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Introduction and Rationale

The primary objective of this curricular unit is to maintain but reframe the key topics of the Advanced

Placement (AP @) Microeconomics course by embedding income inequality into each of the principle topics as
a forethought. The AP Microeconomics course exposes students, often for the first time, to key economic
principles and theory while also teaching them to think logically about cause and effect. Apart from the basic
elements of opportunity cost, demand, supply, and elasticity, the curriculum circles around four themes -
consumer and producer theory, product market structures, factor market structures, and market failure and
government regulation - which are often taught as distinct units. Many economics textbooks start by
addressing the notion of efficiency verses fairness but ultimately abandon the debate on fairness to tackle
that of efficiency. Students are expected to learn about market efficiencies (allocative, productive, and social)
in detail and discuss how the government can regulate a market to make it more efficient. Little time,
however, is spent focusing on why we examine efficiency. The human component is rarely addressed, which is
why it is not difficult to understand how economics got its nickname of the “dismal science.”

Income inequality is, in fact, included in the AP curriculum. Unlike other topics, however, income inequality
manifests as just a single multiple choice question (of the 60 on the test), usually asking students about
indicators of or solutions to the problem of income inequality. The causes of income inequality and the factors
that intensify it are not examined. The coverage of income inequality is so shallow that | can usually teach the
topic in just one class period by discussing the Gini Coefficient, the Lorenz Curve, and differentiating between
progressive, proportional, and regressive income taxes. Once this lesson is done, students seldom bring the
ideas back up in class.

Anthony Atkinson addresses this disservice in the first chapter of his book Inequality: What Can Be Done? ,
stating that when authors of economics textbooks compress “the book into the Essentials of Economics , the
inequality chapter does not make the cut.” 1 The economics text my school uses does include a single chapter
on income inequality; however, the chapter is sandwiched between the entirety of the microeconomics and
macroeconomics content, as if to intentionally keep it separate from both topics instead of an integral part of
both. Consequently, the first few years | taught AP Microeconomics, | taught the chapter on income inequality
last, almost like an afterthought. Students did not think deeply about the connection to the other content
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because there was no reason to do so. In order to change the value students place on this topic, | plan to
move the initial discussion of income inequality from the end of the course to directly after the unit on basic
economic theory. This move will allow me to discuss income inequality in the context of the four other large
units. The “Strategies and Methods” section of this unit will then highlight how to discuss income inequality in
each of these other units.

Although the majority of my students will not ultimately move on to study economics at the collegiate level,
this unit will hopefully change the overwhelming perception of economics as the dismal science: the social
science that ignores society. For those students that do go on to study college economics, perhaps the unit
will help them change the focus in the future.

Background

Throughout many districts across the nation, AP Microeconomics is taught as a single-semester course, forcing
teachers to move through content as quickly as possible and make choices about what content to possibly
cut. In my district, AP Microeconomics is taught as a full-year course. This allows us to cover topics more
deeply and allots us the freedom to explore subject matter through hands-on activities, debates, and field
trips. Because of the nature of most districts, this unit will help teachers understand how to incorporate
income inequality into the lessons they already teach so as to not add significant content to an already time-
sensitive course. This task can be accomplished by taking analysis the students are already required to do and
posing questions around inequality. It's a simple reframing. For districts that follow a similar full-year course
model, this unit will provide additional strategies and ideas for how to deepen students’ understanding of
income inequality by incorporating additional activities. AP Microeconomics teachers should feel free to piece
together elements from this unit however they see fit to meet the time restrictions of the course.

The “Concepts and Content” section of this unit will highlight key background information that may help
teachers better understand the concepts behind income inequality. The “Strategies and Methods” section will
identify ways of incorporating these concepts into the course curriculum. Finally, the “Classroom Activities”
section will identify various resources that teachers may want to include in their lessons.

Concepts and Content

Why Examine Income Inequality?

Although income inequality is seldom the focus of economics textbooks, income inequality has large
ramifications on both the quality of life and perceived quality of life within a country. Countries are often
compared by their gross domestic products (GDP), that is, the total amount of new goods and services the
country is able to produce in a given year. It is possible, however, for a country’s GDP to increase while the
quality of life of the average citizen goes down if the gap between the highest earners and the lowest earners
widens. This gap is known as a wage premium. Although per capita GDP may increase, the share of national
income controlled by the lowest earners may not change or may even go down. Large shares by the wealthy
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elite skew the data to look more favorable than in reality.
The Happiness Index

In 1972, King Wangchuck of Bhutan compared the world’s highest grossing countries by GDP and noticed
large discrepancies in income and quality of life between these country’s highest and lowest earners. He also
realized that these same countries often faced significant tradeoffs when it came to the environment,
industrialization, and advancement. In an effort to avoid similar results in his own country, Wangchuck created
a new index to measure the quality of life of its citizens: Gross National Happiness (GNH). This index considers

the health, education, housing, security, leisure time, and future opportunities of a country’s citizens. 2 While
the world has not embraced Bhutan’s GNH index as its measure of happiness, happiness has become
increasingly closely monitored. Building off Bhutan’s work on its happiness index, the United Nations (UN)
adopted a resolution in 2011 to have its member countries begin measuring overall happiness. In 2012, the
UN released its first World Happiness Report, highlighting many key variables that contribute to the overall
happiness of a country, such as income, healthy life expectancy, social support, freedom of choice and

political participation, social trust, quality of work, and generosity. 3 The report goes on to suggest that
economic prosperity is a worthy goal but should not be pursued at the expense of economic stability,
community cohesion, ethics, the environment, and the happiness of its citizens. In other words, a rising GDP
or rising average income is not the end-all-be-all if a wider gap forms between those at the top and those at
the bottom. Despite an overall increase in GDP from 1950-2000, general happiness in the United States
trended down, decreasing from an average index score of approximately 7.25 to 6. This suggests that the
overall well-being of US citizens fell despite increased economic prosperity, possibly a result of ever-increasing
income inequality within that same time period.

Perceived Quality of Life

Perceived quality of life should also be considered when examining overall happiness and income inequality.
While incomes of the lowest earners in the United States may be significantly higher than in the past, the gap
between rich and poor only continues to grow. In fact, “in 1975, the average income of households in the top
fifth of income distribution was 10.3 times as large as average household income in the bottom fifth of the
distribution; in 2015, average top incomes were 16.3 times as large as those at the bottom.” 4 This immense
growth only serves to magnify the perception of poverty among the lowest earners. According to a study done
at Michigan State University, “Poorer people feel sadder than wealthier people because income predicts
greater sadness throughout the day,” even when controlling for “relevant demographics, stress, and people’s
daily time use.” 5 The study goes on to suggest that money might not buy happiness, but it does reduce
sadness. The 2012 World Happiness Report argues that people’s life satisfaction is greatly affected by their
relative income as compared to others. In rural China, for instance, farmers tend to compare themselves to
others in their villages, while in more developed nations like the United States, people tend to compare
themselves with their colleagues. This need to relate one’s own happiness with relative income is known as
the “external norm effect.” 6 Consequently, as the highest earners’ income rises, “happiness falls” for the
lowest earners. It is thus clear that a correlation exists between happiness and income inequality.

So why study happiness and income inequality? Studying countries with a high index for happiness may
provide insight into political and economic policy that can reduce income inequality and improve the overall
well-being of a country’s citizens. According to the 2018 World Happiness Report, the top five countries with
the happiest people include Finland, Norway, Denmark, Iceland, and Switzerland. We will later revisit some of
these countries to see if there is a correlation between some of the economic, political, and social policies
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these countries implement and the extent of their income gap and their population’s level of overall
happiness.

Defining Income Inequality through Economic Systems

Income inequality shows an unequal distribution of income among a population. Various political-economic
systems have been established around the world that address the distribution of income in that type of
society. For example, socialist tenets reflect the ideals of a command economy where no private ownership is
allowed and a governing body determines what is produced and in what quantity. These notions theoretically
pursue an equal distribution of income, which allows for increased equality and access to resources and
necessities. In contrast, free market economies allow for private land ownership and give power to private
markets to determine what is produced and in what quantities based on the supply and demand of that
economy. One of the prevailing characteristics of a free market economy is a lack of government regulation.
Instead, the prices adjust to surpluses and shortages automatically to correct for any market failures that
might exist. Adam Smith describes this economic adjustment as the workings of the invisible hand. Most
associate this type of economic system as laissez faire capitalism. Socialists may argue that the competitive
nature of capitalism reinforces income inequality by rewarding those that control industry. The more
successful a company is, the more money those that work for that company earn, thus driving a wedge
between the successful and the not successful. A mixed economy combines the ideas of command and free
market economies, allowing private land ownership and a private market that determines what is produced
and in what quantity. Unlike a true free market economy, however, the government has the ability to regulate
markets. The United States operates as a mixed economy. The government plays a large role in the
redistribution of income in a capitalist society. Therefore, it stands to reason that income inequality within a
mixed economy is somewhere between that of a socialist and a laissez fair capitalist economy.

Measurements and Indicators of Inequality

Lorenz Curve

The Lorenz Curve measures the percent of a nation’s income as a function of the percent of the nation’s
population. A perfectly equal society is demonstrated as a line with a slope of 1, indicating that the marginal
percent change in the population results in an equal marginal percent change in the share of the nation’s
income. For example, the bottom 25% of the population would own 25% of the nation’s income while the
bottom 50% would own 50% of the nation’s income. This can be seen in Figure 1 as the line of equality. A
nation with an unequal distribution of income would have a Lorenz Curve that is bowed inward. The further the
Lorenz curve bows from the line of equality, the greater the income inequality of the nation. Theoretically, a
socialist society would have a Lorenz Curve closer to the line of equality while a laissez faire capitalist society
would have a Lorenz Curve further from the line of equality.
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Figure 1. an example of a Lorenz Curve.
Gini Coefficient

The Gini coefficient is one of the most widely used measures of income inequality and can be used to draw
comparisons between countries. The coefficient is measured on a scale of 0-1, with 0 representing an equal
distribution of income among a population and 1 representing the most unequal distribution of income. For
example, if every person in a country earns the same amount of income, that country will have a Gini
coefficient equal to 0. If, however, one person in the country receives all the income and everyone else has no
income, then that country will have a Gini coefficient of 1.

A country’s Gini coefficient is tied to its Lorenz curve. Figure 1 divides the Lorenz curve graph into regions A
and B. Region A represents the difference between the line of equality and the Lorenz curve itself. The Gini
coefficient is calculated as the ratio of Region A and the sum of Regions A and B. A country without income
inequality will have no region A, explaining why its Gini Coefficient is 0.

According to the Central Intelligence Agency World Fact Book, the five countries with the lowest Gini
Coefficients include Finland (0.215), Faroe Islands (0.227), Slovakia (0.237), Slovenia (0.245), and Ukraine

(0.246). 7 Of the 25 countries with the lowest Gini Coefficients, 13 also happen to be among the 25 happiest
countries according to the World Happiness Report. 8

What does income inequality look like in the United States?
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According to the United States Census Bureau, in the United States in 2016, the top quintile of income earners
earned approximately 51% of all American income while the bottom quintile earned just 3.1% of all American

income. 9 These statistics translate into a Gini coefficient for the United States of 0.481. 10
Is Income Inequality “Bad?”

Income inequality is not innately bad. Rather, the extent to which income is distributed reveals much about
that society. For instance, some level of income inequality can actually have positive ramifications on the
innovation and advancement of a country. Consider the political and economic history of China during its
cultural revolution. David Kestenbaum reports in the Planet Money episode “The Secret Document that
Transformed China” that in 1978, a group of Chinese farmers signed a secret agreement to increase
production beyond the government’s established quotas. 11 As part of the agreement, individual farmers could
keep the surplus they produced. This agreement incentivized farmers to work harder and look for cheap
methods to increase productive efficiency. Before the secret agreement, farmers didn't care how much they
grew, because it all belonged to the government. Once they agreed to keep the surplus as their own, the
farmers started working before the sun came up and kept working until after the sun went down. Productivity
skyrocketed, which is what eventually led to them being discovered. The farmers were so successful, though,
that the political leaders excused their disobedience and gave permission to the farmers to continue their
work as an economic experiment that would eventually transform China’s approach to agriculture along with
the country’s entire economic structure. China’s Gini coefficient in 1978 rose from approximately 0.305 to
0.465 in 2016, making it pretty close to that of the United States. 12 Despite the significant increase in income
inequality, the standard of living in China as a whole has greatly increased. Kestenbaum reports that “since
the farmers in Xiaogang signed that contract, something like 500 million people in China have risen out of

poverty. They’ve moved from mud huts with dirt floors and oil lamps to houses with electricity.” 13

Meanwhile, technological innovation in the United States can actually be attributed to competition fostered by
capitalism. According to the Bureau of Economic Analysis, the digital economy has grown nearly 3.7 times
faster than the country’s GDP over the last 11 years (2005-2016). Although there are intrinsic, altruistic
motives behind some innovation, financial incentives certainly don’t hinder the process. There is a reason that
the median income of residents in Silicon Valley ($137,000 a year) is double that of the national average
($57,600). 14 Certainly less innovation would occur if less financial incentive was provided. In the cases of
farming in China and technological innovation in Silicon Valley, income inequality has risen, but so has the
standard of living across the nations as a result.

Redistribution of Income in the United States

There are several measures that a country can take to redistribute income to decrease income inequality. One
of the main strategies used is a progressive tax system; that is, a tax system in which the marginal tax rate
increases as income increases. Thus, many countries’ Gini coefficient is reported both pre- and post-tax. The
United States, for instance, had a pre-tax Gini coefficient of 0.48 in 2013 but a post-tax Gini coefficient of 0.44.
15 The difference between these two values hints at the extent to which the government redistributes income.
Meanwhile, Sweden and the Netherlands have comparable pre-tax Gini coefficients to the United States
(0.44), but have significantly lower post-tax Gini coefficients (0.28). 16 This discrepancy suggests that Sweden
and the Netherlands redistribute income through taxation more aggressively than the United States does. This
is easily seen by examining the countries’ marginal tax rates. The highest marginal tax rate in the United

States is 37% whereas the highest in Sweden is 56.4%. 17 The Netherlands and Sweden are also on the top 10
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list of happiest countries as reported by the World Happiness Report. 18

Income is also redistributed through a series of transfer payments or social welfare programs, which include,
but are not limited to, Medicare, Medicaid, subsidized housing, the free- and reduced lunch program,
ObamaCare, EBT, and social security. These programs are known as transfer payments specifically because of
their ability to redistribute income from the highest earners to the lowest earners. In 2016, 24% of the federal
budget was spent on social security; 26% on Medicare, Medicaid, CHIP, and marketplace subsidies; and
another 9% on safety net programs. Nearly 60% of the budget focuses on the redistribution of income in the

United States. 19

Not all taxes in the United States, however, are progressive in nature. Instead, some taxes, such as those on
alcohol, tobacco, gambling, and sugar (commonly referred to as “sin taxes”), actually behave more
regressively. Because each of these goods - or “bads” if you will - make up a larger percentage of a low
earner’s income, the tax burden is more heavily felt by the poor than by the rich. This concept is explained
using the income effect. While sin taxes may have some success in reducing consumption, they certainly
impact the poor disproportionately. Benjamin Lockwood explains in his paper “Regressive Sin Taxes” that
“cigarettes and sugary drinks are consumed disproportionately by the poor, and energy efficiency subsidies
are taken up disproportionately by the rich.” 20In other words, corrective taxes and subsidies have the
tendency to redistribute income from the poor to the rich. This leads many to argue that sin taxes should be
reduced in an effort to help close the gap in income inequality.

The next few sections will underscore some of the challenges that lead to increased income inequality in the
United States along with possible strategies for reducing the gap. Each section references content that is
directly addressed in the AP curriculum.

Trade and Inequality

Classical microeconomic theory argues that free trade increases access to goods and services, which in turn
increases competition and drives prices down. The ultimate effect for consumers is a large increase in
consumer surplus. But what is the tradeoff? According to data from the US Department of Commerce,
throughout the 2000s, large American companies responsible for employing about a fifth of Americans
downsized their American factories in favor of producing abroad. This translates to a loss of about 2.9 million
American jobs. 21 This type of structural unemployment has large ramifications for those Americans affected
by the decision to outsource. Moreover, the types of jobs that are typically outsourced tend to be lower skilled
jobs like manufacturing that pay low salaries. Outsourcing allows these companies to drastically cut operating
costs and increase profits. Increased competition in the low-skill labor market drives wages down while raising
earnings for owners or stockholders, further increasing the inequality gap, or wage premium, between the
highest and lowest income earners. 22 Because high skill jobs are less frequently outsourced, competition for
these jobs remains low, allowing high skill workers to maintain higher salaries.

Additionally, American producers who do not outsource are forced to compete with both international
producers and American producers who choose to outsource, causing them to lower prices without the added
benefit of lower costs. This decrease in price greatly restricts the producer surplus of American producers who
choose not to outsource and could theoretically contribute to these firms eventual shut down. So while
international trade does provide huge benefits to consumers from a pricing standpoint, it also has large
ramifications on the low-skill labor market and those who choose not to engage in outsourcing.
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Finally, Atkinson argues that technological progress favors skilled workers. He calls this the “skill-biased

technical change hypothesis.” 23 The hypothesis essentially states that technical innovation drives down the
demand for low-skill labor, ultimately lowering wages for these employees. By introducing new technology, a
larger wedge is driven between low and high skill labor, making the substitutability between the two different
types of skilled workers even less.

One way in which the government can intervene to restrict trade and protect the American worker is to
impose trade tariffs. A tariff makes international trade more expensive. Tariffs raise the price of foreign-made
products, which allows domestic producers to charge a price closer to that of when no foreign trade exists.
With increased foreign prices, there’s less incentive to outsource labor, which decreases competition and
drives domestic wages of low skill jobs back up.

So which is better for decreasing income inequality: free trade or tariffs? Free trade keeps prices low, but
could also result in a loss of low-skill domestic jobs. Meanwhile, tariffs raise prices for consumers, but may
result in an increase in domestic employment. There is no easy answer to this question. A decrease in price
levels equates to a real increase in wages; however, an increase in employment could also result in an
increase in real wages. The question thus becomes one of impact. Does the effect of free trade have a greater
impact on price levels than tariffs do on employment levels? Consider the current trade war between the
United States and China. According to CNN Money, the United States has a $337 billion trade deficit with
China, a deficit that Washington and Beijing hoped to shrink by increasing Chinese imports of US energy and

agriculture. 24 With President Trump’s plan to impose $50 billion of tariffs, however, China has retaliated,
imposing its own tariffs on many of the agricultural products like soybeans that it had previously considered
importing more of. The impact of a tariff is larger than the basic impact discussed in AP Microeconomics,
especially when it plays out as an iterative game. Tariffs that initially impacted the markets for solar panels
and washing machines have ultimately led to additional tariffs in a wide array of markets in both the United
States and China. Given the current political climate, one might be able to argue more easily for the benefits
of free trade in combatting income inequality as the trade war seems to be escalating in a way that classic
models taught in AP might not suggest. Atkinson also argues in favor of globalization, but with two caveats.
The first is to raise the country’s skill level by investing in human capital, and the second is to lower student

loan interest rates to make it cheaper to invest in human capital. 25
Externalities and Inequality

An externality is a cost or benefit that someone receives without having to pay for the product that yields the
cost or benefit. Two types of externalities are examined in the AP curriculum, positive consumption
externalities and negative production externalities. A positive consumption externality exists when people
outside the given market benefit from other consumers using the good or service. For example, an
unvaccinated child benefits from his peers being vaccinated as he becomes increasingly less likely to get sick
as more of his peers are treated. In this case, the marginal social benefit of a vaccine is greater than the
marginal private benefit. The externality can be measured as this difference. Meanwhile, a negative
production externality exists when people outside the given market bear a cost because of the production of a
good or service that they don’t use. For a town that is downstream from a factory that pollutes a river with
chemical waste, the negative externality represents the cost to clean up the pollution. Negative externalities
are measured as the difference between the marginal cost to produce the product and the marginal social
cost.

The 2012 World Happiness Report explores education as one of the major domains that affects well-being.
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Actually, the report describes education as “a two-way interaction” in that “education affects a person’s
happiness, but happiness also affects the ability to learn. 26 ” Economists typically agree that education (i.e.
investment in human capital) is a huge component of economic growth and stability. Even beyond the gains to
income associated with each additional year of education, higher education contributes to “longer, fuller,
happier lives.” 27 Economies that invest highly in education see higher returns in unity, trust, health, and
societal contributions while also experiencing decreases in suicide and crime. Thus, society as a whole reaps
the gains of every individual that chooses to pursue higher education. Given the many positive externalities
that stem from education, it is no wonder that the 2012 World Happiness Report argues in favor of
“raising...the compulsory minimum school leaving age.” 28

In his paper titled “Social and Economic Returns to College Education in the United States,” Michael Hout

analyzes the costs and benefits of higher education. 29 Comparing sticker prices of public and private
universities between 1981 and 2009, both increased by an average rate of approximately 125% above the
inflation rate. Despite the drastic increases in the cost of college, the benefits still outweigh the costs. Men
with college degrees are expected to earn an $18:$1 return on their investment while women are expected to
earn a $10:$1 return on their investment in college. The payoffs extend to society as well. Hout cites a study
in Texas that found “the combined benefits of lower use of public assistance, lower crime and incarceration,
and higher payback in the form of sales, property, and state income taxes yielded Texas more than $4.00 for
every $1.00 invested in higher education.” 30 Hout found similar returns of $3.65 in California. Despite an
abundance of research evidencing the benefits of higher education on society and that the benefit outweighs
the ever-increasing cost, it is clear that the price of college disincentivizes some students from pursuing
higher education. This concept is easily studied through the lens of positive externalities in the AP curriculum,
which indicates that markets that produce positive externalities produce less than the socially efficient level of
output. The AP solution? Subsidization. A few European countries like Norway, Finland, Sweden, Germany,
Slovenia, and France offer free to virtually-free college tuition at public universities. Free tuition helps
recapture the part of the market that has been priced out, which helps reduce the gap in income inequality.
Note that each of these countries share Gini Coefficients under 0.30 31and all, other than Slovenia, share

happiness indices greater than 6.4. 32This is not to say that free or subsidized education will solve the United
States’ income inequality woes; however, the data may present a reason for the US to slow or decrease its
increasing tuition rates if it has any aspirations to decrease the extent of its income inequality.

Increasing human capital cannot wait until high school and college. According to the National Center for
Education Statistics (NCES), only about 42% of children ages 3 to 5 attended pre-primary school in 2016. 33
The positive externalities associated with such education are astronomical. Not only are these children more
likely to earn higher wages later in life, but they will also greatly impact society as a whole. One study
published by Lawrence Schweinhart details the effects of early childhood education on high-risk children in
Michigan. The study began in the 1960s, and researchers continued analyzing participant data through the
age of forty. Their results were staggering. The cost per participant was $15,166 with a return to society of
$244,812. That's a $16.14 return on each dollar invested. Nearly 80% of that return went to the general public
in the form of crime savings, taxes on earnings, education savings, and welfare savings. 34 The importance of
early childhood education in reducing income inequality is clear. NCES, however, reports that children with
parents that have a professional or graduate degree are 80% more likely to attend preschool than those with
parents that did not finish high school. 35 To decrease income inequality, society must increase access to
quality early childhood education in high-risk areas. In alignment with the AP curriculum, subsidizing early
childhood education would increase market output to more closely approximate that of the socially efficient
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level of output.
Patents and Inequality

Barriers to entry serve an important role in decreasing competition within a market, thus allowing firms a
greater opportunity to earn increased profits. Perhaps the most common barrier to entry is a simple patent,
which Angus Chu argues has a negative impact on income inequality. In his paper, “Effects of Patents versus
R&D Subsidies on Income Inequality,” Chu argues that “strengthening patent protection causes a moderate
increase in income inequality and consumption inequality.” 36 Patents, however, also provide positive effects
on the economy, including having “an incentive function to innovate” and “a protective function to sustain

competition based on innovation.” 37 But perhaps these benefits over-exaggerate the importance patents play
in the economy. Chu proposes R&D subsidies as an alternative to patents, arguing that “raising R&D subsidies
causes a relatively large decrease in both income inequality and consumption inequality” and that if the
government aims to promote innovation and economic growth, “then the government should raise R&D
subsidies instead of (or at least in combination with) strengthening patent protection.” 38 Providing subsidies
decreases the cost to innovate without decreasing competition, thereby providing downward pressure on
prices and increasing accessibility to potentially important products, such as pharmaceuticals.

Labor Markets and Inequality

Classical economic theory does a poor job explaining labor markets. Using basic ideas of supply and demand,
minimum wage can easily be debunked as an appropriate stratagem for reducing income inequality. A wage
floor indicates that the quantity of labor demanded will decrease while the quantity of labor supplied will
increase. This policy thus increases unemployment by causing a surplus of labor or a shortage of jobs.
Minimum wage is thus great for those who can find jobs, but negative for those who find themselves
unemployed. Similar to the previous topics, the change to minimum wage would have a disproportionate
effect on low income earners. Research, however, shows that the classic effects do not ring true. In fact, more
often than not, employment increases. William Lester found that between 1987 and 2012, “states raised the
minimum wage 91 times when the unemployment rate was at or above 7 percent. Unemployment fell on 47
occasions and remained unchanged on 4 occasions. 39" Additionally, states that raised their minimum wages
realized lower unemployment rates than the national average 51 times. It thus seems inconclusive that raising
the minimum wage during periods of high unemployment would actually cause the traditionally believed
increase in unemployment.

Additionally, federal minimum wage has not kept up with inflation over the years. David Cooper from the
Economic Policy Institute cites, “In 2016, the federal minimum wage of $7.25 was worth 10 percent less than
when it was last raised in 2009, after adjusting for inflation, and 25 percent below its peak value in 1968.” 40If
minimum wage has risen slower than inflation, than clearly traditional theory will not hold. Rising revenues are
outpacing rising costs for firms, which only further increases income inequality. Cooper argues that
policymakers have “long acknowledged that...the poverty line,” which was established in the 1960s, “is
woefully inadequate as a measure of what is truly needed for a family to afford the basic necessities.” 41
Moreover, a parent working at minimum wage doesn’t even earn enough to live above the federal poverty
line, creating lower standards of well-being. The Raise the Wage Act of 2017 proposes increasing the
minimum wage to $15 per hour by 2024, which Cooper claims will not only result in a 31.3% increase in
annual wages for minimum wage workers, but also have spillover benefits that will indirectly affect another 19
million workers who work above minimum wage and whose wages must now adjust to compensate for the
minimum wage increase. “All told, raising the minimum to $15 in 2024 would directly or indirectly lift wages
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for 41.5 million workers, 29.2 percent of the wage-earning workforce.” 42 There shouldn’t be a question of
whether or not to raise the minimum wage, but rather a question of how much we need to raise the minimum
wage in order to reduce income inequality.

One alternative to raising the minimum wage is to establish a guaranteed (or universal) basic income (GBI or
UBI), which guarantees all residents a minimum amount of money on which to survive, regardless of whether
or not they work. Such a policy would eliminate the need for most other transfer payment programs, though it
would not come without much debate. The pros and cons of GBI will, in fact, be the subject of an in-class
debate, which will be described in the “Classroom Activities” section.

Trade unions serve as another effective strategy to raise wages. However, Atkinson cites the OECD report
Divided We Stand , stating that, apart from Spain, “trade union membership was lower in 2008 than in 1980,”
which according to Thomas Lemieux has been attributed to “a significant fraction of the growth in wage

inequality in the United States and the United Kingdom.” 43 As union power diminishes, workers lose the
benefits that stem from collective bargaining, such as working conditions, salary negotiation, and paid leave.
With a decline in unionization, it becomes increasingly important for workers to have as much information as
possible when trying to negotiate their salaries on their own. Lisa Pollack discusses the effects of transparent
pay practices on the Planet Money episode, “When Salaries Aren’t Secret.” She argues that when employers
and employees have asymmetric information, the person with less information is always worse off. When it
comes to hiring practices, this often means that two people can be hired to perform the exact same job, but
these people will often have drastically different salaries. This discrepancy comes from the fact that
employees don't often know what their labor is worth to a firm. But when salaries are transparent, workers
gain a better understanding of what their labor is worth, which gives workers more bargaining power. Pollack
reiterates that not all employees with similar job titles get paid the same because they don’t always carry the
same responsibilities or perform the job with equal skill. However, salary transparency does share many of the
benefits experienced through collective bargaining with trade unions.

Strategies and Methods

The AP curriculum already asks students to examine consumer and producer surplus in a host of scenarios.
Students examine loss to the total surplus (deadweight loss) as a means to compare the efficiency of various
market structures and government regulations. This unit will ask students to move beyond basic analysis of
efficiency and have them also answer the larger questions of who benefits and how do the benefits play a role
in either closing or widening the inequality gap. When analyzing product market structures, students will
compare perfectly competitive markets to imperfectly competitive markets. Students will consider the pros
and cons of barriers to entry and debate the extent to which firms should have the right to monopolize the
production of a given product. Within the factor markets, students will examine monopsonies and analyze who
is affected by the wage setting power of the firm. Students will also debate the merits of a minimum wage to
those of a guaranteed basic income. Finally, students will learn about price ceilings, price floors, taxes,
subsidies, and tariffs and discuss the differences between fairness and efficiency.

Below are some questions that students will consider as they progress through the AP curriculum. Students
should consider how each government regulation affects consumers and producers. Are all consumers and
producers affected the same way? If not, how does each impact inequality in America?
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¢ Does inequality matter from an economic standpoint?

e Price ceilings result in lower prices for consumers. Do all consumers benefit? Do price ceilings increase
or decrease inequality?

e International trade decreases prices for consumers. Do all consumers benefit? Does trade increase or
decrease inequality?

¢ Tariffs raise prices for domestic producers. Do consumers benefit? Do tariffs increase or decrease
inequality?

e Minimum wage results in higher hourly wages. Do all workers benefit? Does a higher minimum wage
increase or decrease inequality?

Recommended Course Outline

The brief outline below illustrates the recommended order for which the topics in AP Microeconomics can be
taught. Teachers should feel free to make changes as needed to fit the confines of their own course. The
sequencing below is included to help show how income inequality can be addressed in each of the major units
of the course. Students will first learn about income inequality after being exposed to basic economic
principles like opportunity cost, supply and demand, elasticity, and consumer and producer theory, but before
diving deeper into market structures, factor markets, market failure, and government regulations. This format
will allow students to utilize their understanding of basic economic principles to support their study of the
other topics through the lens of income inequality.

1. Unit 1: Basic Economic Principles
1. Defining economics
Opportunity cost, production possibilities, comparative advantage, trade
Demand, supply, and market equilibrium
Elasticity
Allocative efficiency, consumer and producer surplus, deadweight loss
Introduction to income inequality: Gini coefficient, Lorenz Curve, and progressive taxation
7. Production possibilities through the lens of income inequality
2. Unit 2: Consumer and Producer Theory
1. Utility and utility maximization
2. Total revenue
3. Cost functions
4. Economic profit and profit maximization
3. Unit 3: Product Market Structures
1. Introduction to product markets: who are the players and what game are they playing?
Perfect competition
Monopoly
Monopolistic competition
Oligopoly
6. Comparing the four market structures through the lens of income inequality
4. Unit 4: Factor Market Structures
1. Factors of production, profit maximization, and cost minimization
2. Perfectly competitive factor markets
3. Monopsony
4. Comparing the factor market structures through the lens of income inequality
5. Unit 5: Market Failure, Government Regulation, Income Inequality
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Externalities

Price ceilings

Price floors

Taxes

Subsidies

Free trade vs. tariffs

Examining government regulation through the lens of income inequality
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Classroom Activities and Resources

Income Inequality Demonstration

Have one hundred cookies (Oreos are a relatively cheap way of doing this) displayed at the front of the
classroom. Break students into five groups. Ask groups to develop a plan for how the cookies should be
distributed among the class. Then, tell students that their groups represent each quintile of the population.
Randomly assign each group to be the first, second, third, fourth, and fifth quintiles. Then, divide the cookies
among the groups according to how income is distributed between the various quintiles. The lowest quintile
should split just three cookies. The second quintile should split 8 cookies. The third quintile should split 14
cookies. The fourth quintile should split 23 cookies. Meanwhile, the top quintile should split 52 cookies. Ask
the students if this distribution matches what they came up with earlier. What concerns does this type of
distribution create for how society operates?

“Wealth Inequality in America” (6:24)

Show the video “Wealth Inequality in America,” which can be found for free on Youtube. The video uses
infographics to further explain and illustrate how wealth is unequally distributed in America. After the video,
ask students to discuss any facts from the video that they found interesting or even disturbing. What are the
implications of such inequality? Ask students if this type of inequality is troublesome for our country. If so,
why?

Game Theory of Trade Wars

Have students do research about the trade war between the United States and China. Then, have students
develop a payoff matrix that outlines the effects of each country choosing to impose a tariff or not choosing to
impose a tariff. Have a classroom discussion about whether playing this game with multiple iterations will
have an impact on how each country makes decisions in earlier rounds of the game.

Progressive Taxation Exploration

Overview

Students will explore the nature of the progressive tax system by completing an exploration on Google
Sheets. Students will learn the difference between the marginal tax rate and the average tax rate. Students
will understand how the progressive tax system allows for the redistribution of income. The Initial
Understanding section is meant to gauge students’ assumptions about the concepts before any learning
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happens. Students will then test their assumptions in the Exploration section. Finally, students will revisit the
same questions from the Initial Understanding section and summarize their findings in the Conclusions
section. Students should examine the differences between their initial assumptions and their final conclusions.

Initial Understanding

The US tax system utilizes a progressive tax bracket system, meaning that successive tax brackets have
larger marginal tax rates. The current tax brackets and marginal tax rates can be seen below.

Tax Bracket :.r:)cv:l)::'eLi-mit Ilr[:::‘eLi-mit Marginal Tax Rate
1 $0 $9,525 10%
2 $9,526 $38,700 12%
3 $38,701 $82,500 22%
4 $82,501 $157,500 24%
5 $157,501 $200,000 32%
6 $200,001 $500,000 35%
7 $500,001 N/A 37%
1. What percentage of your income is taxed if you earn $200,0007
2. Who pays less in taxes, someone who earns $38,700 or $38,7017 Explain.
3. People often claim that progressive taxes are unfair and disincentivize working additional hours to earn
more money. How accurate is this statement? Justify your reasoning.
4. A progressive tax system helps to redistribute income in a country. Explain how.
Exploration

1. Open the Google Sheets file “Marginal vs. Average Tax Rate,” which can be found at
<https://docs.google.com/spreadsheets/d/1KfTl jEcC765HIMdQA6USgFBXp3ygD 09Qqjul_1NK6s/edit?usp
=sharing >. Make a copy, which will allow you to edit the file.

2. Who pays less in taxes, someone who earns $38,700 or $38,7017 Enter each value into the income cell
B1. How much disposable income does someone who earns $38,700 have compared to someone who
earns $38,7017

3. Complete the table below by entering the given incomes into the spreadsheet in cell B1.

Tax Bracket Income Total Taxes Paid Average Tax Rate
$5,000

$25,000

$50,000

$100,000

$200,000

$400,000

$1,000,000

~N o U B W N

1. Select cell D12, the Average Tax Rate value, to see the formula. How is the average tax rate calculated?
Do not just copy the formula. What values are being used?

2. Does someone in the 3 rdtax bracket actually pay 22% of their income in taxes? Examine the results
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you found in the Google Sheets document to help you explain the difference between the marginal tax
rate and the average tax rate.

3. Many Americans complain that the progressive tax system encourage people to work less so they
remain in a lower tax bracket. Does the progressive tax rate system actually disincentivize working
more? Explain.

Conclusions

1. What percentage of your income is taxed if you earn $200,0007

2. Who pays less in taxes, someone who earns $38,700 or $38,7017 Explain.

3. People often claim that progressive taxes are unfair and disincentivize working additional hours to earn
more money. How accurate is this statement? Justify your reasoning.

4. A progressive tax system helps to redistribute income in a country. Explain how.

Planet Money Podcasts and Reflection Questions

The following Planet Money podcasts directly address the primary topics that will be addressed throughout the
year as possible solutions to income inequality. Depending on time constraints for the teacher, these podcasts
can either be played in class or assigned to students to listen to outside of class.

Episode # Podcast Title Length Where to Include
217 H:]eeArt of Living at the Poverty 22:28  Unit 1f: Introduction to Income Inequality
356 The Surprisingly Entertaining 18:15 Unit 1f: Introduction to income inequality: the Gini
History of the Income Tax ' coefficient, Lorenz Curve, and progressive taxation
Why Preschool Can Save the ) Unit 1g: Production possibilities through the Lens of
411 20:56 .
World Income Inequality
412 How to Fix the Patent Mess 17:15 Unit 3f: Comparing ’Fhe four_market_ structures
through the lens of income inequality
551 The Case Against Patents 16:04 Unit 3f: Comparing ’Fhe four_market_ structures
through the lens of income inequality
510 The Birth of the Minimum Wage ~ 16:55 Unit 4d: Comparlng_ factor _market structures through
the lens of income inequality
796 The Basic Income Experiment 26:58 Unit 4d: Comparlng_ factor _market structures through
the lens of income inequality
698 The Long Way Home 16:13  Unit 5e: Subsidies
833 Worse. Tariffs. Ever. 21:06  Unit 5f: Free Trade vs. Tariffs
849 ::ti;stkes Two to Make a Trade War 22:51  Unit 5f: Free Trade vs. Tariffs

Ask students to reflect on some of these reflection questions as they listen to various podcasts. These
reflection questions have been kept broad intentionally to encourage students to think about income
inequality from each of these different lenses. Keep in mind that these reflection questions are not designed
to get students to reflect on the individual podcast, but rather how students can utilize the podcast’s content
to discuss income inequality.

1. How can we address income inequality from the lens of the podcast topic?
2. In terms of income inequality, what are the pros and cons of the topic?
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Blog Post and Debate Overview

Blog Posts and debates can occur about once each marking period, covering a range of topics throughout the
year, including trade and tariffs, externalities and corrective taxes/subsidies, factor markets and wage floors,
and monopolies and patents. This activity starts with an online blog post that prompts students to research a
given topic. Students do not know which side they will have to argue until the day of the debate, so it is
important that they research all sides of the debate. Students will write two responses to the blog post. The
initial response is 500 words where the student takes a specific position and argues in favor of that position.
Students are required to cite their research and be clear and concise with their arguments. The second post is
in response to someone else’s initial post and should either refute the initial post, pose questions that might
poke holes in the post, or provide additional support for that post. This response must be a minimum of 200
words. The blog post will serve as a resource tool for students on the day of the debate. Initial blog posts are
due two classes before the debate. Responses are due the class before the debate.

On the day of the debate, randomly split the class into two-three teams and assign each team one of the two-
three arguments. Teams should then divide their members into the following roles: debater (4 people),
supporter (3 people), or judge (2 people). The roles were devised for a class of 27. If a debate topic has fewer
arguments, modify the roles appropriately. Feel free to modify how many people serve in each role based on
your class size.

Debate Roles

Debater - 4 people per team

Debaters should be well-versed in the debate topic as they are the only team members that can talk during
the debate. They are responsible for presenting the team’s primary arguments along with supporting evidence
in the form of facts, economic concepts, graphs, and other infographics. Debaters also rebut each of the other
team’s arguments.

Supporter - 3 people per team

Supporters compile and organize the research the team has done. During the debate, supporters are the only
team members that can access the internet to do further research. Supporters are responsible for passing
information to the debaters and ensuring the debaters have enough content to fill the time allotted for
speaking.

Judge - 2 people per team

Judges are responsible for scoring how well the other teams argued and rebutted along with how well the
debaters and supporters collaborated to fill their time. Judges record all arguments and evidence that has
been presented. Judges monitor whether evidence is relevant to the team’s primary argument. Finally, judges
determine, based off the notes they took, which of the other two teams performed better.

Elements of the Debate
Position Statements, 1 minute

Position statements should clearly define a team’s position and should outline the three arguments the team
will use to justify their claim.
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Planning Period, 2 minutes

Groups should be given a period to work as a team in between each phase of the debate; that is, between the
position statements, each argument-rebuttal-response cycle, and the conclusion.

Arguments, 4 minutes

Each argument should present one key idea and should include economic data, microeconomic graphs that
have been studied in class, infographics, citations, and any other relevant information that the team may want
to present.

Rebuttals, 2 minutes

Each rebuttal should be in the form of a question. The opposing teams should listen to the presenting team’s
argument and try to ask questions that could poke holes in the team’s argument. Rebutting teams should not
present their own facts, just find flaws in the presenting team'’s facts. This takes place directly after each
argument without a planning period.

Responses, 2 minutes

Each response to a rebuttal should attempt to clarify and answer the questions posed by the opposing teams.
This takes place directly after the rebuttal without a planning period.

Conclusions, 1 minute

Conclusions should remind the audience of the team’s claim, three arguments, and provide any closing
remarks as to why their claim is correct.

Debate Format

The general layout of the debate is outlined below. Teams should alternate to present each phase of the
debate; that is; each team should present each phase before moving on to the next phase of the debate. The
debate will take approximately 86 minutes to complete under these conditions.

Position Statements

Planning Period

Cycle 1: Argument-Rebuttal-Response
Planning Period

Cycle 2: Argument-Rebuttal-Response
Planning Period

Cycle 3: Argument-Rebuttal-Response
Planning Period

Conclusions

WO NV kAWM

Debate Prompts

Debate # Prompt Where to Include

Unit 3f: Comparing the four market
structures through the lens of
income inequality

Should the government grant pharmaceutical companies
patents, subsidize R&D, or neither? Justify your argument.
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Should the US have a minimum wage, a guaranteed basic Unit 4d: Comparing factor market

2 . . . structures through the lens of
income, or neither? Justify your argument. . . :
income inequality
3 Shpuld the U.S tax sugary foods, subsidize healthy foods, or Unit 5d: Taxes
neither? Justify your argument.
4 Should the US engage in free trade, implement tariffs, or Unit 5f: Free Trade vs. Tariffs

remain isolationists? Justify your argument.

Appendix - Implementing District Standards

According to the AP course description, AP Microeconomics is meant to introduce students to basic economic
theory and to apply these theories to determine how individual consumers and producers behave in given
market structures. “It places primary emphasis on the nature and functions of product markets and includes
the study of factor markets and the role of government in promoting greater efficiency and equity in the

economy.” 44

There are no specific standards identified by the College Board, merely a summary of topics that should be
included. Below is a blurb taken directly from the course description as published by the College Board that
summarize what an effective course should include: “A well-designed course will incorporate key measures of
income distribution (Lorenz curve and Gini coefficient) and examine the impact of government tax policies and

transfer programs, both on the distribution of income and allocative efficiency.” 45

Given the suggested AP content, below is a list of objectives for students that ties the curricular content with
the topic of income inequality.

1. Compare income inequality between countries using the Gini coefficient or Lorenz curve.
Differentiate between various market structures and how each leads to varying amounts of income
inequality.

Identify the sources of and solutions to income inequality in America.

Differentiate between progressive, proportional, and regressive income taxes.

Explain how tariffs, price floors, taxes, and subsidies can be used to reduce income inequality.
Debate the effectiveness of minimum wage to that of a universal basic income to reduce income
inequality.

7. Debate the effectiveness of subsidization to that of taxation to reduce income inequality.

N
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