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US Income Distribution I: Mobility vs Inequality. I am wrapping up my latest book, titled 
In Praise of Profits. One of the issues that I address is income inequality in the US. 
  
My conclusion is that our system of free-market capitalism, driven by the profit motive, 
increases widespread prosperity, i.e., aggregate income, better than any other economic 
system. It naturally causes income inequality, especially during good economic times. 
That’s when high-income households tend to get richer faster, while low-income households 
tend to get richer as well but more slowly. 
  
Periods of prosperity are often associated with new goods and services introduced by 
entrepreneurial capitalists. The ones that succeed do so because they bring to market 
products that benefit lots of consumers. They get rich by increasing the standards of living 
of their customers with those products. They may very well get richer much faster than their 
employees and their customers do, but they are the key drivers of technological innovation, 
productivity, and widespread prosperity. 
  
I’ve also concluded that upward economic mobility in our economic system tends to offset 
the negative consequences of income inequality. 
  
US Income Distribution II: Many Happy Returns. In my forthcoming book, I discuss the 
extraordinary growth of pass-through business entities. These are all owned and managed 
by entrepreneurial capitalists. The latest available data for 2017 show there were 1.6 million 
C corporations that year, down from 2.2 million in 1980 (Fig 1). They are the ones that are 

 
Check out the accompanying chart collection. 
  
(1) A forthcoming exposé of corporate profits. (2) In summary: Profits beat the alternatives. (3) Profits 
drive widespread prosperity, which always entails some inequality. (4) Income mobility offsets income 
inequality. (5) America has evolved into a nation of proprietors. (6) Pass-through business owners 
personally account for at least 25% of employment! (7) Number of taxpayers in lowest income bracket 
has been declining. (8) Tax return data show upward income mobility. (9) Wealth inequality increases 
during periods of prosperity too. (10) The wealthy tend to be heavily invested in equities, which 
appreciate most during good times. (11) Real estate and pension entitlements more equitably 
distributed. (12) Adding Social Security as a retirement asset reduces wealth inequality significantly. 

https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD133p_8SV1-WJV7CgP2tW342CRW8m6JZ4V9twps68Ys50W45nqbb2Zj6K4W4cxLlJ4fFV_kW38gXhm2YJx1zW2rhyg62_FC2mVGq4Qh93hGYGW1twxgL69M5CcN4N00sM9FSW-W71psdb6M1bTHN6cHYpqmYk_CW72Bl3f8GtcyjW8nyKcf3PRks7W7dPbNh5Vsc7qVyjwR54dqFLQW3bKrqr9jMG_ZW26Wcdz2spSbyW94B2Qq9h2TNdW8zL2yK64DDWzW62GTRn940r1PW43Njyj8DVfj9V2bNyY78wjcT36nX1
https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD133p_8SV1-WJV7CgBhyW5mZcSr647qMMW5Gg0qD1kG8GjW4P2gJm1wsfYJW53tgvV7XT8CFW1NjkR-6W7LGdW4r_l0X2hNGylW8d4Mkr4ZTl0NW3FcRLN3wJqzpN8k6bNHXyqZMW3cS26H8LQPfPW48N08-5_yB8-W5grXqp21Wx8KW8cSKKf5Vv98XW2gZPGz8gfMn3N6gzvs6ZqKFJW6Wdkh-5ySJjJN3YKtrf6tQ_7W73hx0Q4lwbRCW5cBTvN31LmSDM50-0MM7NB3Vpylnh8QD8B2VR2Wvw5xL4D_3frw1
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publicly traded and pay taxes on their profits. They pay dividends to their shareholders, who 
are taxed on these proceeds. That same year, there were 35.1 million pass-through 
business entities, up from 10.9 million in 1980. 
  
Pass-throughs are not publicly traded and are taxed just on the dividends paid out to their 
limited number of shareholders. They include S corporations, sole proprietorships, and 
partnerships. Internal Revenue Service (IRS) rules limit the number of shareholders of an S 
corporation to 100. They may be individuals, certain trusts, or estates. They may not be 
partnerships, corporations, or non-resident alien shareholders. The S corporations must be 
domestic and have only one class of stock. They cannot be certain financial institutions, 
insurance companies, and domestic international sales corporations. A sole proprietorship 
is an incorporated business owned by a single person. A partnership is like a sole 
proprietorship in function but allows for the association between two or more persons who 
agree to combine their resources and skills for a mutual profit (and loss). 
  
For simplicity, let’s assume that during 2017, the 4.7 million S corporations were owned by 
just one shareholder, as were the 26.4 million sole proprietorships, and that the 3.9 million 
partnerships had only two partners. That adds up to 38.9 million Americans, or 25.4% of 
2017’s household employment measure, which reflects the number of people with jobs 
rather than the number of jobs. 
  
America has evolved into a nation of pass-through business owners. They have had a 
significant positive impact on income distribution, in my opinion. To see this, let’s examine 
annual data on tax returns provided by the IRS: 
  
(1) Total returns. During 2017, Americans filed 152.9 million tax returns, up 22.6 million 
since 2001. The total number of pass-through business entities during 2017 totaled 35.1 
million, up 11.6 million since 2001. So they accounted for about 23% of all returns and for 
about half the increase in total returns from 2001-2017. Keep in mind that they all must file 
individual income tax returns. S corporations also file corporate returns, but their owners 
pay taxes on the dividends they receive on their personal returns. 
  
(2) Returns by income group. The IRS provides the number of returns by five different 
income brackets, based on adjusted gross income (AGI) from 2001 through 2017. Here are 
the number of returns, in millions, by AGI group during 2001, then 2018, as well as the 
change over that period (Fig. 2): 
  
$0-$50K (92.8, 88.9, -3.9) 

https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD133p_8SV1-WJV7CgX32W2jrmHh1n35x-W19JT_D4HhWslW3Wxjb-7wqyqnN6FbVKP6_rytVh8w418C--ncVDfDD370FRHKW6P_yZ48d8bH-VwNvb-6sMbgPW7N320f8RtWFpW2vVgVC4V6KbYN6BNLp0wgbKGW5XHss41yXhT2W5mGT7v38M19nW7qXQ-k5yqPBSW1_2L7j75bmFSW4Vs0Jd30xnkFW32BY9m7qBV8sW38g6XP80TDSSVFjpBv70FdNgW8FNGdt3t7lkhW4Mtwnh5SzwYcW61TstY2mbDNP3bJ61
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$50K-$100K (26.4, 35.2, 8.8) 
$100K-$200K (8.5, 21,2, 12.7) 
$200K-$500K (2.0, 6.9, 4.9) 
$500K or more (0.6, 1.7, 1.1) 
  
The decline in the lowest income group might reflect progressive changes in the tax code 
that meant that fewer households in this bracket had to file returns. It could also reflect 
upward income mobility. 
  
(3) Share of returns by income group. Another way to slice and dice the tax returns data is 
to compare the filings of each AGI group as a percentage of total returns during 2001 and 
as a percentage of total returns during 2018, then to calculate the change in these 
percentages (Fig. 3): 
  
$0-$50K (71.2%, 57.8%, -13.4) 
$50K-$100K (20.3%, 22.9%, 2.6) 
$100K-$200K (6.5%, 13.8%, 7.3) 
$200K-$500K (1.6%, 4.5%, 2.9) 
$500K or more (0.4%, 1.1%, 0.7) 
  
These numbers suggest a significant amount of upward income mobility. The percentage of 
total tax returns filed by the lowest income group dropped from 71.2% to 57.8%, while all 
the other income groups rose from 28.8% to 42.2% (Fig. 4). 
  
(4) Total AGI. The IRS also provides total AGI (Fig. 5). It increased 88.7% from $6.2 trillion 
during 2001 to $11.6 trillion in 2018. The average AGI per tax return increased 59.7% from 
$47,353 in 2001 to $75,683 in 2018 (Fig. 6). Over this same period, the PCE deflator rose 
37.9%. Overall, Americans have been solidly beating inflation. 
  
(5) AGI per return by income group. Then again, this conclusion does not hold up for the 
average AGI per return for each of the five brackets, which rose by much less than the rate 
of inflation from 2001 through 2018, as follows (Fig. 7): 
  
$0-$50K (1.0%) 
$50K-$100K (2.7%) 
$100K-$200K (3.9%) 
$200K-$500K (-2.0%) 
$500K or more (8.8%) 

https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD133p_8SV1-WJV7CgVXTW7l31V79hPwZyW78dDV34Gy269N3VNR5hRFN10VkpwLv21c666W6z-v9b5DpmMBW3VZM_j8GN8MpW8GXdRV1Fr9dRMBKHx3Fk4tKW35HR_H6YBX7cVGVd85916-jmN8JnyPVYv6CJW14dz9c2qGz9pVK5by268k4d9W7n-b_n6zy1FRVbDTgn2m9tx1W3BZ_ls5G1GQtW64Ngs38xxvsGW5NckGx7yT7DDW6w1hzk7gVX1PW70_JCl3V-PLmW7hsZp844b5chW36h_bZ459M8v3fRB1
https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD133p_8SV1-WJV7CgG-vW6wMpqm5JdcW1W4qVvc02BkRhTW7-s7d-48Yq4QW4M4j2344y_C6W7Kc60y2kpvmxVkbkQg2z4ys0W7Z_W747jwCknW7rJsV_4rm9YCV1bD6b98Js8TW17GrqR7Nlr7HVCT_qv5g4N2SW8l19sB1ysSLYVk65503NRk0sW33XRJ949MFgRW8p7Npw4MbjdYW51ZcpT9kxyxTW1pq6N3164bT9W5hj-sS8_Gmk2W4m89VY2F1T68W3X2BHR59gNYQW4DR6nY2z5sjLW2lKRzX6Xqk7D3pZB1
https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD133p_8SV1-WJV7CgCLsW2FV9kr1MpmMHW8tmgC98yH045W8zjWRt83jMzdW6mDW3m1zN4QxW2bRFhR6hw4vYVVrhqD5VhLS1W7kZCM62q6ZkRW8tSRw09jzVgjW7kv3B98wFSd4W5JKVwC5Xw-3bW1g-XBN1jYrp8W8mss935GtgDpW47mn_j8lqzwGW58Dyxh4Z-jLvW4ZBQWz3Hx-bcW45h6C08-L3lSW4c6V0h6npbbdN9fqjGvVWkbWN6WybVxYMwFFW5-xJ0q7PHh_gW6w73SS7Px26-W3kvygn2Jv6Bl32dG1
https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD133p_8SV1-WJV7CgH00W7FxSKM1vC1gSW3-W38G2mjBfvW1kJlf44b-q9zW5dPL4g11c9XxW2N1KDF2XbyL7N5XrPvH4Vmd5W5Y_vTr34LkPNMqksVHHybv2VW2XBD5tyvckW3GmgLv5vVdQ2VDrZkj4zWmb2Vdl_9Q65r_1KN7w5DYHMdJQvW7frF7N71V6rXW4J2wHW3DvfNDW6X9DQ_4J3Sj2W3tmBqh3Std5QW2qLfxP2ctfVLN8kv3y265ZcKW2J8JZG53RnDgW7fRl0521L5LWN8-7x-LHmp0X345Z1
https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD133p_8SV1-WJV7CgYrJW7xGhyz4Q1y6BW8pd0ds5NQxJgW5cdK5Z7qdDHtW6QvvFk6133mqW2kFydn7WXqh2W3b3HZK105JHJW4rKw7z1-pXJGW45rvWS8q-z9bN5gnd43Wj3rDM91CFJfPcsGW3kflyH38PCGFW35ftlN3tCdgVN8m1wCDqGr-gN2TZ3LRN9tnJW453kFQ5Yn5QKW5P-n0l6mY2R5W2WptHn5T2QkNVbWh7Y3jHbs9N3hhXgQzdFn7W2nzrpX4MZf_5W5_wmMh8vL6b9W566qKJ2d1-_R3g9f1
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Relative to inflation over that period, real average AGIs per income group show calamitous 
declines, not stagnation! 
  
(6) Eureka moment. It is time for a “Eureka!” moment. The IRS data clearly show that it is 
upward income mobility, not rising average AGIs per income bracket, that has been 
increasing both nominal and real AGIs. The averages of the nominal AGIs per income 
group have been remarkably flat over the past 17 years through 2018, misleadingly implying 
income stagnation. Almost all the gains in total AGI per income group have been 
attributable to triple-digit percent increases in the number of households filing returns with 
AGIs in the top three income ranges. 
  
I submit that the data strongly suggest that the AGIs of the great majority of Americans have 
improved significantly since 2001. Income mobility has lifted most of them into higher tax 
brackets. That can be explained in part by the significant proliferation of pass-through 
businesses. 
  
US Wealth Distribution: Finding More & Less Inequality. Now let’s turn to some of my 
findings on US wealth inequality from 1989 through early 2021. The bottom line is that 
wealth inequality has worsened slightly during this period. That’s because the major source 
of wealth inequality is ownership of equity in publicly traded corporations and in closely held 
ones. As a result, wealth inequality, like income inequality, tends to worsen during periods 
of prosperity, i.e., when strong profits growth increases the market value of corporate 
equities. 
  
Progressives have had more success in redistributing income than in spreading the wealth. 
Recently, a few of them have proposed imposing a wealth tax. Their studies on wealth 
inequality have been based on flimsy data sets and lots of questionable assumptions. 
  
Meanwhile, a large team of the Fed’s researchers have been busy constructing a new 
database containing quarterly estimates of the distribution of US household wealth since 
1989. They launched it with the release of a March 2019 working paper titled Introducing 
the Distributional Financial Accounts of the United States. 
  
The Distributional Financial Accounts (DFA) is an impressive accomplishment combining 
quarterly aggregate measures of household wealth from the Financial Accounts of the 
United States and triennial wealth distribution measures from the Survey of Consumer 
Finances. The DFA’s balance sheet of the household sector is much more comprehensive 

https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD1G3p_9rV1-WJV7CgNY6W2SY9bH1zLl84V8CMNn4r10gtW29BQp56qRLGjW7gYWSb27j52FW1tHkTR8bgbscW3mBlLJ73WphyW7xvwFp6LsD06W8D0CD69lVH_LW7s4GTY64cDwnM-fyFM5xwBRN3V6QkRzXwC3W21SPqq3rhYKhW98tnVb4dGjz4W3QTkl94BllSLW8qWhK5822SxTN1c3Fl-Txww0W5G921z5kz2ZrN3M-GqxTgn2TW5-Xmcj1drKw9W2L1-_q1nvlS7W4qX-Bx3ZT3yXW1r8CZz18d7NNW7tlb_l26qM8FW1VPhHP8G9Y2sW5rFsG32FpzHQW6PwQGP3-k-bq24J1
https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD1G3p_9rV1-WJV7CgNY6W2SY9bH1zLl84V8CMNn4r10gtW29BQp56qRLGjW7gYWSb27j52FW1tHkTR8bgbscW3mBlLJ73WphyW7xvwFp6LsD06W8D0CD69lVH_LW7s4GTY64cDwnM-fyFM5xwBRN3V6QkRzXwC3W21SPqq3rhYKhW98tnVb4dGjz4W3QTkl94BllSLW8qWhK5822SxTN1c3Fl-Txww0W5G921z5kz2ZrN3M-GqxTgn2TW5-Xmcj1drKw9W2L1-_q1nvlS7W4qX-Bx3ZT3yXW1r8CZz18d7NNW7tlb_l26qM8FW1VPhHP8G9Y2sW5rFsG32FpzHQW6PwQGP3-k-bq24J1
https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD1m3p_97V1-WJV7Cgz_8W7vs0Xl99rlRwW2jnMr55ydtY4W96kqYV40xW9xW18HcXc59lZQLW3qlW5756j4vxW3HSFqn81MpmLW7nMgjW7VNfY6W3k5CCN5-W1H5VYhncW6Ry3nvW2PFzSJ3mvkNhW9d8nZ84hrDxZW1SDj9g4q7689W9fLp7y2PhRPlW8vj9dD8LPJCqW8djqGB8wRTd_W5z_Psf2BM07NW3XSKL0612qP6W6NcJm19hy7HkW6ZXkcS1GMn9KW26YDgm5dlw7GMsg1JSm8X4tW7DV6W_3J25pqW8909qf50-5wCW1CY7HB4kqT2M3drC1
https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD1m3p_97V1-WJV7Cgz_8W7vs0Xl99rlRwW2jnMr55ydtY4W96kqYV40xW9xW18HcXc59lZQLW3qlW5756j4vxW3HSFqn81MpmLW7nMgjW7VNfY6W3k5CCN5-W1H5VYhncW6Ry3nvW2PFzSJ3mvkNhW9d8nZ84hrDxZW1SDj9g4q7689W9fLp7y2PhRPlW8vj9dD8LPJCqW8djqGB8wRTd_W5z_Psf2BM07NW3XSKL0612qP6W6NcJm19hy7HkW6ZXkcS1GMn9KW26YDgm5dlw7GMsg1JSm8X4tW7DV6W_3J25pqW8909qf50-5wCW1CY7HB4kqT2M3drC1
https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD1m3p_97V1-WJV7CgKgbW73dBbc6dVtRYW6VDZVz7j26yjW1DJ1X_78QZBfW1_FPcb1f0wdZW34ZFg85LQVPQVZcMyj4x3YnkW8ThHZW4Y4xQwVkCMrV6DlJTLW44CzGx5-rs31W2SJMRC5nYf1nVhJpfx3XhvF_W898v6n4qf3FXW1y1bV25yyMGLW4JXx_d52kd9zW5pfZd620f-hKW6PNC7D86v4QNW97gLSZ2wP_H-W5SZDBK5vg7SqW5SH_t37DWwy5W4lN6r_8l1n4yW25tKmy486Qp0W5JKsYs2Dz_MkW6CPhxt9cZRNNVlHhKz8XH-Hb3l1N1
https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD1m3p_97V1-WJV7CgKgbW73dBbc6dVtRYW6VDZVz7j26yjW1DJ1X_78QZBfW1_FPcb1f0wdZW34ZFg85LQVPQVZcMyj4x3YnkW8ThHZW4Y4xQwVkCMrV6DlJTLW44CzGx5-rs31W2SJMRC5nYf1nVhJpfx3XhvF_W898v6n4qf3FXW1y1bV25yyMGLW4JXx_d52kd9zW5pfZd620f-hKW6PNC7D86v4QNW97gLSZ2wP_H-W5SZDBK5vg7SqW5SH_t37DWwy5W4lN6r_8l1n4yW25tKmy486Qp0W5JKsYs2Dz_MkW6CPhxt9cZRNNVlHhKz8XH-Hb3l1N1
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and timelier than previously existing sources. I believe that the new database can be used 
to resolve lots of controversial issues about wealth distribution in the US. Here are just a 
few that I explore in my forthcoming book: 
  
(1) Has wealth inequality gotten worse? From Q3-1989 through Q1-2021, the net worth of 
households increased 534% to a record $129.5 trillion. The share held by the top 1% of 
wealthy households rose from 23.4% to 32.1% over this period (Fig. 8). The share held by 
the top 90%-99% group has been relatively steady between 35.0% and 40.0%. It was 
37.7% during Q1-2021. The share held by the 50%-90% group declined from 35.5% to 
28.2% over the period. The bottom 50% had only a 2.0% share of household net worth. 
  
Put more simply, the top 10% held 69.8% of net worth during Q1-2021, up from 60.8% 
during Q3-1989. Yes, wealth inequality is significant and has gotten worse. Not only do the 
top 10% of wealthy households have a disproportionately high share of household assets 
but they also have a very small share of household liabilities. During Q1-2021, they had 
64.8% of household assets and only 25.2% of household liabilities (Fig. 9 and Fig. 10). 
  
But the story isn’t quite as simple as claimed by progressives who favor wealth taxes. 
  
(2) Inequitably distributed equity holdings. Much of America’s wealth inequality has been 
attributable to equities. This asset class totaled $37.4 trillion, or 25.7%, of household assets 
during the first quarter of 2021. The share of corporate equities and mutual funds held by 
the top 10%, i.e., the wealthiest households, rose from 82.1% in the third quarter of 1989 to 
88.7% in the first quarter of 2021 (Fig. 11). 
  
(3) More equitably distributed real estate and pension entitlements. The next biggest asset 
class in the household sector’s balance sheet is real estate, at $33.8 trillion during the first 
quarter of 2021. This has been and continues to be among the most equitably distributed 
assets in America, with the top 10% of households’ share at 44.8% and everyone else 
sharing a collective 55.3% as of the first quarter of 2021 (Fig. 12). The same can be said for 
pension entitlements, which totaled $29.9 trillion during the first quarter of 2021. The top 1% 
had only a 5.0% share, while the bottom 50% had only a 3.0% share; but everyone else had 
a 92% share (Fig. 13). 
  
(4) MIA: Social Security. The Fed’s DFA database on household wealth does not include 
the present discounted value of Social Security income provided to so many American 
households, especially those that progressives claim aren’t getting their fair share of 
household wealth. Progressive economists never even consider this value as a household 

https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD133p_8SV1-WJV7CgRfbW1r2fVJ5BxnnGW1jy3ZG2_25VQW5QqNSh6V17hXW8wtx8g4925lsW3HqMXf8GRd0GW618lpf2YYQMhW51x3jZ3ycJn3W4t135B6dDh4WW2wkmKC3vJZStW83mzxn4jKvy9W2cbl-g96vXxTW29SsRm1zLNfdW8V27-F5q7twzV49jh25SyjLrVvp18r7Q1zxQW7wyJTl5rdz5-W29jMxj33JPZNN3hjFL5_QkqFW77r_MK8qsCK1W8mr5wr2WN4_QW2jyY2f5g8wCnW3PRQd681bQ8V2dw1
https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD133p_8SV1-WJV7CgT-jW6R4frJ9cPhLCN3_317jNJqmcVspCTV6X99r3N5Y6kRDQRXWdW3_6lxw3CNzHtW80-2mS8N35JzW3Vh11C4klpkvW4gdBT15XhKc0W2L8vbz5YRZ0nVWQVSP4MCGd8W8_Tlwl3-jdlVW38F1hV2d4D7xW3yvvqJ84T_gJW6QJmMs6X_m1nW7sWFk_805d3xVg6LjR2qpfygV9LRK63Hdr9jW1j29F-2Jdtf8W5FV4md8HjwlDVgykMh3w44MHVBrNvM8J2HpYW7PbhG_3dnZS33mHm1
https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD133p_8SV1-WJV7CgHWlW4w9NR31Wx-TJW15Snrc9dS6TkW8Q0HxL5rn2DsN1Bsyrf4LMHJW81NCD65X1-p-N5rlD1mP-f1YN16xgHm5BqFRW55pZ3c2X21RhW3pjRVV3gkS8rW7cxPXT25vRN1W6hnjHf7zKJWvW5n75Hj4DsZZ0W45v1dr29q8dMW6QWK1G47v8vmW8SjM0T7RmPznW8tlllM11m0vPW83Kx7q4f6HfTW1sSWZh8vyxVLW1wj_bD1f906sW6x0wGm1pJZTFW7SHJHH1Jft9vN25G1XWGGfVN3hxg1
https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD133p_8SV1-WJV7CgPLzW8dcQbw4g6_7PW3HZcjM1Bql8wW7C2_R393BNWkW5SXyvX3hfy1XW849khQ9djCDmW3DKLY17HFtmxW6FgsJ46MsK_kTtr-_5wYqtCVzGTFG2Jz5JYW56X9293dNrz9W7qQP1X5cn3jLN11f3KMKTm9qW4P1ZgJ5wjNqmW77HKrh7Kdxk3W3C0skw3H4xQYW6l0W5Y2bsh-tW2XS46Z93KrCgW8w8NLH19rb09W2lWDl21S9gVyW1QkP7T4Wth9CW181ncf4RYmfMN3C6yjRDpQzM2jM1
https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD133p_8SV1-WJV7Cg_0_V5LdLD4PCHxNW8NQxPr27jVJDW753fjw2_NM8_VXJWV445WPH0W5pby978NJn3wN98DXJF8ms57W4rnt4r1r9d9bN5NJ6VRT84n8W4wt_p-3-8kTzW1Bm2Qw2gW9HVW5MNV8x241KmxVYXfrR1cpVMTW58WYT32brC-VW8vwGWG8Pc69nW1990PS3yRlPKW6dd5d98TgZBHTrWYw6QT853VhZNYy2lg2qwW7-1hZW4Qvpx7VBd8-G5sqDKgW3LQ4gG59vdQ9N6S2yFSpF0FS3ckt1
https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD133p_8SV1-WJV7CgSRHW1h-QYn8k1q6Sw8-VmTzK1gW82X3gt3zb8dgW78tNP62_KkHDV5xygh1pw_8DW78Pp0b800QsMW35W3_k1RySTrW10WKPX1nyHw5W94dKhs94HbqnT28p137wcvHVmz40n4lfb8dW5221SS6Qc6MkW5HlWCY8GGGRXN8_TdFftxYCJW3PMcBx2glnsYW7XF9Pd1mZBnrN82LK37CPB_VW4gl6Jt7yx5kBW2FqKVx7FPkRXW5nr0bx1Rqh84W7Xg62s8nbRTLW7k9_TJ1_cjvl3dhf1
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asset. A just-released (July 27) working paper by five economists from the University of 
Wisconsin and the Federal Reserve makes a very good case for including Social Security in 
studying the distribution of household wealth inequality and finds much less of it as a result! 
  
(5) Bottom line: Better than the alternatives. Bull markets in stocks coincide with periods of 
prosperity in America when corporate profits are growing solidly. Households with 
significant holdings of equities in their portfolios see their wealth rise faster than those of 
households with less significant holdings. 
  
Is this a problem that needs to be fixed with a tax on wealth? I don’t think so. 
  
There’s risk in constraining the ability of the wealthy to seize their opportunities, as that 
would affect us all. The wealthy tend to diversify their stock market windfalls, benefitting 
diverse industries. They invest in private equity deals and fund startups; the easy availability 
of capital provides up-and-coming entrepreneurs with the capital they need to fund their 
ventures, helping them to flourish and employ. 
  
I conclude that in such ways, our system of entrepreneurial capitalism increases and 
distributes prosperity faster and better than any other economic system. Both rising income 
and wealth inequality occur during prosperous times. That beats the alternative, i.e., bad 
times for all—which constraining the prosperity-seeding activities of the wealthy would 
invite. In any event, income inequality tends to be more than offset by upward income 
mobility. The same can be said of the distribution of wealth. 

 

Calendars 
  
US: Tues: Factory Orders 1.0%, API Weekly Crude Oil Inventories. Wed: ADP 
Employment 700k, ISM NM-PMI 60.4, MBA Mortgage Applications, Crude Oil Inventories, 
Clarida. (Bloomberg estimates) 
  
Global: Tues: Australia Retail Sales -1.8%, RBA Interest Rate Decision 0.10%. Wed: 
Eurozone Retail Sales 1.7%m/m/4.5% y/y, Eurozone, Germany, and France C-PMIs 
60.6/62.5/56.8, Eurozone, Germany, France, Italy, and Spain NM-PMIs 
60.4/62.2/57.0/58.3/63.0, UK C-PMI & NM-PMI 57.7/57.8. (Bloomberg estimates) 

 

      
 

      
 

https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD1G3p_9rV1-WJV7CgVFDVTHBmk6-0SQ3W785G_b4QS8tWW2DnrWf7W7DpYW5GhjYx5H-YK3W612jB29l8RNxW52Dsdx6KLMt4VzF1wY7NjLrkW3HC0y91Jx6BbW9gYvwn6F8QmPW3YT2YS7mvzjmW921q006DJVlXW35kCFr3FWvVtW6fVHwX4vHK1ZW5x76g47HZRCwW7L36-R4CPYwzW6gV9c82YwcDXVhP_tH4C3Wt7Vl_gVk2ZZl0PW8thNYC7Q3DqhW2vZWMT4kjxlzW1GPWQJ3KjgP8W4D3ncp7ybq4-N3KwRh29G1jrN2zNXXq-ylYfVnr_3T3GgfWbW10RDmr5y-9z43kSF1
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Strategy Indicators 
  
S&P 500/400/600 Forward Earnings (link): Forward earnings surged for all three of these 
indexes last week and were at record highs simultaneously for a 21st week and the first 
time since October 2018. LargeCap’s was at a record high for a 22nd straight week; 
MidCap’s was at a record for a 25th week; and SmallCap’s posted its 25th gain in 27 
weeks. In what has shaped up to be an extraordinary V-shaped recovery, LargeCap’s 
forward earnings has risen during 62 of the past 63 weeks, with the one down week in late 
December due to Tesla’s addition to the index. MidCap’s is up in 59 of the past 61 weeks, 
and SmallCap’s posted 59 gains in the past 62 weeks. LargeCap’s forward earnings is now 
up 50.8% from its lowest level since August 2017; MidCap’s has risen 89.5% from its lowest 
level since May 2015; and SmallCap’s is up 136.9% from its lowest point since August 
2013. These indexes had been on a forward-earnings uptrend from November 2019 until 
mid-February, before tumbling due to the Covid-19 economic shutdown. The yearly change 
in forward earnings soared to cyclical highs during 2018 due to the boost from the Tax Cuts 
and Jobs Act but began to tumble in October 2018 as y/y comparisons became more 
difficult. In the latest week, the yearly rate of change in LargeCap’s forward earnings rose to 
a record-high 42.2% y/y from 38.9%. That’s up from -19.3% in May 2020, which was the 
lowest since October 2009. The yearly rate of change in MidCap’s forward earnings rose 
2.2ppt w/w to 71.6% y/y. That’s down from a record high of 78.8% at the end of May and up 
from a record low of -32.7% in May 2020. SmallCap’s rate gained 0.6ppt to 117.7%; it’s 
down from a record high of 124.2% in late June and up from a record low of -41.5% in June 
2020. Companies have been beating consensus estimates quite handily since the Q2-2020 
earnings season, causing analysts’ y/y earnings growth forecasts for 2021 to improve 
instead of decline as is typical. Here are the latest consensus earnings growth rates for 
2021 and 2022: LargeCap (43.6%, 10.5%), MidCap (66.4, 8.4), and SmallCap (97.2, 15.9). 

S&P 500/400/600 Valuation (link): Valuation fell to an eight-month low for LargeCap last 
week, but the SMidCaps were little changed above their recent 15-month lows. LargeCap’s 
forward P/E of 20.7 was down 0.7pt w/w to its lowest reading since the end of October. That 
compares to a 19-year high of 22.7 in early January and is up from 13.3 in March 2020, 
which was the lowest since March 2013. MidCap’s ticked down to 17.2 from 17.3, but is 
above its 15-month low of 17.0 in mid-July. That’s down from a seven-month high of 20.5 in 
early March and is 5.7pts below its record high of 22.9 in June 2020. SmallCap’s remained 
steady at 16.8 and above its 15-month low of 16.6 in mid-July. It’s now down 9.9pts from its 
record high of 26.7 in early June 2020. During March 2020, MidCap’s 10.7 and SmallCap’s 
11.1 were their lowest readings since March 2009. LargeCap’s forward P/E in February 
2020—before Covid-19 decimated forward earnings—was 18.9, the highest level since 

https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD133p_8SV1-WJV7CgHnyW1NXSP4745t83MG6cwt7W_TpW8SW3Zx4gw28JVXbdyN3SDPGzW5tpZWB299tWpW1shnDJ3Z9KnwW8_bvQh6FgbTqW8Qy_tN1dbDxVW3fkTmn4JGPw5W7mrFKw7shKgKW3STxzR2mW_-SW7Y0CLV2270wjW2Jc2GB1N4Xl1VcYXSz96Cq1MW94nv7j60V80zVjD9cV4hrPC_W1rZYT22SB6L5W25fHTS4xFdpRVpw1Q45ByLCrW2hpXqB8q6v36W28Kfxk7GBjfTW7lgSBM1-wR9l38911
https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD133p_8SV1-WJV7CgJgsW7P0lbg7FnS0XW1vBv6-2SGnmhW3_WMXP39Fm7RW8mjKWL96dkF-W6l7Lj93ZGmxmW6yjlmf17dFNZVDqHn85HDyMlN3NJg2ytVP5fW3lr60W8PLTdqW746ktW84MSV2W82sh2v9hvwvRN1CWhphh-BjsN2DXRDTb4KDpW4xJ_6y80zT04W38W8qQ6xYPzKW8WM3-X1F1DscW8xGQb_1lLjkxV-2nSy3YXF7dW1sBkXh8zP9HhW4v_X6c23fCsqW6LxKfQ2L7zKxW1gRn2G8LmyTl32341
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June 2002. Of course, that high was still well below the tech-bubble record high of 25.7 in 
July 1999. Last week’s level compares to the post-Lehman-meltdown P/E of 9.3 in October 
2008. MidCap’s P/E was below LargeCap’s P/E yet again last week, as it has been for most 
of the time since August 2018. In contrast, it was last solidly above LargeCap’s from April 
2009 to August 2017. SmallCap’s P/E was below LargeCap’s for a 43rd week. That’s the 
longest stretch at a discount since last May and during 2002-03. SmallCap’s P/E had been 
mostly below LargeCap from May 2019 to May 2020 after being solidly above since 2003. 
SmallCap’s P/E was at a discount to MidCap’s for a sixth straight week. It had been at an 
atypical discount to MidCap around the start of the year for 10 straight weeks. 

S&P 500 Sectors Quarterly Earnings Outlook (link): Since the Q2-2020 earnings 
season—which came in substantially better than greatly reduced forecasts—analysts as a 
whole have been raising their consensus forecasts for all future quarters instead of lowering 
them as is the norm. Those gains have endured even through the earnings warnings 
season, when forecasts typically decline. In the latest week, the S&P 500’s Q2-2021 
blended earnings-per-share estimate soared $3.53 to $50.96 due to positive earnings 
surprises. That $50.96 estimate for Q2-2021 represents a gain of 82.1% y/y on a frozen 
actual basis and an 89.8% y/y gain on a pro forma basis. That estimate also would mark the 
second straight quarter of double-digit percentage growth and compares to a pro forma 
52.8% gain in Q1-2021. All 11 sectors are expected to post positive y/y earnings growth 
during Q2-2021, up from 10 during Q1-2021. Here are the S&P 500 sectors’ latest expected 
earnings growth rates for Q2-2021 versus their final Q1-2021 growth rates: Industrials 
(662.5% in Q2-2021 versus 3.0% in Q1-2021), Consumer Discretionary (3419, 226.1), 
Energy (235.3, 28.0), Financials (152.6, 138.0), Materials (130.1, 62.4), S&P 500 (89.8, 
52.8), Communication Services (70.1, 53.1), Information Technology (46.7, 44.9), Real 
Estate (33.1, 5.8), Health Care (21.5, 26.7), Consumer Staples (15.9, 11.1), and Utilities 
(1.8, -0.9). 

 

US Economic Indicators 
  
Construction Spending (link): Total construction spending in June was stalled within a tick 
of April’s record high, edging up 0.1% in June after dipping 0.2% in May. Private 
construction spending climbed 0.4% in June and 13.5% y/y to a new record high, while 
public construction expenditures has contracted every month so far this year, falling 1.2% in 
June and 5.7% ytd. Within private construction, residential investment was up 1.1% m/m 
and 29.3% y/y to a fresh record high, while nonresidential investment remains in a slump, 

      
 

https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD1m3p_97V1-WJV7CgWbzW1ZN5c34HpsphW2-HDM562N5jZW8MG5Bc4kf5F4N1rJxJWl3Wl3V5c-3B5pftFGV76CQ79hqwrzW4xJLQJ2V78YSW4Xk5BP3jx0NJW8tWqmG5K1RNdN5HHpCRhsWN2W32rv8L7SQB-nW3Hdn3J5J-rKtW1b3VqF2Vg3XQW4mvZ5h2RLSjpW92j0LQ9l1-yXW5sNtLD1WhPZ8W1Z6PhS44D5WMW1HqZFR3HtSPYW5njW9_6_K_SyN36TDhFq_kqHW7p3j1b6GlSlBW31k8PM48rZ_0W6n9KrG8FdLv_W9hlPyM6xyy6F3jlx1
https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD133p_8SV1-WJV7CgQH1W3YpFX22lxlP5W8qD14p2rjQ7yW1Z0C214b9PzmW61r4wY8Rnq2qN7YMJR-JJ6gGVCp4L61yXmJQW6Q90Km6TjPc3W5xksb03Q0jXJW3W6kzC5p3KtlN1rMDNtXDtJdN3qr2X74JpmHW2bxQRp9fTf1FVh87-P2cfdcgW7zQBdG20S1HqW1sdTmP3bqRFNW50zBdF1NcdxQW5dCX_k63JkJwW7vcJwl6YkqVzN6hbGSpBNQT8W5LGqy85lk5HcW7YcYvr4VB67wW1Tm3GX39fnpZ39RX1
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falling 0.7% in June and 6.0% y/y. The rebound in residential construction has been 
widespread. Here’s a look at the components compared to a year ago: single-family (51.9% 
y/y), multi-family (19.7), and home-improvement spending (6.8), with single-family 
investment at a new cyclical high and multi-family and home-improvement within a fraction 
of new record highs.  

 

Global Economic Indicators 
  
Global Manufacturing PMIs (link): “Supply chain constraints stymie growth of global 
manufacturing sector in July” was the headline of July’s report. The JP Morgan M-PMI was 
little changed in July for the second month, at 55.4, after accelerating the prior four months 
from 53.6 in January to an 11-year high of 56.0 in May. The index is up 15.8 points since 
bottoming at 39.6 last April. The M-PMI for the advanced economies, at 59.8, was little 
changed for the second month in July after climbing 23.0 points from 36.8 last April to 59.8 
this May. The M-PMI for the emerging economies fell for the seventh time in eight months 
from 53.9 in November to 50.7 in July. Geographically, 22 out of the 29 nations for which 
July data were available saw operating conditions expand, with Europe once again a bright 
spot—with the Netherlands, Germany, and Austria posting the top three growth rates; the 
US was fourth. Meanwhile, readings for China and Japan were well below the global 
average, and the emerging Asia region was especially weak, containing five of the seven 
nations contracting last month—Thailand, Malaysia, Vietnam, Indonesia, and Myanmar. 
Here’s a country ranking of July M-PMIs from highest to lowest: Netherlands (67.4), 
Germany (65.9), Austria (63.9), US (63.4), EUROZONE (62.8), Czech Republic (62.0), UK 
(60.4), Italy (60.3), Taiwan (59.7), Spain (59.0), France (58.0), Poland (57.6), Greece (57.4), 
Australia (56.9), Brazil (56.7), WORLD (55.4), India (55.3), Colombia (54.2), Turkey (54.0), 
Japan (53.0), South Korea (53.0), Kazakhstan (51.4), Philippines (50.4), China (50.3), 
Mexico (49.6), Thailand (48.7), Russia (47.5), Vietnam (45.1), Malaysia (40.1), Indonesia 
(40.1), and Myanmar (33.5). 

US Manufacturing PMIs (link): Manufacturing activity in July remained robust according to 
both M-PMI measures, with IHS Markit’s reaching a new record high, while ISM’s eased for 
the second month though remained at a powerful rate. ISM’s M-PMI (to 59.5 from 60.6) 
showed the manufacturing sector continued to expand in July at a strong pace, not far from 
March’s 64.7—which was its best reading since 1983! The new orders (to 64.9 from 66.0) 
measure held close to March’s 68.0 reading, which was the strongest since January 2004. 
The new export orders (to 55.7 from 56.2) sub-index continued to bounce in a volatile flat 

      
 

https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD133p_8SV1-WJV7CgPM-W2PRMdr6JRLs3W73hRPP4Z8h8PW28Xf2S7Mv-3SW3MST026RFwPsW57B6xc80qfqxVKkbmZ6FRKlnW3hd_C14HZMnWW4FmLHn14pRJxW6DymKK4fhLMnW12wp1B8ZT2XGTYwTD4lDsBrN9klch07PpqGN10HRGZHTlnQW5p-qx61Bkz4WW2Z0zrf7TLg6BW7QJB4W32hQvJV4bx714tWjvLW5hCp_g5Kpn2cW4CQzdP427t5HN2D6QgH-ZRGvW663vS_3kKsQ2W8W94mR4nSPJF3n_11
https://hn.t.hubspotemail.net/e2t/tc/VVGHN542hZnzW5myCgM3SPs5hW3wqskQ4vMVNDN7FnD133p_8SV1-WJV7CgBK5VpSbyz7LmjvtW5bPfl81Pl47BW431ZR_2DPVCnW34lT1L7HVtlLW2LgqcS8LDDhHW7LcN9d8X81pqN3NnFR89FGWPW99Cqxk4DdcsKW4KJMZ_2mjSzrW2WN3Sr8gK23-W68mx0m455yGrW1vlKHj4vJMQJW2T3lXl5Cg3qTW1Q2T8n3X8BtXW7qtPKP4VK27rW5ZcQB52d0jpZW53Y0Pv4ylW94W3ks4755PY6zDW6jWHz113F7GXW8trJtD37v2vwW3RHlg83n_fDxW9bhxJS7DvSVJ37lN1
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trend around recent highs. Meanwhile, the production gauge moved down to 58.4 in July, 
still a strong reading, though 10 points below March’s 68.1—which was its best reading 
since the start of 2004. The employment measure moved back above the breakeven point 
(50.0) in July, to 52.9, after falling steadily from 59.6 in March to 49.9 by June. The supplier 
deliveries component of the M-PMI moved down for the second month to 72.5 in July from 
78.8 in May—which was the highest since the mid-1970s; the measure continues to reflect 
the difficulties suppliers continue to experience due to Covid-19 impacts. The inventories (to 
48.9 from 51.1) gauge continues to bounce around the breakeven point between expansion 
and contraction. ISM’s price (to 85.7 from 92.1) shows prices continued to increase at a 
rapid rate, though slowed from June’s pace, which was the fastest since summer 1979. In 
the meantime, IHS Markit’s M-PMI (to 63.4 from 62.1) shows manufacturers enjoying their 
best year in the 14-year history of this series. According to the report, a sharper expansion 
in production at the start of this quarter contributed to the increase in the headline M-PMI 
last month, linked to stronger client demand and efforts to clear backlogs of work. In 
addition, new business at factories rose at a robust rate, what was back near May’s record 
pace. Meanwhile, persistent supply shortages and delays continue to put upward pressure 
on costs, which were at a record-breaking rate in July. 
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