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We are often asked what effect the election will have on the economy, particularly because of the surprising support for
candidates that advocate radically different political solutions. Whether people applaud the radical proposals or despise them,
most agree there is extensive support for major change. To properly analyze the effects the election might have, therefore,
it would help to better understand why voters are so unhappy with the status quo.

“Pocket book” issues are said to drive many voters. The

in mind, too, that these figures use the overall Consumer

surprisingly broad support for radical change suggests that

Price Index to calculate real incomes. Healthcare costs,

pocketbooks are screaming for help. Household financial

college tuition, food and the prices of other necessities

pressures may make Donald Trump attractive to those on

have generally risen faster than more-discretionary items,

the right side of the political spectrum while Bernie Sanders

so the true compression for households whose spending is

is more attractive to those on the political left, but both may

dominated by necessities is probably even worse than the

represent desperate cries for financial relief.

numbers indicate. We know that Sanders’ proposals have

Donald Trump says that many of his supporters have not
seen a pay increase in 15 years. While his statement may
overstate the situation a bit, Census Bureau data show that
he may have identified a critical voter pressure point. Inflation
adjusted (“real”) median household income peaked in 1999

played particularly well with Millennials. Their struggle to
find jobs with a bright future and to work out from under
large student loans may have convinced them that our
economic system needs some of the radical change that
Sanders offers.

and then fell 7.2% through 2014. In the time since 2007,

Voters become more willing to embrace radical course

incomes have fallen 6.5%. That tells us that the “average

changes when they become financially desperate. That

workers” that comprise a strong core of Trump’s support

does not always turn out well. Hitler rose to power in

have probably suffered a major loss of purchasing power.

Germany on a wave of economic distress in the wake of

Bernie Sanders also focuses on financial distress, but more
from the standpoint of distributional equity. The Census
Bureau data add insight to the appeal of his message.
Real incomes of households in the bottom quintile of

hyper-inflation during the 1930s. The comparison does not
imply that any current U.S. candidate or political proposal
should be equated with Hitler, but it does illustrate how
radical change sometimes makes the situation far worse.

the population fell 17.1% between 1999 and 2014, and

To solve the problem of income compression, it would

6.5% from 2007. Compare that with the top quintile of the

help to understand more about its cause. While low-income

population, which gained 0.9% between 2009 and 2014

households have suffered more than affluent households,

and lost only 1.7% since 2007. Households at the bottom

even the top quintile experienced income stagnation.

of the income distribution have obviously experienced more

Hence, distributional equity may be a problem, but

severe income compression than those at the top. Bear

does not seem to fully explain the income compression.
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Concerns about immigration or international trade define

world. Tax policies, minimum wage levels, and other

the anxieties of some who have experienced significant

potential changes must be viewed through the lens of a

income compression, but most countries around the world

globalized world to properly assess their economic effects.

seem to be struggling with many of the same problems.
That suggests our income compression is likely part of
global trends. Realistically, a large share of the U.S. income
compression stems from economic globalization. For many
years, overseas competition has restricted U.S. income
growth while basic living costs have continued to rise. If
globalization is an important part of the problem, political
change that makes us less competitive could compress our
incomes even more.

What will help? Any steps that facilitate the efficient
production and distribution of high-value products should
foster better U.S. income growth. As global economic
change accelerates, U.S. exports need to keep evolving
toward the products of the future. Effective education is
arguably critical both to the creation of major new products
and services and to staffing the firms that produce them.
Sound immigration policy should supplement the domestic
skills pool with foreign talent when needed, but needs to

What “solutions” might harm the economy? Most current

balance that against fears that immigration suppresses U.S.

candidates have criticized trade deals, and some have

wage and salary growth. Policies that improve the capital

advocated tougher trade restrictions. That may soothe

and labor pools available for producing goods and services

voter angst about foreign competition, but other countries

in the United States increase the odds that quality jobs

are likely to retaliate if we restrict trade too aggressively.

will be created here. The United States has an amazing

Many economists believe that trade wars made the Great

array of resources for competing on the international stage.

Depression much more severe than it otherwise would have

Political initiatives that facilitate rather than thwart global

been. We also need to realize that capital and production

competitiveness will provide the best chance of improving

can easily move across national borders in a globalized

the future income of U.S. residents.
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