution scheme, but by increasing everyone’s assets.  The bottom 65% of income earners have, on average, $1.2 million of assets restored to their family’s retirement and health savings accounts; the next 30% have $1.7 million restored, and the top 5% have $2.3 million restored.  Note the progressive nature of the Social Security formula:  the top 5% pays in five times what the bottom 65% pays (wages of $117,000 vs. $23,000), but receives just under two times the restitution.
The ownership of wealth at this point among the 65-30-5 split will be 35-36-29, with the top 5% at just under 11 times the net worth of the bottom 65%, a marked reduction in unequal distribution from today’s 46 times.
Once the conversion debt is paid off and we can use the entire 21% of taxable payroll for building wealth, instead of just the 5% we can set aside now, our grandchildren will accumulate more than four times the figures we just cited.  That will shift another 13% of the wealth from the top 5% to the bottom 65%, again not by taking and redistributing but by increasing everyone’s assets.  The figures at that point will be family net worth of $5.4 million average for the bottom 65% vs. $8.6 million for the next 30% and $23.5 million for the top 5%.  The split for the 65-30-5 will be 48-36-16, with the top tier being less than 5 times the bottom tier.
You’ve heard the expression in defense of capitalism, that “a rising tide lifts all boats.”  Here’s the classic proof.  The bottom tier increases 18-fold, the middle tier by about 5.5, while the top tier falls just short of doubling once.  So how did we get in this situation, did capitalism fail us?

Well, who took the money out of our accounts and robbed us of the power of compound interest?  Was it eeeeeeeeevil corporations who took this money?  Nope, they had nothing to do with it.  Oh, then it must have been greeeeeeeeedy CEOs, right?  Nope, they didn’t touch this money.  It was Congress who took this money – big, corrupt, wasteful, inept Government did this to us.  Freedom and Capitalism enabled us to create this wealth; we worked for it, we earned it, we saved it, we set it aside in what were supposed to be our retirement and health savings accounts … and Big (corrupt, wasteful, inept) Government took the money out of our accounts and spent it, robbing us of the power of compound interest.

Big Government caused the unequal distribution of wealth, destroying the largest asset of most workers.  Freedom and Capitalism, when government doesn’t screw things up for us, generates some degree of unequal outcomes based on talent and/or luck, but provides such a generous foundation for everyone that we don’t care if the guy next door has $8.6 million … we’re too busy enjoying our $5.4 million!  It doesn’t get any clearer than this - let’s fire Congress as a bad fiduciary and practice good stewardship so we all enjoy the fruits of our abundant savings rate.
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