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"In revising ‘this paper, I have made use 6f a number of points made by

, the participants in the "Trend in U.S. Income Inequality" conference at

- he Institute for Research on Poverty on October 29 and 30, 1976. I
regret that my notes from that conference are not clear enough to, give n
credit to specific individuals. for particular p&ints. I am pleased,’

* however, to give spetial thanks to Edward C. Budd for detailed written
criticisms of the first draft Df the peper, and to Alam Cphen for saving

me from twd serious errors.
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‘ Trends/in Inequality ©f Well-Offme,ss c o
in the United States, 5ince World War II N .

. ) 1 ' ' i -
Y \ INTRODUCTION |
. \"'l . \ v kS v :
This paper attempts tp summarize the Current state.of knowledge on

’

trends in inequality of economic well-offness in .the United States since
3

World War II. In brief it'surveys alternative answers-to the often

'asked question' Has inequality in the UnitEd Stated increased “Jecrehsed,

)

or remained roughly the same over 2 peind of time7 The fo’lowing sample

of sugmary answers ¢omes frqm et:onqtni.‘:‘:S Vho.bave recently studied fhe
question: . .o .,

:Nog'onf§fis the, distribﬁcion of income more equal in

4

S ' each’ year than,is indicated by the Census flgures, bdt there
has also been a marked trend towafds equality over the 20—year
[1952-—1972] period This 1is parti‘:“larly apparent for the
lqwest quintile*‘wbose share rose from 8.1 percent in 1952 |

e///ﬁl ' to 11.7 percent in 1972, an 1mprovement of 44 percent in the

relative position bf 1ow—1ncome familles. Most of this

occurred since 1962, largely as a result Qf the expansion of

education benefits and in—kind trd sfers (Browning, 19765

. ' -

;,:',‘l- g . p 93) \ o ‘ i - ] . ' e \ . . ’ v. ' -

1 - - - R

L [We can make] tentatlve c0n01“s °ns about changes in the

-’ 1
K 7" g

size distribution of incomefoOm the’ immediate posthr\?Ears

to the 1960's from'evidence.drawn erm a number of different liT;“m
( discributions. This euidence poiﬂ§i'té.a gainfby the)@iddle )
and upper part of the distributioﬂ"?91ative to the.lbwer
; - _groups and the‘upper-tail., (Budé; 197Q§,E; 2{0) | . ‘ .h _
Q ‘": _- f ) | .. 7 | ‘ : N \ o
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A more'unusual aspect of the data pertains ta the
1958-70 trend.: Tn three of the groups there 1s a slow but "

-

-

persistent tre29 toward inequality. (Henle, 1972, p. 17)
‘Our empirical analysis has shown that in lusion of .all
' gover%ment‘spending and taxation.in household incomes sig-
nificantly redbces eftective incame differences a£~ag income
elasses in each year but that diszerqion in these post ,
fisc income‘distributions has notYchanged significadtly be-
tween 1950 and 1970. (Reynolds and Smplensky, forthcoming)
- It reveals theweecline in interfamily inequality of
'income, unobscured by changes in the age—income profile,
and in the age compdsition of the bopplation. .. ,lIn
contrast.to'the traditional view, the equation indicates
uthat ineqeality has‘declined~é3 perceﬁt in the'ZS—Year’
‘perfod, 1947-1972.  (Raglin, 1975,, p. .605) -

( Accordlng to Table 6-2, 1ncome inequality, as measured

by the 1og variance, has afparently increaseq substantially

N\
.Winifwaf IT [1947-1970].

among bdth'hen and women Sj
(Schultz, 1975, p. 155) '

Intelligent'laYmenr and 1 ed economists, might well be confused
@ - 3\ . N y . . '
about the apparj?t divergence of views won this issue among experts’

»

One:purpose of thifs paper is to recontile, as far as possible, the.

3 . ‘ ' _
disparate results coming out of recent studies. While some of tbe/

difﬁerences can be readily-exp1a1ne by differences 1in the income ‘Ontept

and recipient unit. used, other discrepancics ‘remain a puzzle mainly be-

-
)

cause of the inadequacies of available data.

-.‘ 8

- [ } ' ! Y
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This paper proceeds according to tho_fbllowing plan: - Sectfon 1
' - N ) . I
' sefs forth the bhasic Census and other time series data on tremds in

':income distribution since World &ar II. Section 2 discusses the well-known

conceptual weaknesses of the basic data and attempts to focus on those

' particular defects that might be expected to seriously affect empirical

measures of long-run trends in inequality. Section 3 critically summarlzes

important recent contributions to the subject of this oaper and attempts- .

- to assess the success ofgeachkin~resolving the proBlems raised'yﬁ'the
preceding section, Section A'gives some personal con%lu;i::s and‘briefly
discusses thé significance of measured trends in inequality.

Finally, I wisﬂ”?&“no*e some important questions not examined here
First, the discussion ignores ’the impact of the-business cycle on
inequality and instead attempts to focus on trend. Trend and cyc,e‘are
of course difficult to distinguish in the postwar data end should be
treated simultaneously in any rigorous empirical study.lk‘Second, the
paper is limited to consideration of the distribution oflccgnomic.
well—offness among .the persons living in any given year and ignores the

A . '
complex of issues related to _intergenerational transmissiontof inequality.:

«

Third, the focus is, .as far as possible, on the problgm of measurement [N

of inequality in economic well—offness to the negleet'of a comprehensive

theory of what ultimate forces or mechanisms in our society caused the

«

observed pattern of- inequality during the time period covered While it
is impossible to measu;é economic well-offness and its distribution

mithoutsimplicit or efplicit theoretical considerations,'as the discussion

., »
in Section 2 will ply illustrate thf overriding objective of the

/
paper is to clar(fy empirical issues. A comon pitfall in this area is-
oy L

3
v
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over nearly the entire pdstwar period. Let me postpcne fo; the moment

J

. , 1 .
for uconomisrs to jump to sweeping explanations of.nppnront~hist5¥ical

trends which are revealed by more careful studv to be based updbn mis-

-

interpretation of the data. : : ' ,

1. THE BASIC TIME SERIES

4

" Table 1 displayvs published Census Bureau estimates of modey income

shares by quintiles ;nd the top 5 percent of the size income distributions’
of families and unrelated indivxggals separately for the yvears 1947-1951

and 1970-1974. The estimates come from annual published reports of thgf

v

Census Bureau's Current Population Sur (cps), carried out in the spring’.
. ' - . N M . .

of .the year following eveiy calendar'yeaﬁ'annﬁal income per]od. ‘The Gﬁs

k] . . .
bution of income in the United Stdtes covering almbst the.whole population

5 '<Sata are the only reasonably consistent time series on the size distri-

Y

the many conceptual difficulties in interpreting -the economic well-offness
. ~ . . _L :
content of these estimates,~and look just at the figures themséyves.'
.

Table 1 shbws slight trends to léss inequality in both tﬁe faﬁily and -
unfelated individual distributions. On the~whole, howev$r, the cqn-
sensus among economists is that thes figures reflect substantial stability -

in the distribution of income oyer the nearly three-decade period.

Other estimates derived fro e same CPS source are displaved in
. : . N » ’

Tabies 2 and 3 to supplement those in Table 1. The estimates in Tahle ?

are for quintile and top 5 percent of the distrtbutioﬁ shareé fror 1958
-through 1974 for a siﬁgle distribution' combining unrelated individual .
and family units. The size distribution“fqr the whole covered population

'
—~

“ Lo 1



Table 1

“\-q;73
.. 1972

Perc;ntugv<5hnrcﬂ of CPY Income, 1947-1951 and 1970-1076A . s
- . “t~ T
#1. Families -
B . | . . ! " . -
lowest’ Second Third Fourth Highest ‘Top Five
"Fifth 'Fifth Fifth Fifth Fifth Percent
1974 5.4 12.0 —, 17.6 24.1 41.0 15.3
1973 5.5 11.9 17.5 24.0 41.1 15.5
1972 5.4 11.9 12.5 23.9, 41.4 15.9°
1971 5.5 12,0 17.6* 23.8 41.1 15.7
1970 5.4 . 12.2 s 17.6 '23.8 40.9 15.6 )
1951 4.9 12.5 17.6 23.3° 41.8 16.9
~1950 4.5 . 11.9 17.4 23.6 42,7 17.3
1949 4.5 " 11.9 17.3 - (23,5 . 42.8 16.9
- 1948 5.0 12.1 17.2 # ;g.z ’ 42.5 17.1
1947 N« 5.1 ,11.8 16.7 <23.2 43.3 17.5
1970-1974 . ' S
Mean : Se4 . 12.0 17.6 '23.9 41.1 - 15.6
1947-1951 , F .
Mean 4.8 12.0 17.2 23.4 ;S 62,6, S 17.1
Pt 4 ! : X ®.
“II. Unrelated, Individuals .
AT \_ . v .
/1974 4.0 ° 8.9 - 14.5 24,2 48.5 19.3
3.7 < 8.6 14.4 23.9 49,5 . 20.0 .
© 3.3 8.2 ° 13.8 23.9 50.9 21.4
1971 36 8.1 13.9 * 24,3 50.4 20.5
1970 + 3.3 -7.9 13.8 24.4 . 50.7 20.8 <
1951 2.9 Jo 14.1" 26.7 49.4 “18.2
1950 3.1 6.9 13.1 26.6 50.3% ~ 19.3
1949 3.2 . 7.4 . 13.4 25.9 50.2 \\\J/ 19.4
"1948 3.3 7.5 13.4 24.9 50.9 ) 20.6
1947 2,9 5.4 11.5 21.3 58.9 33.3 ’
. 1970-1974 . :
Mean 3.5 8.3 14.1 o 24.1 50.0 20.4
1947-1951 .- ‘ o
Mean 3.1 6.8 13.1 25.1 - 52.0 22.2
1948-1951 : . ' ‘ : ‘ -
(Megn 3.1 7.2 13.5 - -.26.0 50.2 19.%
Sgﬁrce: Uu.S. Bureau of the Census, Current Population Reports, Series P-60, Various
Numbers of Annual "Money Income of Families and Persons in the United. Stateq
ﬁéﬁg; .'Estimates for 1947- 1951 calculated ‘using grouped data, estima:es for 1970—1976

[Kc

wll Toxt Provided by ERIC

calculaced using ungrouped data.
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Table 3.
\\ ) . N .
S ) Percentage: Shares of CPS Income, 1958-1974,
Calculated Directly from Computer Tapes for
Families and Unrelated Individuals )
.}" : : : : —
Lowest " Second Third Fourth - ‘ Highest -Top Plve -
Fifth « _Fifth Fifth F{fth . _Fifcth Percent
L2211, —==1 | — —antn SeiTemt.
1974 - 3.83 . 10.07 16.87  24.82 Wh,bo - .- 16,81
: 1973 3.83 - 10.02 16.89 24.77 44 .49 ‘ 16.99
1972 . 3.66 10.02 16.88 24,69 44,75 ©17.35,
1971 3.69 10.21 ' 17.10 " . 24,72 b4, 28 17.03
1970 .  3.63 - 10,36 17,24 24,68 . b4l - 16,94
1969 3.69 10.52 17.37 24,72+ 43.70 . v 16.82
1968" 3.80 - 10.66 17.40 24,66 . 43,48 . 16.84
1967 3.63 10:62 17.54 24,80 L3, L2 ' 16.47
1966 3.80 10.65 17.47 24,68 L3.4] 16.73
1965 3.58 - 10.55 - 17.50 - 24.82 43,55 , 16.61
1964 3.43 - --10.36 . 17.30 24.79 - W12 ) 17.22
1963 3.43 ~ oW 17.46 24,83 43.87 - 16.86
1962 3.04 10,4, . A7.47 24,78 43.90 : 1676
1961 3.1 10.18 17.22 | 24.6) 44,88 17,74
1960 - .-3.15 -+ 10,58" 17.59 . . 24,72 N 43.96 17.01
1959 3.22 10.55 ' 17. 24,70 43..87 17.08
1958 3.25 10.78 | 17,88 . - 24.76 . L3.34 16,46
Source: U.S. Bureau of the Census, unpublished estipafes.
‘ ' r . .
‘ v "7
. N ’ \
. LA
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L o Table 3 ;
’ '. x .o . : . .o { .
B Lo { Yoo
lg .

LI

Glni Concentration Ratio Estimates For CPS Income, 19§7 1974
! oy T

C ‘“.
4 . . S ! j“‘-r' s
N B g . f . . . g 1&.‘ T .
N

.07 N\ Familiesand
Families Only: -~~~ Unrelated Individuals:
o ~ Calcalated from Fanilies and .~ Caleulated from
... Families Only: Class Interval Unrelated Individuals? Class Interval
. Calculated Directly Distributions Based  Calculated Directly * Distributions Based

" from Computer Tapes  on Pareto Function ~ from Computer Tapes on Pareto Function

' g e e A,
PR (' BRI . AP 1 | A0 k09
N | A A A1
{7 SR SN L 09 0],
R )| ;| SR | : R R R
SRECIRE T T I KTV .1%3 - 401
T3 R . . Y SR %
1967 T ) e
.'ll966 S B Y
BRI TS IR S0 N P 407
SRt e - e 40 s
1963 Y T S s
.J19gz 362 e o 407 SN A
R ) S 1/ SR T Y U
1960 3ee o6 A0 U
R L R | AR B 09
198 SN R 771 i
| 957 -t Kl T T
E s - s S 3
195 TR e 1 I
1954 - ) ST )
s - s . | 406
BT R R ST ')
1951 B N
ol - N SR R
1949 e s e
ol o=l - L
;19‘47‘ . A SRS V£ §

, "'“ = Source' U.S. Bureau of the Gensus unpublished estimates. o
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" again appears quite stable'for~the"shorter time period covereﬂl although

the estimates suggest that the shares pf the Qecond and th d qu1nti1es

fell somewhat during the period with corresponding ga1n by the bottom

" and ‘top quintiles.. Table 3tpresents estimates of Gini concentration ratios
o 4 :

PR
- °

based on_calculations taken directly from the CPS cowputer tdpes since
. S B oo o : Vi
1958 and estimates from.class intervdl distributidhis for the whole 1947-
s . . ‘."‘ \ R . .

1974 period. The differences Between the.two séts'oftestimates are not
‘I ~ -

'large for the 1958—-197& perlod which givev some confidence in the

'trends estimated for the whole postwar perig (Blinder and Esakl, 1976)

' At any rate, the Gini concentration rati 'eséimates 1n Table 3 appear to

/ -th:e

tell much the same story as the share est1mates in Tables W1 and 2-—stabi1ity'

i
. R

. in the size distribution of CPS money income in the postwar period with a’
~ :

/"

‘fs11ght tendency to more equality Th1s conclusion depends, of course, on

the choice of in1t1a1 and f1na1 years for the cbmparlson.l'It is also

’. subﬂect to the caution that the Lorenz curves for the different yeaés in

. N N ° m\
“the postwar pcrlod 1ntersec@, and therefore the Gini concentration ratio /

e

is not a sathfactory summary statistic of 1nequa11ty (see Atklnson, 197Q)

It may also be worth observ1ng that those who, like this author, read
/ -

.stabllity into the Pumbers shown in Tablés 1-3 must have 1mp11cit notions

pe
'

Y/
.~ of some ‘order of quantitative differences in shares over time that would
. 6~~')_
. not be ev1dence/of stabillty Accordlng to Table 2 the shar of the
' i} L ’b'-..' "
bottom qu1nti1e rose from 3.25 percenx,in 1958 to- 3 83 percent 1974,

=
an increase of almost 20 percent One might reasonablf‘argue that this

kind of change is ev1dence ‘of-a substantial decrease in inequallty,

Instead of further d1scusslon of points of interpretatioh concern1ng

apparent trends in the CPS distribution, it seems more useful at this

~ hY
b

. ‘ . a
'1.'_) C » &
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CPS income concept is gross of personal income taxes, the em

point to examine in detail the construction of the CPS estimates. The  *

1mportant 1ssues are (1) the CPS income concept, (2) the CPS income unit;

.

v‘(@%,the“CPS accounting period; and'(A) certain,relevant aspects of the

 &PS wethodology. . .- ' ‘

Lo
. - |- . )

The¥CPS'income concept ‘15 money income, . defined as the sum of money
: : . ) R

wages and salaries, net income from'self—employment, Social'Security.income,

property money income (interest, dividends, income from estates or: trusts

and net rental income), government cash transfer benefits, and a miscellaneous

category of pr1vate cash receipts such as private pensions, alimony, regular.
gifts and. other periodic 1ncome (U.s. Bureau of the Census, l976) 4 The

-, -

of Soc1al Security taxes, and of other d1rect taxes, “but inclu
government cash transfers. CPS income does not include»any form of non- -

money income, whether derived.from the private-or public,sector. Specifi~
j . ) . . b '

cally, it excludes all public and private noncash transfers, all net

A

benefits der1ved from government services," and all fringe benefits related

N
' [y

to employment not rece1ved in the form of cash.. CPS income does not inp-
‘

clude either realized or-unrealized'capital gains, .nor does it-account
] Vol . . i . .y .o R .
for the contribution of personal wealth to economic welfare other_ than
she cash return to assets feported by CPS respondents. B
4
! The CPS i&bome unit is e1ther the family or- an unrelated dndividual. .
- _

Population coverage excludes only inmates of institutions and military

-'petsonnel overseas.or living on post in the.United States. The CPS house-

r : . ,

hold consists of all the persons occupying'a housing unit, and the 'CFS

family is defined as two Or more persons related by b]ood marriage, or'

adoption“residing_together in the same household. An unrelated 1nd1v1dual v

4 i ) s’
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Aruitoxt provided by Eic:

- For'example; the Census Bureau reports that in 1971 "the CPS compiled

“is a person fourteen years of age or older not livingfwith’hny'relatives.
7 ] oo

Hé or ‘she. may Iive alone in a oné-person household ‘or as'one member of
/., e e oA

va larger household together with other unrelated individuals, fam111es,.

or‘both; Hence, the family and tHe unrelated 1ndivldUal id the. CPS are* o

B M ~ -
= / . / H

not necessarily income- or conSumption—pooling unlts. Iﬁcome'ox cohsumption

Fa /

pooling within or between households is ignored 1n uhe CPS income unit

v, ~eT N /

def1nition (although not in the incomé’ def1nition to. the extent tnat such

pooling takes the form of regular cash. transfers)”

~The CPS 1ncome—account1ng perlod is. the calendar year, but the CPS
/ : ’

* provides an anomalous match between the income concept and the income .

e

P ey : o]
unit.~ The latter is determined as, 1t ex1sts at the t1me of the Survey

’
. - N

in the spring after the annual income perlOd. Thus the income of fam111es
» : \
!

does not include cash incomj'receivéd by members of the unit in the pre-'

vious year who leave the unit'befoqeithe date of the.1nterview. ‘If  the

i .
B A

cause of separation from the unit is death’or emigration or, -in-some:

. ! -

. N i
cases, entry into the armed forces, the ingome of - such persons is not
included in the CPS total. The obvetse of such cases occurs' when the

. -

past vear's income of individuals-who join a family (ot cgmbine with

‘other individuals to form a'neo-family) is included in the total family .

e

°(new'fam‘ly) incom@ even if suchﬂincgme was received-prior.to joining

. 2 * : SN . IR v
(or forming)  the family. N b - o

CPS methodology is important for the purpose of. this paper_to‘thcf

éxtent' that either changes in survey techniques or success,in implemcntinga
r

old or new technlques\may affect long—term trends in the ‘measuret noney

- ... ’

income distribution. The CPS is plagued by underreporting of income.’

! "-,'.'44
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‘88 percent of the benchmark estimate of total money income (U.S. Bureau

of the'Census,.1972, p- 20) : The proportion of money income reported by

’

/
type ranged from a low of 43 percent for property income 'tq a high of

. P
97 ercent for wages and sa1aries. ‘Budd (%970) has summarizedlthe under—"'
Y
rep'rting'problem in commenting: " "The" 'CPS comes close to being a\uff

v

‘

distribution of‘earnings plus Sociai Securityfpayments" (p. .256). Such

"svstematic underreporting of inc0me will leave. trends in income distri— B

-

)

bution as measured by the CPS unaffected only 1f ‘the degree of under-

reporting for each broad incom§ source hias not varied over. t1me and if \
the re1ative importance of each income spurce has stayed the same. The ’;&JW“

lextent and- pattern of underreporting ove time has a1ready been a4§$bzed
\
S | . S
N y some rese\rchers for the more recent part of the postwar period. We .
9 \\ R b

- »
e

ilso know a, good deal about varia&ions ‘over. time in the re1ative importance

of the different sources of’ money income. Thus, future empirical studies

“y be .able to quantify the ef27cts of underreporting in the CPS on d

'measured trends in inequality

A more genera1 problem is that the techniques used by the CPS have
<thanged over times therefore, money income‘distributions for different
years are not compietely comparabie. The longer the time period inVolved

in'the"comparison, the more‘serious'is the,problem of inconsistency in
[ - the ‘estimatés. As Budd has noted,.interviewibg methods, editing and.
S A R PR R : '

; t . . S N S T . '
processing of the basic data vary'over -time, and 1mPI°Vement§”iHJCﬁi-
) - - S T -
Pt - . - Do R . S
techniques may introduce important elements of ‘noncomparability over time.
(It is worth noting that, despite improved interviewing procedures, the

proportlon of nonrespdndents has risen over t1me and, as is evident from

a study of the- nonrespondents, they are predominantly from groups with above—'

18
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average incomes (Budd 1970, PpPs 257—58) In general, when improvements .

)

in survey techniques are 1ntroduced limited budgets preclude the continu-
- ation, of~the old methods merely for the sake of preserving h1storical
cont1nuity of the size distribution of .income t1me series. My personal

judgment that inequality estimates from the CPS show a good deal of

stability over the-postwar period 1s based partly on the nonverifiable

impression'that variations in the'quintile Share and Gini coefficient
-~ estimates are small relative to the random variation or noise caused

by lack" of consistency in CPé techniques over several decades.

/ ' The<problems with the CPS time series are serious enough, but the .

. few alternative data sources for the study of long-run trends in U.S.

; o income inequality seem clearly inferior;' Probably the best of these : \%
;) ' : i = e , ‘ I

b © alternatives 'is. the olokoffice Jf. Business Economics (OBE) and the:new

{ . L. .

A

\__ : ‘ N L
; ” ‘Bureau of Economlc Analvs1s (BEA) series on the d1str1but10n of personal
s income among consumer units. Table 4 displavs\some estimates of quintile.

-and top:5 percent of the distribution shares. of personal 1ncome,from the
old_and,new series on personal income ‘for selected years from 1929 to 1971.
‘THe great advantage of these series is that, in contrast to the CPS
. series, their personal income concept is fully accounted for in the esti-
mates. The income unit is the consumer unit, either the family or
unrelated individual as'defined‘by the Census Bureau. The income
) . .

accounting period, as in the CPS is the calendar year Unforrunatelv

'~both the old (1929 1963) and new’ (1964 1971) time series are 1ll~qL1ted

' ifor-tne study of~1ong~run trends in Jnequality. Indeed, the old ﬂbE

series was discontinued hecause of .out-of-date tenchmarks and deficient
. : "

methodology;'the new estimates, while improved in both respects, are

‘ - 1
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Tgble 4

;Percentage Shares of Famiiy Persbnal;Iﬁcome,'All Con§hﬁer.Units, Selected Years

A
—

—

= Lowest Second  -Third Fourth ' “Highest Top .Five -
s . Fifth  Fifth Fifth Fifth'_‘ Fifth - Percent '
f,ff « 1929 3.5 017940 13.8 7 19.3 s4.6 0 30.9;3v
R A 1935-36 4.1 9.2 4.1 - -20.9 5L.7¢ - 26.5
- 1941 4.1 9.5 15.3 22.3. ©° 48.8 . 24.0
S 1944 4.9 10.9 S 16.2. 7 22.2 45.8 . 20.7
1947 5.0 11.0 16.0  .22.0 46.0, . - 20.9 -
1950 4.8 10.9 16.1 22.F. 7 46:1 .. . Al ,
1956 - 4.8 11.3 -16.3 22.3 . - 45.3 ¢ W%WJ jfzx.ﬁ*'.1
1961 4.6 10.9 . 16.3 “22.7 ¢ 45.5 - (r19.6 i,;ﬁ
T1964 - 4.2 10.6 "16.4 7 23.2 45.5 - - 20.0 - o
1970 . 4.6 10.7 16.4 23.3. 44.9 -~ 19.2 !
1971, 4.8 . 10.8 16.4 ‘23.3 46.6 . 19.1
. h ) . - . . ;
,/ ' Source: Daniel B. Radner‘and John c. Hinrichs, "Size pPistribution of

. Income in 1964, 1970, and 1971," Survey of Current Business,
Vol 50, no. 10 (October, 1974), TaKle 10, p. 27 '

" Note: . 1929-1961 Estimates from "old serles," 1964~ 1971 estimates from 'new
series .
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defuézent for oun purposes because\}hey cover at *best on1y the 1964 “i_w,mm
to 1971 period ahd‘because the 1970 and 1971 estimates are eSbent1a11y

just extrapolations of the basic 1964 estimates. Furthermore, as the

v . . : .
. '

" BEA acknowle' eé, the new series 15 ngf rea11y Co parable to the old i e
- o . *?
eries in so e important aSpects (SEE Radner and :znrichs, 1974). The

BEA s work on the new series is oﬂgoing and if successful, could,provide

a major new source ‘of information in théyfuture on trends in inequality.

Despite the defic1encies of the BEA series, the’ information it pro-
) t N : ’ Do ..

vides, as summarized in Tab1e 4, Ca“ be usefully compared with corresponding‘

. F ’ .
CPS'est1mates in Tab1e 2. If we fOQUS on the year 1964 ; for example, we
9 [
y presume that share estimgtes differ between the two tables mainly

because of d1fferences in income C°“CEPE and the underreportiug of income
v \ .
Y

in the CPS est1mate§, The personal 1ncOme concept of the BEH 1nc1uoes,

ih addition to money income, severdl tYpes “of 1mpured 1ncome, Medicare

o L)

-';’benefits rece1ved, and the net vaiue Of food stamps, and excludes perqonal

‘. - —

taxes for social insurance fhe t’ result of_these differences can be
seen bv'comparing share estimates for 1964 in Tables 2 and 4. The esti-

mated share of _the’ bottom quiﬂtlle is almost one fourth higher in the BEA

N

than in ‘the CPS but the est1mated Shares of the top quintile and top 5 -

percent are a1so considerably higheT in the BEA. Such comparisons fecr a

single vear are 1nterest1ng in their OWH right, but they are only suggestive

for further reséarch on long_cerm tréf)dS_inv_income inequality, The BEA

- trend estimates in Table.4,*for whdt they are worth, do tend -to confirm .

.

the generalfimpression of s ity in income shares in. the postdar'period,'

. and to cast some doubt on the CPS. vidence showing some small movement

'toward more equality during the peflod. f.' T N
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One further gource of time series Yata on inequality werth noticing .

- AU ¥ o . = ' B -

. here is Internal. Bevenue Service statistical surmaries of personal iﬁ\b

come-tax returns. - The time series that can be derived from these data . ;
. AR | - . V ‘ ? o Y 4 ) -
U provide the only statistical evidence of which I amp aware that support
.. . R 5 ) -~ :

the assertion. that income inequality.among:families or consumer_units'has‘

: actually.increased,during the postwar period (see Gastwirth, 1972). The

( .

’ 'evidence from personal tax return data is .crucially flawed however,»
: _because the 1ncome concept for’ that series-—adjusted gross income (AGI)-- B
v _ ~ . S

_’“ excludes several transfer sources of income, such ‘as Social Security and

.

T welfare benefits, tkat have increased'greatly in both absolute and rela-

v

T tive” amounts in,tHb postyar period. (This point 1is discussed further in

Section 2 below.) The omission of these -sources of income stronglv biases

’ -

the AGI series toward showing _greater: inequality over time, since they

°

are known to be heavily concentrated among low—money—income consumgr units.‘
The AGI 1ncome concept has several other important conceptua1 shortcomings

é ) " as an index of ‘economic well-offness.’ Furthermore,,it;too is.underreported{
: T - ’ . - e ) )

‘P’galthoﬁgh.the"pattern.differs someyhagmfrom that of the CPS, The tax return
unit is most inappropriate as a cons ptlon—pooling unit for the study*

of income distribution. The AGI series is jpbject to inconsistency in

2 Vb e

. pre e

.,both dts income concept and tax return unit aspects because of periodic

changes’ in-the tax law, e. g.;xchanges in the 1aw af fecting the definition
of capital gains versus ordinary iucome. In short, the perSonal income
tax data is of little use .for the study ofllong—run trends in income
inequalityie%:2pt,as a‘source'of‘information on the underreporting by

high-income groups of ‘certain forms of income over time in the CPS or

other survey data..




incr asing inequality’of individual m3fle worker earnings from 1958 through

Finally, I wish to call attention tp tvo important studies quoted_'

in the IntroductiOn to this paper that might be carelessly misinterpreted_
’

as showing that long—run inequality.in the United States is increasing.

T P I
Schultz s (1975) excellent study of change in personal income distribution

‘covers the 19A7—l970 period " The finding of increasing overall inequalit;//——

during this period is severely qualified in his detailed analysis‘ more-

over, this analysis applies only to the income of persons with income

fh the CPS, not to fdmilies, households or consumer units Schultz

explicitly chose_to study individual incomes rather than family incomes
for the purpose of testing a behavioral model,df earnings inequality

Neither he nor any0ne else has yet provided a link between such a’
FE

behavioral model and the measurement of the distribution of economic - .

.—I

well—offness of consumrtion—pooli its. .. The same general-pOint applies
| ng A

tokthe well;known study by.Henle (1 , vhichhf{nds some evidence of

RS SN

11970 |pased on CPS earnings data. The Schultz and Henle studies contain .

many important findings of value for the study of the generation of

ineduality over]time in our society, but they bear only indirectly on

[

the question of trends_ia—&hé distribution of well-offness among the whole

population..

-

qu two important reasons, time series data on inequality of earnings

[

" or incomes of individuals tell us. little, unfortunately, about trends in

economic'well:offness. First, individuals live mainly in family,or

household'units which pool éarnings and other personal inconles for common

consumptiOn. It is quite plausible, therefore, for the same.tfend‘in

'‘economic behavior to result both in greater inequality of individual

K
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earnings and in less inequality of economic well—offness, .8 increasing
’

1abor force participation of low—paid secondary workers in family units.

-

The relationship between size of family incomes and size of indiVidual

earnings is most complex. Gramlich (1976 PP. 443—49) has recently .

reported some evidence for the,year 1973 showing that a surptisingly

" high number of low-wage workers come from,highﬁincomé families. Second,

an increaseiin,earnings inequality'over‘tiée'might be the result of the
- . . . f N

growth ‘of goverv ent measures ‘leading to equalization of economic welfare

for some grou s in the population, e.g., the possible effect of Social

»

Security:dincghe in increasing the extent of part-time employment among

| , .
the'aged.and other beneficiaries. 1In short, we must look directly at
ttends‘in inequality of the economic well}-offness of"income—pooling units

and not at'the trends in inequality of individual income components.

)

2. PROBLEMS IN INTERPRETING THE BASIC TIME SERIES

¥

¥ ) ' . ) )
This section discusses the conceptlial problems with the CPS time

series on infome distribution. . I shall henceforth ignore the serious
: . ' o £

~ practical problems associated with CPS survey methods over time and focus

the quEStLQE\of the shortcomings of a hypothetical time series of

noney income which is fully consistent over time and in which the income
concept is fully and accurately reported. The problems with such an

ideal time series fall into three categories: the income (or wehlth or

- consumption) concept; the income unit; and the ° income accountlng period

The discuss(on below is not intended to give a full or definitive treat-
ment of thegelissues:?'rather,~itgéttempts to show how each is relevant

24 .
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to the problem of interpreting empirical measures of Q ditgend in { \

~

' inequality over the postng/périod. ’ / ‘ \

The Income Concept ///// S /4

% : : P v
The rigorous theorist would begin/a dis€ussion of the indome concept

issue by posing sophisticated questions about how to relate tine series

data on income to utility measurement and interpersonal comparisons of

i

- -~ .
utility. Since I can not answer these.questions, I shall presume that

v .
N K

‘economic well-offness is adequately measﬁ?éé—by personad command over ) 44

scarce resources. 1 shall also presume for the moment that a fully com- -
prehensive income concept is best suited to_ére.desired'measure of economic %g

/ i well-offness. The issues of income versus consumption and the role of B XE

Qealth Ere taken up separatelv below.' The standard public’finance approarh, N

. ‘algebraic sum of consumption and change in net worth dver the income

acccunting per1od—-as the comprehensive income concept and asseSS1ng ‘the - : x
: 6
tomparative shortcomings in .other income concepts by th% standard.

CPS verSus Haig-Simons. The CPa money income concep{ dlffers in . SR
A : \
many respects from the Haig-Simons standard. The major dffferencés, for
the purpose of interpreting the CPS time ser1es, include. the following

o

, p01nts: j

‘

1.  CPS money income excludes all forms of nonmoney income and con-

» ' . . .
sUmption. Among the exclusions dre goods.and services produced privately
for own consumption rather than sale .through the market and noncash fringe

, benefits provided by employers, including personal consumption of leisure

¢

goods and serviges on the-job. . N

% 25




’

-

-market type basis.

2. CPS money income takes no account of the real consumption value

P »

of tNe voluntary leisune enjoyed by members of the income unit. This

L)

problem ig difficult to distinguish conceptually frem/the problem of

income from home.producfdon included ip the first point.

L] . .
3. CPS money income is gross of taxes but includes all regular public

' ; <
‘and private cgsh”tramsfer benefits. It excludes all noncash transfers:

s
: 1
and the value‘of governmen

services not sold .to households on a private

L. CPS money income inludes only monetary returns from nonhuman

" assets. It excludes all capiltal gains, realized. and unrealized, and the

nonmonetary returns to such asgets.

. 1)
H -

5. CPS money income is m™qt adjusted ‘for systematic price differentials
that, together with money incom determine the real market, consumption
\ : . ‘ -
component of Haig-Simons income. ! B _
v 1

Each of.the above points may affect'the_measured size distribution.

:of income in .any one year. The question remains whether they might

T

reasonably be expected to wash out in a consistent time series of money

income distributions. That is, is the relatipe importance of each and

its distribution by money income class morq or less constant dver‘the
- . ! . f

postwar period? ' Available:data permit onlp partial answers.

Nonmonex¥income; F}’!t, consider the relative importance and dis-

tribution of nonmoney income oyer the postwar period. On the one hand,
it seems a reasonable.presumption.that such income is relatively‘mcre
important among the farm population than’ among rhe total population "We .

know that this population has’ shrunk dlastlcally 1n both absolute and

relative numbers since World War IT: from over 25 million'(lB percent
; ) ‘ ; ‘

96 - <
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b

" their increasenin'money incohe.has probablvVekéeeded their.increase in

L . ,
‘real income by some 'amount of foregone nonmoney income.

" importange of nonfarm, nonmoney income and consumption.

festimates are subject to a greatideal'of error, as the'authors.clearly

know of no evidence, however bearlhg on how’ changes in the size and

k]

of the national total) in 1946 to under 9 mi11ion (4 2 percent of the.

i

‘,national tota1) in 1975 (U S. President, 1976 Tab1e B-85, p. 270) o -
The average CPS~money ‘income of farmers~has been far below that of the'" o v
« ', ’ -

rest of the population during the.period. These facts suggest that the -

'S

CPS monéy inconf:time series is biased towards showing less inequality

over time; as low money-income farmers have ¢hangéd to nonfarm employment,
. o ot ‘ ST ' e .

W

T
This conclusion

“is based.oniy on a superficialﬂreview of the available figures——it

deserves serious investigation.

‘V"V

On ‘the other hand, evidence exists on the ‘great and increasing ' T
LA . . .

=

"In their pioneer-

ing study, Nordhaus anc Tobin (1972, Jrable: 1, pp 10-11) estimate that

nonmarket consumption grew from about three-fifths of personal market

consumption_(asmdefined in the‘national income accounts) in 1929 to °
] : _

S greer

abcut three—fOurthsdof-suchvconsumption in 1965 (see.also Scitovsky, E
4 . . - - : : PEA

1976, PP. 278-82}:"The1r estimates do not 1nc1ude any nonmoney 1ncome

associated7§ith_time'spent in pa1d.employment. Nordhaus and Tobin's

y

¢

acknowledge, but the great importance of nonmoney consumption in a R

comprehensive income measure for any one year is beyond question.'~I

distribution of such consumption.affect our measures of income inequality .

over tine...Schultz (1975, pP. 166) has hazarded a guess that income in
- . . ) - ) X . . . “»l .' ’ . . -\
kind (including employer-provided fringe benefits, expense accounts, etc., '

in addition to the nonmarket production estimates in Nordhaus and Tébin) \‘
4 ) . \
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is positively correlated with money income and makes real income Tnequality

-
o greater than measured m0ney income inequality in any 'one year but he

"carefully frains from further conﬁecture~on the effect on the tlme

.

” geries .trend}(see also Epstein, 1969 p 173)

In su ry, we simply do not know whether the omission of all forms

- -

?

: ggk. ‘of nonmoney income from the basic CPS data and other time series based on

- 1 money'income invalidates all'empirical statements about' trends in inequality

"""./ ~ 4

A‘since World War II. "The re§earch agenda on thisaquestion is challenging.
E-l -
One suggestion for fgture investigation is to sepaxate whereNer possible,
1' {
trends in income distribution for farm or(rural income units from those

P N

b

trends for the urban population. In my own work on measurement in in-

. equality ‘in a single year, I resorted to the unsatisfactory expedient of

eliminating rural income units frofi my sample (Taussig, 1973). The more

ore‘ambitious efforts at data collection,.

Specifically, the present an 'a1 household survey on money income needs .

to be expandgé to provide information on the value of employer—provided
-fringe benefits and 0n the use of time off the job At present there exists

no consistent time" series on the distribution Qf fringe benefits §uch as®

3

employer-paid ‘vacations or health insurance that, can be linked to size

distr1butions of money income bver time. During the, postwar period large

employers in both the. public and private sectors have prov1ded their :
< - .
employees, espec1ally<their top employees, with.anw1de variety-of nonmoney

benefits, including in some cases pleasant working conditions and great

job security. These developments amount ' to the growth of a weltare state

for.the individuals concerned. ) Y
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S

The same point applies; of course, to the value of time spent on

-2 1

do-1it-= ygurself activities and other production outside the market. We

.
.

‘might sugpect that, because of our progressive tax system both of these

forms of income have grown disproportionately for upper—incOme groups

f.;over time. InJ@he absence of relevant empirical work however, the

-'quantitative importance of this point for meaéurement of trends in

.inequality cannot be assessed. Y

N R L e .

. .
. - t 3,

. . . L

>4

r Nonmarket time. ‘Many of the points in the above discussion apply
-

Lequally to’ the omission of the value of voluntary leisure from existing

7income time series. Nordhaus and Tobin (1972, Tabie 1, pp. 10-11)

- i N

'estimate imputed values for leisure far in excess, of the market conSumption

N . i-

included in personal'income in the national income'accounts. The commggj

-

o

problem is the omission from the CPS money. income time seiies of the
value of time not spent-in paid market. work. Important’trends in the use

[N . .
. -

"of time over the postwarvperiod!can readily be documented. First, we

ol

-movement was from a mean)of l.93 in,1950 to a mean of 2.31 in 197f.

know-that young people spend moreltime in school now than‘was‘the case

‘ -

immediately after World War II. Second, older people leave the labor

force earlier nowrbecause of retirement and- dlsability than in ther1940's.

L4

J_Third, married women spend more time in ‘the labor force, oﬁ?average, than

1

'1n*the past.. As the net result of these trends, the positive ass0ciation '

- .
between relative size of CPS. money income of families and the number of

(

.-earners per family has bécome. somewhat stronger ovar the postwar perlod

Te Ry
Fon example, the mean number of earners in the lowest quintile of famllies

¢

h‘falls from 1. 05 in 1950 to 0.85"1in 1974 for the highest qu1ntile. th°

7

—

+~ These developmentq,have occurred’slowly and steadily over the postwar

3 ~' . 29‘ |
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period (although not originating at tt beginning of the period) and the’
latter4two,'at least, appear to be’ongo g.. How should they be incorpo-

rated inte a money income time” Series or studying trends in inequality?
b

Morgan apd Smith (1969) have taken the,approach\of constructing an

. &}‘u{ 00 ;'v‘- . . \:
index of étonomic well- offness‘as the product of an index.Q{\; family s

>
Rl

command over r‘gources (defined as money income déflated-h!Lz timated Ce

,‘.’,. ot ,

consﬁmption needs) and another index of leisure per adult, constructed as
< . ’; . . .
a residual after accounting for ime spent at work or at necessary rest

and for time - unemployed or unable to work.v They*assume, in effect, that

the ecpnomic well-offness of the income unit can be’ approximated by a

rectangular hyperbola between the consumption of. market goods and leisure. -

An“h ur of leisure is arbitrarily assumed to be of equal value to all

individuahs regardless of - their market wage or the productivity of theit’

nonmarkAt*time.' ) . S ”f't T é\&
. . . , . L‘ / .
The major alternative t@ the Morgan—Smith met?od is to value non-

\

market time explicitly by-some observable measure. The primé cand date

" for such a measure'is_the market vage rate, 1f there is no pqigiiv or
negative utility frg _the last hour 'of work, the value of an ind viflual's
'last-hour of >nmarket time should be equal to the net after—‘ %age if

. v

he “br ‘she is in equilib‘rium. There are many serious conceptual and
AR s
practical difficulties with the use of the het market wage rate measure

o - ) 8
of the Value.of nonmarket time. However, present data_sourCesde“not

] LA

provide any good alternative method for incorporating the value of non-
3

market time in a comprehensive meagh}e of well—offness, and economists

have’ recently begun to make significant progress in broadening the income

concept‘by taking this approach.9 Unfortunately, this work is confined

30 .
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thus far to measures of income inequality in a single year,‘and'hg9'not yet

been extended to time series applications. ' . «

- Would inclusion of the value of nonmarket time in a#cOmprehensive L
. By o .
v 1ncome concept affect current measu?ed trends in inequality based only onlé"“ﬂf,f}
money income? Innthe absence of systematic empirical’work we canfonly..M; -
speculate about the possible effects of the major developments in labor K

-

force participation rates since World War II on- trends in inequality

measures. The lengtheniné of formal sdhoolingfﬂu{ing the period might

be expected to have b1ased inequality measures upwa d\n&er time ‘to the

- v

extent that young people in school with - low money incOmes have been included;_

‘\..

as separate income units by the CPS. Earlier retirement and more extensive

¢ ot } withdrawal from tﬂ! labor force because of disability by’ older vorkers o
é;‘ : have llkely had a sﬁgilar effect. The money.income fall of income units 7 | 'ﬁf
. ‘ headed by such individuals may ;xaggerate their real income fall because )

:jmé o of. thé additional nonmarket time available to' thapdéiter‘withdrawal from

VLt R

....... e

. : #%
-« : the labor ferce. The steady decline An lcbor ﬁorce participation of tbe

- *  low money—1ncome aged therefore biases upwafd inequallty measutés over .. .H//

}f S the postwar period. Not all such behavxor has been volun;ary, of course, _/

”"and the quantitative 51gnificance of the effect on measured inequallty

‘11__

cannot be assessed without much:more extenstve study.

! .

-, . 'Labor force participation of married women. The steady rise in the

) ’ : ." ' R . ...-v
' labor force participation rate of- married women probably has imparted a

. T v.:‘.' \,

downward bias to the.postwar trend ‘easure of money income inequality.
RS . L ‘

In any one year,’the‘garnings gf wdrkingiwives_slightlyfdécreases measured

B

inequality in family earningslhnd, presgmably,walso family money iuncomes
. » ) i S D E

.
]
>
ST .
- L - %
U:J e R
M
<
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. .'\ ! /ﬁ\ . - . o .. s .
family incomes,\we should include the higher u?lue of nonmarket time -

. for those wives hot in’ thellabor force. Because nonparticipation in: the‘ﬁ,,'ff7

.,)v‘.l,__

. ...; “_

‘ 1abor force is po$itive1y related to husband's earnings and other family'T

-".~ L]

income, a full accounting for the value of nonmarket time would be .

’ u

expected to increase inequallty of comprehensive income re1ative to in~

Y

equality”of money income alone. On these grounds, I coﬂEiude that the

postwar increase in the labor force,participation of wives has probably
= !
rf‘

~bia.sed d0wnwards measured trends in inequality based on CPS money income.

,-. :,.~.:»., )

gIhe’het quantitative effect of all of these biases is, of courbe, an open

r.. :, . .ot
question to be resolved only by empirical’ study. ‘

<

K The;government fisc. The CPS' s treatment of the public sector s
\ foe
impact Pn economic well—offness is clearly illogical To . repeat, money

)

' income ds, computed gross-of taxesvand'includes only Lash trAnsfers.-'Non-

s

,*ﬂcash transfers and the consumption value of" government services ‘are excluded.

. 1

.This treatmEnt of the government fisc by -the CPS would allow us to make

-1- P . ‘- . iy

: Valid inférences about the trend of inequality only under circumstances

-

we know to be counterfactual. That is, we ‘know that the relative size

‘

° R 2 A

of the fisc has incréased since World War II we know that the cbmposition_.

. of government services providéH to hOUSeholds has changed significantly

| ¢ .
in thé postwar period, we know that th? relative importance oanonég;

'f v 0

‘l
transfers has increased dramatically in the last decade; and we at least

~ Y . o . ’
o

i doubt that the incidence’ of taxes~netfof cash transfers by size of money-

TN L
N 1 oF e

_ income has remained constant since the\end of the war. Section .3 of. this

M . , kI
‘paper reviews recent studies which attempt to assess the quantitative'iml
) ' . . ' N SO R e T N
pact of changes in the government fisc ‘on postwar trends in inequaIity.;;

L g 340 , =

e

A

Ty

e

‘.



} 26 ‘ |

-* . ' : v . . ’ »

; "jgeturnsttobcapital. The fact that the CPS money income concept

" ineludes only the cash return to nonhuman assets has uncertain implications'

v

for*the measured ‘trend in postwar income inequality. The-Haig‘§iman$ .

Sy criterion calls for inclusion of 911 returhs to owners of all forms of

T ' \ 1 Ve o \ .o,
L . property Even af the pecuniary returns to property were'not S0 seriously

-

underteported in the CPS, the underlying money income concept would be A

inadequate for capturing the full returns-to ‘capital. - The single most
- ! :+ , important. problem-is that the money income of persons'in the CPS does
TR e noc include the portion of corporate net income after taxes not paid out

" ..',.*;.

e . as. dividends. This ‘type of" income~—retaineﬂ corporate profits——presumably

accrues ip the long run to the owners of corporate capital.in the form of

capital gains. The Haig-Simons criterion, 1if strictly applied, would add
N i ! . ’ . ) . ! . : . ) * . . ’ .
t6 ‘each income unit's other income.either-its accrued capital gaind.during

T J "~~~ each intome accounting period or its pro_rata share of retained.cofﬁoratéi-
. . profltLS. If eitHer of ;‘these adjustments‘ to CPS toney income grere carr1ea.»c.y§,§!(,_,

~‘ SIS

i R .. ’out :the result would be more inequalitisz comprehensive income thun of .

1»&

. Nage

' v CPS money income in any year, because ownership oﬁ corporate”capital is

7 known torbe heavily concentrated among the very rich.
P ) .7 The important question for t
Jeim on.meagured ineQuality of the or

L4

s paper, h ever, is not the etfect

% A
P

‘sion of"corpo ate—retainedvearnings.from

* CPS momey income‘in any single year, but rathszthe effect on measured P

' . ; ° 4’
ineéuality over time. The answer 1is complex and cannoﬁ'be deflt with JZ

‘ ’ . ‘ 3 >
C K' ‘ adeq ately here. Based an Nprdhaus s (1974) cent results, however, it

i \h’ . o L

‘th- . o share of total Haig—Simons income over the, postwar periou,'and that this

ok \,
* 1

declins'has in turh probdbly had a mild equalizing effect not fully e

"¢ [T ;.. ,,hw\’ .
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T'iof the postwpr period. 3 )
i ..

“but we cannot documerdt any.such trend or assess its quantitative-impact

reflected in the CPS time series. This bias appears tQ)hava been most

b .

and capital gains were presumably very low relative to the- earlier part

y °

3

[

h
Other nonmonethry rEturns to cppitaI are omitteﬂ ftom Ghe CPS money

UNRaC
R

'”income concept and may also b;as the trend in the series." The full

. . .' "" “'-, B s

returns to consumer durables should inélude both the imputed rental income. C

.

and capital gains on these assets. The effect of omission of the returns

‘-v;

to ownér-occupied housing from the CPS timq series is an outstanding topic .
Se . F-‘

on the trends in inequality research agenda. The same qualitative point .,':
B L d4 T, . . . . .

tv applies to noncash returns to a variety of miscellaneous assets. The*
A . D

very rich are known to have enormous'holdings_of assets that yield most

of their full returns in nonmonetary form, e.g., fine art agd\jewelry.l

e

- We might suspect that tax iﬁw;incentives hate induced high-bracket-nate

L]

K

qg measured income inequality' Again, hreakthroughs in empirical research

D 9 . .Y .
»Y RLSN % 4 - e s .

ks
are needed to provide the bas1s for solid answers. . ‘ . P

LI
"y )

Changesmin relativelprices} Finally, the effect of. changes in

relative prices on postwar trends in inequality is a largely unexplored
» ‘ B ’."\. e . . ~ . -
issue.13 The rich and\ the pabr.consume'quite'different'consumption

e

buhdles, énd . therefore hanges in their money income max not fully eapture
changes in their potentialgreal consumption over time, Crudely stated;;z
, - : R ' § . : . .
‘ ‘o , 4.
only .the (very)hrich purchase services of personal servants, while ‘the

. a "
5

.._aserious in the last decade, when the real price of equities actually fgll v,

K

poor'spend 4 high proportion of their'income on food and othef commoditiés,;

' K« ‘1 The relative price of personal ’ servaﬁts continued its secular rise in the
. b3

RN y o : i

‘wealthy individuals to acquire relatively more of such: assets over_time, " o '
. H . : : . . ’..’;‘:.' R “'- 3 Lt

.
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"time.i The latter problem has to be studied jointly with th pattern of

‘v anftual income comcept.? I prefer to postpone.both.these issues togg later -,

.
e e - o . . ’ .
3 ’ | . ’ K . T . . ) R ey
, : . :

N B _:' F
- 'postwar pefriod. On the othen Hand the relative prices of food and” fyel ™

=
incre'sed sharply in the 1970 s after a long period of stability The *

net effect of all such relative price changes poses a«considerable research

-
: . , [}

challeage to economists. -

The sam‘ points apply to regional price']evels dnd theij changes_dver:'

] DN 4" R REERY
Lo v oYy .

\" .'-‘ v S SN I B '(,.
}gterregijgal migration over the postwar period. To my knowledge, no N V;

@ ‘< ! B S AN . Y o :
. ',,H_' AR R N

empirical work has been done %n this most difficult problem.

e

None of the issues touched on above'are relevant to the'broader

.. -issue of whether a comprehensive income measurf is preferable to a com-

: . & . N
prehensive consumption measure or some other alternative. as an(index of o
' ' «

economic well-offness. Nor has thevdiscussion yet touched on the critical °

.

role of wealth in determining economic well-offness, except insofar as “/

how the annual returns to wéalth.should-be.included in_a.comprehenSive

RN

3
o

*discussion of the. income accountipg period. . I

’

» . ' ] - v' .. ) . . , . . J :a
.The Income Unit . , '1‘3 S Coa o

’ :'b' ~ ' o IS \ K‘ P

© - . . 3 . . .
. . . E , Vg ¢ ) . .
. . ’ o - . ' N ’

" The income unit for the CPS series covering the whzle postwar period

is, to-repeat, either the Census family or an unrelated individual.

(Money 1ncome distributions based -on the household unit are available ex—

[y

tending back as- far ‘as the’ year 1967 ) The CPS income'unit is most . - s

', N v .

inappropriate for the study of inequality either at one moment }n time———

4 ~ -

‘or over a period of time. Individ 1s ive in varlous groupings that e
. e .

¥

' pool either 1ncome or consumption or both’ ,Such’groupings may encompass

more than just one family or individual to include an entire hou%ehold or
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eveﬁ/more than one‘household. We know very little about income sharing

within or across families and households. But such groupings maz,also

include subfamilies within the same Census family,_e.g.,>aged parents who . "._\

i .
L e .

.. 1ive with grown children. The major trend in 1iving arrangements over Y

:

time in this country, both before and after World war II has been towards»/-"

' splittdng up 1arger household“units containing extended families into o S

-y .

smaller-v:urgi"t's co’ntai"n'ininudiear families".or indiViduals. 'I'His ¢:rel" T e

does th necéqsprily imply, of course, a‘:imilar sharp s‘paratiou in
. XK'}

the income~pooling units. Substantial income ‘sh, ing between mewbers of
¥

q
tha éxtended family sti11 ekists degpite the. separation of households
(see Morgan, 1965). Such. long-term changes in 1living arrangements further
. complicate interpretation of inequality.measures based on CPS,moneygincomeﬁ

for the family or-family‘plus unrelated individual'unit

1 N
hanges in family comp951tion. Data from the CPS show that the

. average nudger of people in family units has declined s1ight1y from 3.54 S 5

in 1950 to 3. Az\in 1974 \a%d that the re1ati number of unrslated,indim
,u e ] 2

. vu ,

vid ls in thelpopulation %@ increased substantially from 6.2 percent

in 1950 to 9. 01 percent in 1974. ﬁ. More important have. been changes in B

,\ ) .

the composition of families in the\various quintiles of the size- distri— <

. \? . o

bution of money income by famk&ies5duringithe period. \igr simp1icity,

[ Yy

N

considerdpnly the follawing changei in the charactetistics”’of the bottom:

and top 'quintiles-during the postwar periogd: among the®*bottom quiritile
- of families:=the percentage with female heads grew from 18.2 percent in <\
’ - : ., . T T .k

1947 to.33.3 percent in 1974; the percentage.with heads under age 25 rose’

from 6.5 percent in 1947 to 13.1 percent in 1974 the percentage with
.

[ e

heads aged 65 and over rose from 26 2 percenr in 1047 "to 31 6 percent in
" ‘¥ ‘o . . < .

B . e
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1974 and the i%an size of the family unit declined from 3.26 in 1950 to

2.97 in 197& In contrast, among t&e top quintile, the percehtage dith

y

fema;e heads fell from 6.8 percent 4in 1947 'to 3. 1 percent in 1974

p;rCentage with heads -under age 25 fell from- 1 0 percent . in 1947 ‘to 0 s

SNt st
-percent in. 1974* the percentage with heads aged 65 and over fell from. 8 8

percent in 1947 to- 5. 9 percent in 1974, and the mean size of the family
¥

unit,remained virtually copstant-over -the postwar period: 3.79 in 50

and 3 72 in 197& A11 these facts underscore an obvious point abogt.

3 1

interpretation of trends in inequality: statements about changes in the

share of a given quinuyle over time do not apply to a specified group of

recipients. \h fact, the comp03ition of the top and bottom of the CPS

money'income‘distrihution has changed a good deal since World War II.-

PR

Ku;nets_(1974) has recently studied demographic aspects of changes

(4

A

in income inequality in some detail for the years 1947f1969. ‘He divides

‘the total number“of.CPS families for edch of the years into four groups:

those with heads under age 25, those with heads over age 65, those with
femalé heads, and a "residual" eategory for families with male hepds aged

25-64. ~ The first three groups tota11ed a1most 30 percent of all families

by 1969 and all had CPS monéy incomes far below Lthe national ‘average v

/
income in that and every,other year. Kuznets shows that the growth in

the re1ative number of these three types ofufamilies from 24.2 percent

in 1947 to. 28. 5 percent in 1969 had a sizable ceteris paribus unequalizing

Y ‘- e -y
effect on the disfribution of incomes over the time period covered. The

] . [ v o .
relative incomes ©f these groups also fe11 over the time pnriod which

r

added to the unequalizing effect of the growth in their relative n bers.

‘Kuznéts further finds that the distribution of CPS_money income among‘the

[ 4
ey

37
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standafa c§$egory of families headed by males aged 25-64‘hecame substantially

.more equal over the -same period The two trends for the different types J

/7 1
of families were roughly offsetting——hence the apparent stability in, the

' rtrend for all families in the CPS time series for the postwar period

.

s With an idealudata set, wercould conceivably identify the actual

» ~

© units that pool their incomes and consumption, whether they be families,

A 2 . .
households, individuals or whatever. If this could be done consistently

-over time, a time Serieiljn income inequality could he constructed on a

reasonably consigtent_income urrit basis. The CPS time series does not

"‘allow us even to.approximate this'iéeal over the entfré postwar period.

"importance of changes in family composition and related changes in Iabor

the first five years of the Stud}h only 42 percent of the families in - /

The systematic changes we can observe over time in the size of income

pattern of the ‘Census family andeunrelated individual units should make

Con -~

us euspicious thatathe number‘and type of unite ‘that* exist today are ,
functions of chang;s#in'both'the level and distribution of real income

over time. /; ‘ | o . 7

Evfdence ffon the Michigan'SOOO;quily"Panel soggeats the,quantitative .

v

force participation on the distribution of economic well-offness. Durisg o

the sample had no change in composition._ About .a fourth of the familiéa

experienced a change in either the head or the wife of the origi1a1 unit

.(Morgan, 1974, p. 101).- Moﬁgan'has concluded that changes in family

copposition are critically impartant in ekplaining changes in personal
well-offness over this period. After Lane and Morgan (1975) analyzed :

changes in the well-offness of units between 1967 and 1972, they coacluded:

"It is evident that individual dnchanged units are p;;gressing while the

38 '\‘
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“ ‘overall distribution is kept relatively stable by the appearance of new
families at the bottom and the retirements of a few at the upper ages"
(p. 20). In general, it is clear from the study that family splite caoae
a great amount of unequalizing change In well—offnesa ovéY just a five-
or six—year time span. In this connection. it should be noted aéain how
Iinadequat&ly the CPS treats family units that split or combine between
the income year and the actual interview in the following apring; Any
systematic change in the rate or pattern of sucn changes over tine can '
- introduce a bias into the CPS money income tine series.. .

Relative weighting,of different income units. A related Broad issue

is the relative weighting in any income diatribution of 1incone unlts that

¢

. differ in size and composition. To simplify a complex problem, let ‘us

~

accept the family unit as our income unit and assume that for the ith

' - . *
family with income 4 there.are N, individuals aaa-ui "equivalent

a&ﬁlsf."ls In congtructing our income distribution we have several choices:
(1) take one upit with income ?i (implicit in the CPS distribution);

* (2) take one unit with‘income-Yi/Ni ; (3) take a per capita distribution
‘ -
*
. of Ni-units with incomes of Yi/Ni each; or (4) take Ni or N{ units with
) . 16 .

incomes of‘Yi/Ni A reasonably persuasive case can be made for.each
*

of these alternatives. I have used variant (2) in uwy own woik but now

.
..

consider variant (4) with Ny units to be a stronger alternative. A per
"capita distribution is hard to defend because 1t ignores'economiea of

scale‘in consuma/ion and'differing conaumption"needa of adqits and children.
i But the undeflated measnre'implicit in.tne CPéttine series is perh;ps

even worse. We know that the top quintile of the CPS distribution con-

tains more people than the bottom quintile in any'one year and, furthermore,

T e
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we know that the relative number of people and the demographic composition
of the income units in the various quintiles have varied over long periods L

of time in such a way as to increase the correlation between incomes and

needs; i.e., between Y and N or N . N ’

The CPS time series, therefore. is probably somewhat biased towards
showing more inequality over time because of its definitiOn of the income

v unit. The trend‘in Y/N* is likely to be more equalizing than the trend
inlY alone (see Kuznets, 1974.Qp. 233). The size of this bias wou%ﬁ be -

difficult .to assess even if much better data sets were available. The

unresolved conceptual p?oblem concerns Lhe\rather mechanical construction
"of equivalence scales to estimate the requisit:/equivalent adult deflators,
"N*fs, for income. Ideally, these deflators allow us to say that two |
units with NA and N equivalent adults, respectiVely. are eQually Weil—off
when YA/NA equals YB/NB. But economists who construct equiva}ence scdles "’
concern themselves only with equivalent consumption of market goodsuand
serVices. They do not take into'account‘the likelihood that individuals
and nuclear -families often value the opportunity of living apart from rhe
extended family. Thus, it an= aged parent with a very low money income

. voluntarily chooses to live apart from his grown: child s family, the

distribution of well-offness should rise because both'new households are

: s ° * . - "'.
better off- even if .the household split causes the distribution of Y/N to':

become more unequal. The same point applies to couples who voluntarily

’ !

choose ‘to ‘have children and thus lower their value of Y/N . Rivlin (1975)

_has made the point forcefully in her observation on the effecr of household~

splits on measured tredds in inequality:




. . ) ) . . . v ) f . .
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o ‘37. . '; This'increase in'units, often at low income'levels, has

J & B ‘ o ~N
" made the distribution of income 1ess equal than it would

gyyotherwise have been .even though it doubtless reflects an in-
crqase in economic well—being. Rising incomes, including

transfers, have enabled Americans to increase their consump—

»u-. ~

“'ﬁ?tion of a luxury good——the luxury of 1iving apart from re1a—.

; . v'tives. (p. 5) . -
¢ ~——— ',These points reinforce the conc1usion that the CPS definition of the

income unit biases'upwérds the,apparent inequality in the! distribution of

Lo » _lincome over time. Once again, however, the,available numbers te11 us’

T iittle about the magnitude of such bias. " The problem is immensely diffi— %

e -

'}cult. "As Hincer (1974) has said in the conc1usion to his work on ‘the

-7 Ly . L
. o ] “ N

determinants of white male earnings:
[The] grouping of persons into households as well as their

behavior as members of households, needs to be studied in. the

a
-

context of income,distribation. For this, the merging of
o .population, labor supply and human capital theories is - o
. PTR b R 7 S .

. - 1._ © required. (p..144) : o St

o Thj?Income'AccOUnting Period , T- g
.ﬁn even more complex concepdbal problem in .the study of income . -
.‘v N . ¢

dfstribution is the choice of the‘income accounting period. For the CES

series .and, indeed for virtua11y a1L other data sources, it 1s the’ calen— -
' S
dar year. The calendar year is by no means a-bad compromise between very

v v ‘-

short. and Very long account1ng perlods if a single choice is required.

’ ’ .
4

'\As Lampman (1973, pp 84-85) has observed, however, the choice of accounting

pe ' A
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%. . period for studies of income distribution depends on which of several .-

ﬂ N oo aspects of ec0nomic welfare the researcher considers most important for

e

| i, : his-or her purpdses. “For the ordinary individual, say, suff2§ilg from . . ‘1 {'j

[
~i

enough to average out most temporary fluctuations in income and.ahort

»
-

enough to reflect pressing consumption needs in a world in which capital
markets do not accept future earnings as collateral for- loans. Annual _ .
L . A

income does give us one important measure of e¢onomic welfare. )
€8, : FEonomE N -

" The annual acecounting period. Most'economists:would agree, however,

that'income distributions basedxon the calendar year accountingfperiod_

- s

badly neglect long—run aspects of the distribution of eronomic well—offness.

,The widely accepted life—cycle hypothesis, greatly simplified, suggest°
- . —~ .

that.annual money income will vary for the. typical (male) persnn in ‘the

4

¢ “ following way: When he is_young (and séts up as part of a new income

- unit), his money income will be low because he foregdes earnings to invest

in human capital when he is middle—aged his money income peaks as he

reaps the returns to his prey ious investment, and when he is aged h%

i money income falls as he draws upon the savings from his accumulated

S s : N

peak—years incomes to finance his.consumption during retirement. Thus

‘ his money income in any one year provides very poor information on his T :
1 : . .
lifetime income and consumption. . Y

Given this pattern of behavior among the whole‘population, changes

-

;>% | over time in the distribution of annual money income may’ reflect various .

factors irrelevant to the distribution of economic welfare in its:long-run

. [} : .
: - ~ o . ) W .,

42' : -7 - ‘
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aspect. A time series of/annual;money income distributiohéfmaybshow a

Y .trend to, say, less ineduality over'time despitefno change in the di&:

R : Ny
tribution of lifetime 1ncomes for any cohort in the population if (l) the

! ' - age distribution of the population changes such that the relat1ve number'

of income units with ‘earners in the low-income age groups decreases,

»

(2) the money. income-age profile becomes less steep over - time either

.

because .of gradual changes in tastes for: distributing lifetime income

between work and leisure (e g., a trend towards shorter work weeks - com=

’

bined with a; trend towards 1ater retiq.pent) or because of 1ess inveqtment

,
. . PR

.over %ime in human capital,.=Public finance literature has a long tra~
“ A " . . R E :[ 5
dition of dealing with such- problems for the personal income “tax by

P

mechanisms for income, averaging over several years. The ult1mate averaging ,

A% L4

period is the 1ifetime and, 1n fact, Vickrey s (1947) classic treatise,

4 ._c.

th enda for Progressive Taxation, Yorks out an elaborate scheme for

-

.comprehensive lifetime averag1ng of personal income for- the income tax.
& .
1
', The analog for the study of income distribution would be a distrihution

of liﬁetime incomes. . : A | : : _; i

Let: me digress heré to mak th%‘possibly obvious point that the -
4 R kL g ) ) i T,
income‘accounting period and t Come concept are intimately'related
i re .
Specifically, the longer the incbme accounting period “the less crit1cal

.ot o are.the 11mitations of the money income concept. The exclusion of the

.', \

value of nonmarket t1me from a comprehensive income concept is probably

not -as serious in an 1ncome distribution based\dn a lifetime accaunting

\ A . e »a

period rather than an annual period, since‘differences in;the amountﬂof~

2

. npnmarﬁbt time depend largely on variations over the life cycle. On}the“

¢ ' . Goo. : [
other hand, the longer the income accounting period, the more complex, the

/ L“\

&
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°

-problem of defining the~income‘unit becomes. The incomes of individuals

Lt

vary ‘more or less systematically over their lifetimes but their living

Iy

- arrangements change less systematically. The data problems involved in

following large samples of individuals through their lifetimes and

d'%'estimating their changing equiv/}ent income or. consumption over time as /—ﬁsf‘”

“a

members of different family or household groupings are beyond the capability
- <
» - C S N
of available research resources. : ! o

-

-

‘ & f Ihe multiyear accounting,period One step intermediate between a

full lifetime distribution and an annual distribution is baaed‘on a
- multiyear accounting\zerioé' Some recent studies have(used newly available
t

panel data to estima and compare such distributions to annual ones.

Hoffman and Podder (1976) have used the first seven yearsxof the Michigan

SOOO-Family Panel to estimate the d1stribution of average income betWeen ;
ot

1967 and 1973 for the 3294 sample famirfes with the same head for all .@

u

seven years. As expected their results show that the distribution based

on the seven—year accounting period is ‘less unequal than the annual distri-

)

»

“bution. They estimate that the income share of the bottom quintile rises

- [

from 6. 1 ‘percent on an annual (1973) basis to 7. percent on a seven-year

?' . (1967-1973) basis. The corresponding Gini coefficient estimates are .379
-~ and‘.345, on annualland seven-year_bases respectively. Their results :
) for an‘income to needs (Y/Nf) measure of well-offness are qualitatively‘
similar (Tables 12'.1 and 12.2, pp. 338-39).17 While the results are in
‘/f the expected equalizing direction;”they-are not dramatic. Short-run . v is' v
' incOmlelgctuations do not appear to be a major factor in explaining

aggregate inequality, the annual accounting period is sufficient to

average out the bulk of'short-run variations in income. This result is -

4: " o




. . - - e e
7 : . .

based gn a sample of relatively intégt'income units, however, and it is
dncléar whéther'it wbuld‘hold uﬁ‘ifﬂall original income units in the panel
=“ﬁ0dld Be‘inciuded in the distribution. .The meaning of a'mp¥tiyeaf or

lifetime income distribufion'inciuding all’ individuals of .original units

¥

in the sample, whefﬁer or mot they had become' members of new units, would

be extremely difficult to intétpre;(" | . .

. B » v

The Iifétime accountigg,ggribd;ﬂ_Nordhaus (1973) has made the most

.

ambitiousfattempt to aﬁélyze ;ﬁe distribution of lifetime income in his
' recent simulation study of the effects of inflation. He defines lifetime |

&ealth, W, as
: - W=W +Zy d .
v ‘ : , ° o t t '

iy

&

%

3

where Wo is initialﬂweslth, Ve is annual income in féaf t, and d;'is a
: - _ s

S 1.t , | C
. discount factor equal to Gi;;) » where r is the appropriate interest rate.

LY
-

’ Lifetime'wealth'can alsohbe-writteﬁ as ‘

. "'T . . N -
B = + s
W=3C d+B dsz;‘

where Ct is annual consumption in year t and BT is the bequests:left at

death in year T. Lifétiﬁe‘tonsumption equals lifetime income in presént

vqlue terms ekcept_for iﬁitiél endowments and the present valQe pf_bequesté.
(All this<ignorgs, of course, the grobiems of defining the ihcoﬁe;_;onsdmp— .
EionAbr wealth unit éVer a lifetime and the operational definition of r |
viﬁdividuals maximize utility, thch 1s a function of lifetime consumption,
‘Nordhaus shows ;hat the‘levgl of;éﬁohémic welfare is'approximately life-

°

. iime wealth divided by life expectancy; or W/T.

-

ERIC .

s

. in’a world without 1de§112ed:capital markets.): On the assumption thatd, , % ;



- : Nordhaus's analysis demonstrates\ that~if we are to implement'the

~

1ifetim€ income approach empirically for the study oi trends in the dis-

' FXUAR . -
tribution of well-offpness, we should have joint observations on each incdhe

unit's income (or consumption), wealth, and age (life expectancy). Such N
‘data exist only for a single year, 1962 (see'Projector and Weiss, 1966). &
. . : X s { _ : ‘

For thefpostwar period, we have some evidence from estate tax return data. ' -

e A . . : .
.. . . . .o

of considerable stability in the distribution'of wealth among the very

rich (Smith and' Franklin, 1974), but mhis evidence is just as difficult

-~

to interpret as that on stability in the money income distribution.;
P Furthermore, even taken at face value, such evidence does not.allow us
to conclude that wealth/income ratios at different'ages have remained

constant over- the time period. In short, severe data problems limit

U ' N

,'research into changep in the distribution of lifetime incomes.

Th% lifetime income accounting period concept does help to c1arify
several 'important issues in the study of income distribution. First, “in

. my mind is the inappropriateness of aggregation of individuals of all

ages in a single socia1 distribution. The association of economic well-

. ;
offness with expected lifetime income is most-plausible for the very young.
‘It is. much less plausible for older persons, for whom well-offness is much

. more likely to be "linked to currenteincome. Their lifexime income consists
largely of past consumption, which may bear 1itt1e relaQionship to their
.

’ o .present level of well-offness.v Implicit compirisons of the economic well—

-

'offness of’ persons of different ‘ages (life expectancy) make little sense
to me. Annual money income distributions ignore the problem of differences

in life expectancies.~-Lifetime income distributions, if they could be

’

estimated within a Nordhaus-type framework, would exaggerate the differences.

{
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B r::ommend disaggregating the distribution of. 1nc1ée by narrow age '

groupings as I have done in my own work

.
-

Conséderation of the lifetime accounting period also helps to clarify
the issue of consumption versus income as a measure of well—offness and
to emphasize the‘role of wealth in” additipn to either flow measu>ﬁ in a
. ' full accounting of personal command over resources., Over a lifetime, the
e ‘ , difference between_the present‘values of consumption and income is pro—
bably.not too important for most'persons, especially:if we choose to.
'regard bequssts as equivalent to consumption in affeating well—offness.

'

Over a single year, however, consumption and income give us quite.""disparate_;l

S

pictures. ?ersonal Eonsumption, as-approximatediby consumption expendi-

'tures, is distributed less unequally than personaizmpne&_income in'any_‘

P )

. one Yyear. 8 Consumption and income measure two different aspects of

well-offness in any one year and it is debatable which is more important.

Sr

‘The consumption aspect certainly has been- neglected in existing studies
of the distribution of well:offness, largely due to the lack of good

personal consumption data by individual units We do not know whether a

postwar time series on the distribution of-adnual consumption would show

the same trend (or lack of trend) as the existing time series on the
distribution of annual income.

The rdle of personal wealth 1n determiningLinequality in well—offness

/

. . / .
- over “time has been little studied and the relationship of wealth to income-

9
, and consumptipn has been virtually ignored in. e&pirical studies of in-

has been badly neglected in the literaturef The distribution of wealth

4

equality. Aside from the obvious data problems, this neglect is probably

due to the public_finance tradition of treating wealth and income separately

o

/

/




in'analyzing tax equity. That is, "progressive" taxation has genera

been taken to apply to a HaigrSimons—comptehensive income base while

'taxation of wealth has been treated separately as a virtually unrelated
5 . . 4 .

topic.19 From the perspective of a lifetime accounting period, personal

v

wealth is an integral component of personal well—offness and should be .
\:-1 ig s

included in a comprehensive measure of discounted lifexime income. When

the estimated lifetime annuity equivalent of family wealth is added to,
. v’
family money income in an annual accounting period the effects on ouerall

- inequality are-rather complex andwdifficult to summarize.20 HOweVJr, it
is ce:tainly ¢lear ‘enough that taking account of'wealthlgreatly increaSest

the measured well-offness of the top‘l‘percent or‘so'of the‘distributidn;

We can only speculate whether similar adjustments for wealth in a time
series would haﬁe a 5ubstantial effect on measured trends in inequality

‘over the postwar period. '
< -ty ', . . * “ N ..
The lifetime accounting period perspective raises still another

®

significant issue, that is, the arbitrary nature of theé annual accounting.

. period classification of certain important income sources.' For specificity,

. -

I 1imit my discussion below ‘to Social Security old—age pensions; but‘the
same points apply to some.other sources as well. ‘Census.and,other data
sources on annual income treat Social Security income as current'receipts
or transfer payments. Such a treatment_implicitly considers‘Social.in'n
Secufityfgeneffts:to be pure transfers completely unrelated‘tovprior

& ipayroll~tax contributions.. The opposite extreme -view of the system is
that the3rignts-to'benefitsyaccrue to the individual;at the moment, he or " .

she contributes~-pays taxes;—to the system.21 If we adopt the latter

view for an annual'accounting period, the income of an'}ndividual would

438
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"’ .

e
the actual receipt of‘Benefi7s during retirement-would be mostly a return

-

‘. - . / v + N
" of capital and, except for. the interest portion, would not be included in

»current year income. . /

A

3 g

/ ’ |
Neither extreme view f the Social Security retirement system is an

adequate description of g'ality. The: latter private’ insurance view

certaidly is not applica le to the first\generation Social Security
/ . N y

old-age beneficiarié! since World War I1, because théir benefits far
/

exceeded in present: value terms their prior contributions’ to the-system.
. ry ’ L R .

The important point, however, is that the annual income period classifica-

‘ -
tion of Social Security pensfbns and similar income sources is necessarily

arbitrary If such income were assigned to young workers rather than aged

retirees, apparent inequality in any one year would increase. Because of

the rapid growth ‘in the Social Security and related public and private

retirementéplans, the trend in inequality would also have to be revised

upwards. ;If we measure inequality over .a l}fetime, however, or'substitute

2

annual. consumption for annual income as our measure of well-offness, the

differefices in. classification of recelpts are less important and perhaps -

even negligible. This p int may becomermore critical‘in the future as

the Social Security retirement system matures and perhaps moves away from

a largely tax and transfer arrangement.
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3.- RECENT CONTRIBUTIONS TO THE LITERATURE
. N.".h_u . ' .
; ' -y

This section critically reviews selgcted recent contributions to

our knowledge about trends in inequality in the postwar period. -The pri-

- mary purpose of this'r7miew is to show to what extent economists have been

able to resolve .the data and conceptual problems discussed in the previous

two sections. Of parq&cular interest is the rough quantitative importance

of various adjustments to the basic money income time series on the

- measured trend in inequality, A second purpose is_to point out what
problems'remsin partially or wholiy unresolved. The discussion focuses.
on;onlv those aspects ofathe various studies relevant to the subject of
this paper; no attempt-is made to summarize.their full scope or their

b

contributions to other-subjects of comparable importance.

Brownin "

A}

' In a recent paper, Edgar K. Browning (1976b) has attempted to-vresolve’

empirically msnv of the major shortcomings of the CPS money income distri-
butions both'for the’year 1972 and for the period 1952—1972.22 As

§
summarized in the. quote reproduced in the Introduction to this paper he .

'finds, after adjustments to the CPS time series are made, evidence of a

marked trend towards less inequa1ity over the twenty—year period examined.

Browning's basic data sources are published Census estimates “of the quintile'

income shares of families for the years 1952, 1962 and 1972 and various

‘-
o

demographic.and economic information from Census and other sources that

he can relate, to each of. the family quintiles. He does not ;include un-
. . . ‘ . . -
related individual units in his estimates, presumably because of lack of

suitable data. - ' -

. B0



/ T4 | |

Browning reports the individual and net effects of five adjustments
to ‘the CPS money income‘shares for the: years 1952, 1962 and 1972 These .
adjustments to annual money income include 6] adding an estimate of
'the“market value of in-kind benefits; (2).adding an estimat of thé costs
of education services'provided by all levels of government; (3) adding an .

estimate of potential earnings of all adultgynot in the labor force during

the year; ,(4) netting out estimated federal individual income and Socilal

Security employee taxes; and (5) converting the family income ‘shares to
. per capita income shares by.taking into account the number of indiVidual
in the families in each quintile. BroWning reports that.the latter two
adjustments have little effect in‘equali21ng the trend in the distribution-

5 7;"4

equalizing effect in any one year. The first three adjustments to money’

despite the fact that, a7cording to his estimates, they both -have a large

/income-—for in-kind benefits, education and leisure (potential additional
earnings)f-do result in the équalizing trend_summarized above. According
to Browning, the lowest quintileis share of CPS money income was 4.9
percent in 1952, 5.0 percentfin 1962 and 5.4 percgnt in 1972; 1its share

of adjusted income was 7.8 percent in 1952, 9.0 percent in 1962 and 12.6 .

percent in 1972.

Browning's adjustments tormoney income are, by his ownnadmission; very

rough estimates based on incomplete and inappropriate data. Defending vl;

these estimates as  the best possible with available data, he cons}der

;ximxf‘
them to.be conservative in the_sense of understating the true equaliziné i
effeCt.in any one year. Specifically, he obtains.the quintile shares of
in-kind benefits to families in 1972 from estimates of the total dollar

-value of such benefits and from estimates of the share of sueﬂ“benefits .

4
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that go to poor families. From this information, he determines that the
-«

lowest quintile received $22 billion of the $38 billion of in-kind bene- '

fits in 1972, or almost 58 percent of the total He then assumes that -
c the quintile shares of such benefits were the same in 1952 and 1962 as in

T~ - 1972, so that the equalizing effects of these benefits in his results for

.

adjusted incom derived solely from the fact that the relative importance

-

of this source of income rose from 1952 to 1972 (in particular, betwee
1962 and 1972). It wouldlcertainlf'be unfair to criticize Browning for -

making such strong assumptions in the absence of better,istrictly'%omparable
e . : : 7
data over the time period hé examines. However, Browning also claims that.

>

any deficiencies in his estimated adjustments ‘for any one year are less

4

. [ . -
- important when the same estimating methods are used consistently to

study trends in distribution. I cannot accept this judgment.
Browning allocates‘60 percent of educational expenditﬁrEs by quintiles
for 1972 in proportion to the number of children under 18 years of age
. ,
- in each quintile end the remaining 40 percent in.proportion to the sum'
of total money and in-kind income. DPata limitations again torce him_to
assume the same 1972 distribution by.quintiles for 1952 and 1962. The
equalizing effects of ‘educational expenditures in his results depend,
therefore, on the'fact that educational spending increased relative to
mone& income during the time period and,were iby assumption) more equally
‘distributed than money incomf in 1972. Browning's assumption of the quin-
tile incidence of educational benefits for 1972 is necessarily arbiﬁ‘ary,
as 18 his further assumption of unchanging incidénce of these benefits

'

over the {952-l972 period. The latter premise again casts doubt on any
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presumption that Browning's trend estimates are likely to be less gubject A

to error than his single. year estimates. N N ‘\\v

[y

Th:\ﬁstimateqvadjustment for the value of leisure fs, by Browning's

statement, the least reliable of all. He obtains each quintile's value "
of leisure time in 1972 by estimating the number ogvadults in each quin-

tile who are not earners and multiplying this number by the average earnings

Ll

per earner in each quintile. He assumes that these results méasu;e the ~

[y

. ‘ ' A
potential additional eaynings in each quintile if all adults were earners.
¢ : . .

He clearly recognizes the obvious deficiencies'of these estimates for the
- . ’ ' ’
T single year 1972% i.e., the.Pogsibilities that "leisure' may be .involuntary

for the aged and disabled énd that the a&erage earnings of all workers,
,including part;time workers, may be an‘ipappropriate value for the leisufg .

time of nonworkers for any quintile. The equalizing effect of this
, , ' ' : S
adjustment on the trend in inequality in Browning's results cdmes from - .

the chahges in the demégraphic and economic compoéiton of Census family
quintilesldisdusééd in section 2. According_to quwning, the averaée |
’number‘of~e$rnérs‘pgr family in the_botéom qu{ntile of familie _éell from
1.03 to 0.§7 betw en'1952.éné 1972.but rose from 1.60 to 1.85 for ali‘ ’

¢ -

oth@r.familiesi His calculations show that the bottom'quihtils:s share

-

of total potgntial additional earmings rose from 6.2 percent:in 1952 to
{ . tar .

15.2 percent in 1972 and accounted for about 18 percent of .the total 62

percent gain in the bottom quintile's share of (a&justed) income during

that period. Here.too I judge Brownipg's trend estipates for his valué

}
of leisure adjustment to be no more reliable than his estimates for the

s1nf1s Wear 1972 Lack Of earnings data by quintile for 1952 and 1962

force him to assume thdt the ratios of earnings to tdtal money income

- . 53




_for each quintile were identical for those years to the estimated ratios

in 1972. Because of the documented increases in the relative number of
BN .

roo
retired aged and other family units without earnings who were in the bot-

tom quintile during the peried, this assumption almost certainly is wrong.

o~

At any rate, Browning himsd}f does not regard his results for the leisure

adjustment to be reliable.

ot

Browning s finding that converting family income to per capita income’
has a negligible equalizing effect on the treﬁd does not, of course,_
adequately dispose of Ehe fagily unit problem. This adjﬁ%tment merely
eases computation.” It ignoresha large body of evidenre showing significant
.economies of scaie within an income—pooling unit; and it implicitly accepts

o : : N
the family as theiappropriate unit. Further; Browning's per capita

adjustment is from a distribution of ﬁamily income (Y) counted once each

to a’Histribution of per capita income (Y/N) counted once each, and

‘to the more 1ntu1tive1y plausible distribution of (Y/N) ‘countad N timed

each.
A more complex problem related to the family unit in the CPS time

sesges is that the number of En{tsvat different levels of money income may:

be -a function of economic change over jong time periods. Browning makes
~ . ‘

no attempt to deal empirically with this most complex issue; therefore
his negative result for per capita adjustments of family income on the
trend in inequality cannot be interpreted as meaning that the family unit

problem is negligible

v

For all its originality and suggestive findings, Browning's research

. &
illustrates the'difficulties of working with aggregate cross—section data
L]

in studying trends in inequality. One technical problem he recognizes is

- 5
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that the distribution of adjusted incomes has to be based-.on family quin-

tiles rank!% on the basis' of unadjusted money income. To the extent that

v

the rankings of families change sufficiently to make adjusted income -
quintiles differ from money income quintiles, this exaggerates the

equalizing effect (or understates the unequalizing effect) of an adjust-—

.

' _‘ ment in any one year.z.3 It also leads to %ome exaggeration of the equalizing

<

‘trend effect of Browning s adjustments for in-kind and education benefits,
_because these depend on the fact that the total benefits to be allocated
among quintiles increase in relative amounts over the.time period studied

“The more fundamental problém with aggregate cross—section data is that

they only enable the researsher to make the crudest of adjustments for non-
! B PR . .
.monetary income components of total income. Yet it is' hard to suggest
-
any improvements on Browning s arbitrary. adjustments, given the data sources

on which he’ had to: rely.

.Reynolds and‘Smolensky

Morgan Reynolds and Eugene Smolensky (forthcoming) have attemn@ed to
deal empirically with some of the same problems as Browning in their
recent book on the redistribmtive effects of the fisc in the United States
in 1950, 1961 and 1970. Their treatment encompasses the full range of |
government expenditures, taxes and transfers in these years. Browning s

important equallzing adjustments for his trend estimates, aside from that

for leisure, are confined solely to government in-k#nd ‘transfers and

educational expenditures. He-investigates the redistributive effects of

'

personal income taxes and the employee s share of Social becurity payroll

‘taxes buS—ﬁ@nds them to have little effeCt on the measured trend in

»

cw
« i ¥
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inequality. ‘Despite their several important-differences.in scope and
? method, these two bodies of work provide'a useful basis for comparison

r N

~of contrasting treatments of essentially the same”oroblem. -

The two studies dre not directly: comparable, however,l ecause . they

N
examine different years and utilize different data sources. Reynolds andfﬂx‘

¢

Smolensky=use the Federal Reserve System 8 Survey of Consumer Finances for

l950; the-Bureau of Labor Statistic's Survey of Consumgr'Expenditureﬁ for

1960, and the CPS for 1970. They'recognize that the use of ghese different
data sources creates.problems of ‘comparability and attempt to correct

the data for their work. Browning's study uses the CPS for 1952, l9qg and

N <

* 1972 but, as observed in sec;isﬁ 1 above, this does not ,guarantee perfect

comparability over tiwme. quis clear from the results of the two

. studies. how importan:"quantitatively is the choice of the exact years
included, although Reynolds Aand Smolenskv present some evidence that

extension of their estimates through 1973 would have negligible effects

on their results.
The two studies differ greatly in methodology as well as scobe.

Reynolds and Smolensky make several specific assumptions about the incidence

of variousnkhassifications of different expendeures and taxes, based as
much as possible on existing theory and eviden e.avBrowning, in' contrast, -~
’ assumes in effect that all taxes and expenditures%ﬁre not shifted. He

L . I .
argues that no adjustment should be made for taxes other than the personal

income tax and the employee's share of the Social Security payroll tax,

on the grounds that the redistributive effects of all other taxes "are

already captured in' the distribution of money income" (l976b, p. 917).
For-example, Browning explicitly assumes that the distributional effects
) .- : ' ‘ . { -
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of all business taxes are already reflected in the distribution of money
. N . . 3 2

income, while Reynolds and'Smolensky'use "standard incidence assumptions”
to estimate their effect on the distribution of income. In Browningls’

methodology, excise taxes have no effect on- the distribution of post—fisc

i
A

incbme. "In Reynolds -and Smolensky's methodology, such taggs are distributedf
as consumption; that is, regressively with respect go current annual income.
— This divergence in assumptions leads to somewhat different results.
As noted above, Browning finds that his estimated tax effects have

had a negligible efféct on trends in inequality despite their equalizing

LN

% ‘ ' effect in any one year and'despite their grogthxcelative to money income,
3 o Lo . T .y - B
over the time period for his study. Reynolds and Smolensky find direct

N evidence of decreasing progressivity in the tax structure--in the personal

income tax, in particular-—over the time period for their study, a result
implicit in Browning. That is, relative growth in a progressive tax ';
system 1is equalizing; ceteris paribus, and ¢an be roughly neutral only

if progressivity declines over time._-Reynolds and Smolensky's approach

\. : : ;
also allows for the changing composition-of taxes over the period,_notably

the shift away from relatively heayy reliance on/Qhe (assumed) progressive
'corporatiOn income tax to relatively more reliance on the (assumed) regressive

payroll tax. Although the theory and the evidence on tax incidence under-

<
-

v ‘ lying the Reynolds and Smolensky "standard incidence assumptions" dre

rather weak, they are probably.the' best bases currently available for

7

estimating the redistributive effects of the fisc.

: . i
{ Reynolds and Smoiensky sAtesults for taxes carry over to their esti-

)

matesﬁff the redistributive effects of the tothl fisc from 1950 to 1970.

TR L .. .
# *  The large relative growth in a fisc progressiv on both the tax and
# Y |
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expenditure sides resulted,.abcording to their estimates, in virtually no
change in postfisc inequality'over the period. Expenditures as well as

. taxes became legs progressive over the period td‘offset their increasing
relative size. In particular, they find that Social Security benefits,
though increasing substantially in re’.\ive size, also became less

. equalizing during the period studied. Their results on the expenditure s
side are somewhat sensitive to their quite arbitrary alternative assump- f
tions about allocating general'government spending by income class, but

on the whole are'remarkably consistent. Their overall findings suggest
that stability in postfisc inequality between 1950 and 1970 vas the net
arithmetic result of a decredsinglz progressive tax'system and a rapid
increase in progressive cash transfers. This basic result, which‘they

q

project to hold through the year 1973, assumes that the underlying money

income concept, the income unit and the income accounting period are

acceptable as the appropriate bases on which the estimated distributional ,

effects of the fisc can be %valuated.

.
.

I fact, Reynolds and Smolensky recognise clearly that their results °
are founded on‘ultimately unacceptable conceptual bases. Their work 1is
easily the best,_most'%Omprehensive stuﬁ% of the distributional effects
of'the_fisc to date, but.itdleaves unanswered the.question of what has
happentd to inequality’of'well;offness‘over ther;ime period.‘ In particular,
it does not tell.us anything definitive about the trme redistributive

effects of the fisc. The effects of a growing fisc on incentives to

obtain income in various nonmonetary forms, to split off new family units

with low mo

.are theorety
A~

[I.income, and to spend income{;ore even1y over the life cycle

ly clear, but its u1timate quantitative impact on trends

. 03
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.in ineqeality';emains unknown.‘ In short; the traditienai treatment of . i
trends inuincidence o} the fisc baéed on evidence froélagggggate cross— .
sed#ions for diffefenf.?ears Just cannot cope adequateiy wffh*fhe complex
problems related to the income concept, the fﬁceme unit and the income

accounting period. -

Reynolds gnd Smolensky do not disagree in principle with this con— ,
v clusion but, 1ike Browning, they argue that many biases in the available
data are systematic over a relatively short time period like two decades,

and may largely cancel out in comparisons over time for such a period.

They cite as an example the exaggerated equélizing effects of the‘éocialr}
; Security system apparent in an annual rather than a lifetime income.

accounting period. But they argue that much of this bias cancels out in

estimating year—to—ygar changes "because the redistributive effects of

.the system are'épproximateiy eqdallyiexagge;ated in each year'" (Chapter 2,

p. 21). They do not ﬁfesent quantieative evidenégMégbporting this | .

assertion, however, and it seeis dubious that-such a priori reasoning

would stand up empirically over the 1950-1970 period when the Social

Security.system.ﬁas experiencing such large relative growth. : 5

Smeeding

Tiﬁothy Smeeding (1977) has reeently made- a number of important
A epntriedtions to the study of\ineome distribution through use of dis-
aggregated miéfodééa from~the 1968 and 1972 CPSs. Thisldata‘source c
allows him to make imp;oved‘estimateé of comprehensive income b; adjusting

money income for underreporting, for.the cash equivalent value of in-kind

transfers, and for the personal income tax and employee share of the Social
: Y .

N
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Security payroll tax. . Also, he estimates summary statistics for the

distrihution of income on the basis of the household rather than the

i}

_F family and unrelated‘individual unit in an attempt to capture implicit
transfers among all the Ppersons liviné within a household. He then de-’
flates comprehensive household ipcome with the equivalence scales implicit
in the Orshansky poverty lines to obtain a distribution of ' equivalent
-incomes. For my purpose, his results are of interest mainly because they
give some indication of the quantitative, importance of such adjustments

on changes in the distribdtion of well—offness over . time., Unfortunate.ly’,r ‘..'q )

'.l-
~ .

~the microdata sources available ‘to .Sméedning allow him to mgke such * ' ‘2/
DR > ' L

.y,

comparisons on].y for the five—v*r time span from 1968 to l97Z

;e . - (. o;

| Smeeding findé that between' 1968 and 1972 the dist‘ribution of o

unadjusted CPS money income qn ﬁous‘éhold unit basis. became slight/}yw

:an-

moi’e uneqi.lal he es{ima&es the sl(are of the bottom quintile to’ hava re= .

mained s}tab.leh at’ bO p'encent of total income, with the Gini coefficient S
.= ' b N

rising ﬁrOm 7 to '.3890 Th@*g;ﬁesults can be cbmpared to rhe,v ’f'g; R

) s J- b4 vy

(;orresponding estimates for C‘PS’ income on a family rni’t o( eh a combine

-
-

. a ' .
_ family upit related individual basis in Iabfes 2. énd 3 a'bove. H'owever,- B0

.v

» N
: the d;istrigution of"comprehensive xincome‘--CPS mohey incoma adjusted{}ﬂ-’p‘f :

ﬂ— .( £
<« -
income underrepor'ting', personal income and' payroll ta,xes, and the esti-—
to -' J v'l"-" ,1 2
_ ‘.'f mated cash value* of in—kind »tr*ansfers—-changed in a more ?nbi%poué patt:ern ) ‘«'@
‘._._ L . N a - .‘,_\ . , ”pr <- .."'a A
v duri‘ng ,the same- per";tod - The bbttom quingilﬁ"s sha’re of comprehensive N
. )

¥ 4 g, ’ A ' vt

. actually rose from 3&76 sto .3522 'When Smeeding converts comp.rehensive e

il

S
.1ncome to an equivalerq income/ basis for the.« sate years, howeyef‘ the .
. e ey . ) i’ ) 7 . e .
gt - . TR S m" : 4 .\ oy Ty '
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distribution shows a clear movemeht to greater equality. According to his
estimates the bottom quintile's éhare of equivalent comprehensive income
rose from 6.0 percent .in 1968 to 6.9 percent in 1972, with the Gini

coefficien® falling from .3479 to .3287.. These differeﬁceé‘in the

s
estimated changes befgéen'the original CPS and ;he adjusted.datg are
quite substantial, e;pec}aily if they can.be assumed to be typical of the

- l | whbléfposigar ﬁeriod. i -

Two further details from Smeeding's study are worth noting here.
P . — :
First, his microdata source allows him to rank units correctly on the

13

basis of the size of the appropriate income concept in calculating quin-
tile shares for the Lorenz curve af‘in éstimatiﬁglcihi coefFlcients.
Therefore, his estimates are not subjéct to the bias involved in Psing
aggregate data noted for Browning. Smeeding reports,.for example. that
the pottom quintile;s share of comprehensive cash income in 19727wa§ 5.6
percent when-ranked by size of cash income; the same households (ranked,

?

in the same order) had 7.8 percent.of equivalent comprchensive income.

The bott?m quintile's share of equivalent comprehensive income, when.

P

rank%d?iorrectly according to size of each household's equivalent income,

was only 6.9 percent.

Second, Smeeding shows ;hat the relative growth 35 the last decade

7 \)
s

of the number of voung aduiﬁssliving together as unrelated individuals

has introduced an importantbsourge of bias into the CPS series on income -

distribution based on the combined family-unrelated individual unit rather

n

‘than the household unit--if we are willing to assume that such individuals

o peaume e S -

share,their incomes. Based on the.éffeét oéﬁfhis devélopment;onrthe

«

.
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poverty count, Smeﬁding estimates that the ‘bias resnlting'from the Census

use of the inappropriate income-sharing unit doubled in importance from

N ‘),A.‘

v

1968 to. 1972. ,

Smeed}ng s use of the household unit leads to some interesting

I3

’findings but, as he notes, we lack conclusive, direct evidence that the

household is the best approximation«of the appropriate income-sharing

1

unit, However, we do know for certain .that neither the family.nor'the\

.npnrelated individual unit in the CPS corresponds with the income-pooling

‘uffit that would be ideal for estimating inequality of well-offness.

[ !

Danziger and Plotnick

Sheldon Danziger and Robert Plotmick (1977) have also taken advantage

B

v‘ Y

of the ayailability of disaggregated microdata sets to make important

fcontributions to the study of income distribution. They¢Tely on the

© 1966 Survey of Economic Opportunity and the March 1975 CP to study

various distributional changes between.the years 1965land 1974, They

uﬁilize two income concepts for their work--CPS annual money'income

'(posttranstr income) and CPS annual money income net of all government

cash transfers (pretransfer income). They break down the population into

twelve exhaustive and mutually exclusive groups based on type of income

. c , . ‘
unit (here, Census family or unrelated individual), sex of head, and age

&

of head EE:der 25, 25-64, and 65 and over). Their most interesting
the purpoﬁes of this paper relate to their analysis of the /

results fo

»

effects of demographic change in measured 1nequa1ity for the whole population.
Danziger and Plothick document the following substantial demographic

changes that occurred in the short 1965-1974 time span: (1) the total

' 62 »
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number of Census income units increased by 24 percent while the total

LI

" national population grew by only 10 percent; (2) the percentage of all
units consisting of families headed by prime-age (25-64) males fell from

57 8 to 51.0; (3) the percentage offall units consisting of families

A

headed by females increased from 8.2 to 9.7; (4) the percentage of all
'units consisting of unrelated females increased from 12.5 to 14.8; and _
(5) the percentage of all units consisting of ‘unrelated young (under 25)

" males increased from 0.7 to 2.2. Danziger and Plotnick use their data

sources to calculate the values ff Gini coefficients for the pretransfer

4

and posttransfer income of the whole population and of each of their
twelve subgroups. .They find that'the value of the Gini soefficient for

'posttransfer income increased for the whole population combined in one.

distribution, from .3922 to .4077, or by 4,0 percent, but decreased for

eight of the twelve subgroupéi“"(The"estimates for the' whole population

can be compared with the results in Table 3 based on the CPS for both

vears.)

'3 , .

Y ' The most interesting results emerge.when they decompose the change

in Fini coefficients for posttransfer income between 1965 and 1974 into

a component due to demographic change and.a component due.to change in
within—group distribution. Beginning with the actual 1965 Gini caﬁfficient
value of .3922, they estimate that, for an unchanged 1965.demographic

! ~ L ,
composition of units with a 1974 distribution.of income within each of

the twelve subgroups in the population, the Gini coefficient value would

oL have been .3932, or virtually unchanged. The actual ‘estimated value was

t .4007. Thus their method for decomposing c¢hanges in inequality suggests
—~F

e

that .145 of the toii‘ .155 change in the value of the Gini coefficient,
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§ ot about 94 percent; was due to demographic change between the two years.,
Alternatively, they calculate that the 1965 Gini coefficient value wou1d~

haugibeen .4075 with the 1974 demographic composition of units, or
virtually the same as the actual 1974 value. Thus, fog\the years
-studied, demographic change accounts, arithmetioally, for almost all .of

the observed increase in inequality. The precise numerical results Sepend,
. . ’ . .
critically on the years covered in the study. Most significant is the

finding that demographic change has had an unequalizing effect on the CPS

trend in the last decade, largely“dué to a substantial increase in the

» -

relative number of low-income unrelated individual units during this
S, . ‘ . -

period.
Their findings for 1965-1974 do not necessarily hold over the entire

postwar period. The relative increase in the number of unrelated individual
: ‘ N
units was small in' the first two postwar decades coupared to the last

"decade. The findings for the last decadé do, however, suggest that the
observed'stability in inequality of CPS income per family or family-unrclated
individual unit.over some 30 years conceals-a trend towards -equality in a

hypothetical population with constant demographic composition. As was

N
]

noted in section 2, this hypothesis has been sdvanced by Rivlin and others;
‘the Ranziger-Plotnick study provides soiig_supporting evidence. Ths"
authors are careful to cau&ion thatffhsir results prove nothing about

what -caused the bg‘ivior underlylng observed demographic change. We can
"o S &

~specu1ate that growth in the level of average real income and, perhaps,

.

also a trend to less inequality inducqﬂ family splits ‘and the formation

of new families, but this_cannot-be proved without more.direct evidenc
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Paglin !
: The fecent contributions to the literature discussed above all adhere
to the annual accountin eriod, leaving unresolved the problems related
to the'relakionship between short-term and 1ong;£er£.incomes. If we ;re
Qilling to accept the hypothesis that personéiiwell—offness i?vbest
measured byilifetime {ncome or consﬁmption, then we must attemp§ to make
some quantitatiye inferences about the distribution af lifetime income

from information on the distribution of annual incomes. Vladimir Stoikov

(1975) has shown in a recent paper just how difficult a task this can be

with readily available data on annual incomes or earnings. He concludes: . \v

.« . current earnings distributions are a function of the
* age composition of the population and the dis;ribution of .
0 'earnings over the‘lifetime of;the individuals making up
;he_popplation. There is no feasible way in whi;h one can
construct earnings distributions standardized for these )
.facfors ﬁecause theylinteract in a ﬁulﬁiplicative,ﬁanner.

(pp. 249f56) {’; )

.

He argues that the information available'frém annual eafnings distribu-
tions is almbst*impéssible to interpret. The facts that income sources

other than earnings -also vary systematically over the life'cycle, that

the family or other unit sharing income also varies more or less systemati-

cally over tipe, and that thc "age" of a family unit is at best an
ambiguous concept all reinforce Stoikov's pessimistic conclusion.f
Morton Péglin"(1975) has recently revived a techni&gs pioneered by

George Garvy (1952) in an original and ambig;ous'effort o resdive the . .

problem of'infgrring changes in lifetimé income distribution from annual

G5
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{. . \\’ A _
income distributions. Paglin argues, first, that all 'standard measures

of inequality such as the Gini coefficient and the Lorenz curve implicitly
A

o

’

accept perfect equality of annual incomes as the basis for measuring \
equali&y of well-offness. He further argues, 1ike Séoikov, that if we -

instead atcept equality of lifetime income as our basis, standard ‘-

o .

. - -
‘lv measures of inequality may give wrong and misleading answers about the

true extent of’ inequality at a mament in time and about changes in
inequality over time. To solve the problem of inferring inequality in °

_ lifetime incomes from data on the distribution of annual incomes in a

. ¢ :
‘world of changing age compositon of the population, changing age-income
profiles, and systematic growth in the size of incomes, Paglin (1975)

defipes perfect equality at-any point in time as ""equal incomes for all
o

families at the same stage of their life. cycle, but‘not necessarily equal -

- .

incomes between different age groups” ip;€602).
To make this definition.operational, Paglin then uses Garvy's
technique for decomposing total inequality in arnual incomes into a’
| : component due solely to age differences and a component due ‘to true

inequality, i.e., inequality of incomes within age groups. He does this
. _ 5

by constructing an age-group Lorenz curve and a corresponding "age Gini"

'bp ranking age groups (by age of family heads) in order of sizelof mean
,’incomes and calculating the appropriate cumulative percentages of fami}y
units’ and incomes.; The‘total'(Lorenz) Gini can then be decomposed-into
the age Gini and the residual true (Paglin) Gini measuring inequality

within age groups. Applying this technique to the CPS time series on
a4

money income of families, Paglin finds a marked trend towards greater

-

equality'over the postwar period. According to Paglin, the Lorenz Gini
&

66




60

value was .378 in }947 ‘and K 355; in 1972 (compare t%.Table 3) while the
Paglin Gini was .303 in 1947 and only .239 in 1972. He attributes this '
result to the.effect'of,the expansion of higher edueation in producing a
gréate; arching of the average age-income p;ofile 0ver.the'period and to
changes in thefage comﬁd%ition of the population: increases in the rela-
tive number of low—incﬁme very young and very old grdups. He concludes
-that after sgch obscuring factors are removed from the annual income
data by his technique, the residual Pagiin Gini results .show a sub- .
stantial decline in Iinequality over tﬁe 1947-1972 period,that cannot be
seen in the unadjusted (Lorenz) Gini results {EP. 603—505).

Pagliﬁ's work'has been subjected to much criticism. The first and '
most fundament;1 objection to his techqique for decomposing inequality is

”~

that hé does not adequately justify why age, énd only qu( should be

chosen as the variablé'toyuse in the‘partitiqp of éotal inequality into
two categories. . As Minarik (1976)lhas arguéd, Paglin implicifly assumes '
- that for perfect equality to obtain;'all families qiﬁh heads of the same
~age should have the same income regardless éf-otherhattributes; M{narik
' suggésts a nunber 6f variables other tﬁad age which might plausibly be
used as the basis for further decompositon of total inequality, such as.
years of‘SChoolgng of tEE,héad ?f the family or number of earners in the
family. He constructs an age-schooling Gini by use of the Paglin technique

for constructing the age.Gini and shows. that, from 1965 to 1972, his

. . . -
measure of the residual, "true" inequality reverses the trend result he

o obtains by use of the Paglin Gini for.the same ‘period. According to

Minarik, the Paglin Gini fell from .239 in 1967 to .237 in 1972, while

his adjustgd Paglin Gini--obtained as the residuél from the Lorenz

-
o
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Gini by netting out the age-schooling Gini--rose from .167 to .173.

Thus, Minarik's work makes clear that Paglin's results are sensitive to

his choice of age as the only variable used to partition total inequality

into age-related (irrelevant)'and,?aglin (relevant) components. )

Danzigerl Haveman and Smolensky (1977) .have showm, moreover,-that

'Paglin's techdique for comstructing his‘age Gini and residual Paglin

Gini estimates congpunds the effects on inequality of changes in the age-

-

income profile, the age composition of the population, and interfamily

inequality within each’age group. They recalculate Paglin's results from"

disaggrégated CPS data for 1965 and 1972 and estimate that the Paglin

ﬁﬂcini fell from .1812 to .1699. This result did nct reflect a decrease

"in within-cohort inequality. The cHange in within-cohort inequality

*

'contributed to.an ingrease in total inequality. Their technique for

deconposing the‘sourc s of changes in inequality over time_appears to
be more fruitful'than,the Catvy—Paglin alternative.

Paglin;s critics have also disputed his assertion tnat "the question
of ‘the optimum age;income profile is a different issue ftom that of
equality as ccmmonly conceived « . ." (p. 601). 1In fact, as Danziger,
Haveman and.Smolensky argue, it is conceivable that a number bf circum-
stances could cause the age-income profile to change in such a way‘as,to
increase the value of the;age Gini by mofe:tnan the value of the Lofenz

Gini, and thus to decrease the degree of inequality as measured by_the

value of the residual Paglin Gini. Not all,cﬁ such circumstances would
. . (e . fl

‘be considered trulf equalizing by most economists or policymakers. The
, I3 ; :

Lt‘gl
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complex issue of the optimum age-income profile cannot be avoided by . the

use of the Paglin measure'of inequality in studying the postwar'trend in
1inequality. . . . - . ‘ ,‘

. Paglin shows himself to be weli aware of éne income concept and

income unit issues, but data llmitations force himzto rely on the CPS

_ money income of familie$ series in ‘his study of the postwar trend in

ineq lity. Both the money income concept and the Census family unit for

_'these data:are particularly inappropriate for his attempt to- infer from

Eﬁem the trend in lifetlme 1nequa11ty The moneﬁlincome concept omits
‘a variety of nonmonetary forms of income ‘which vary greatly over the

“11fe cycle and which nave grown if relat;ve impottance in the péstwar

@

petiod. As noted abo;e, the relative numbers of very young and very old

1nd1v1dua1s who receive re1ative1y large amounts of nonmonetary income’

have ‘also groWn in this same period. For this reason, the trend in Paglin s

':/ : o

age Gini based on moneytincome is Iikely.to be severely b1ased upwards

relative to the true vafke based on a comprehensive income concept; and

the .trend in hif residuaI Paglin Gini is‘tnus_likely to bée biased downwards;’
'Paglin's technique‘for constructing his age Gini"Value is criticallwi.

dependent on the pfoper classification by age of certain income receipts

. over one's lifetime. Two extreme.hypothetical cases help illustrate this

point. If a law fequired employers to spread out lifetime earnings of

«workers evenly in annual payments over a- 11fet1me capdpr, the age Gini

i . ’

would’approach a value of zero. .If, 1nstead, employerg were requlr/X to
: : ‘

¢

pay oudvall earnings in a Juﬁp sum at the age of ret1rement, with all

v e

A ]

ptevious payments considered advances or.loans_before the final reckoning;

\

the age Gini»would approach a value Qf'unity. These cases are unrealipti¢3
‘ M . . . . . . . ) . \. ) ) .
. LA , \ . ) B 6 ‘() ) . | N —\_ .
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of course, but institutions sugh as unions may affect the timing of a

given'lifetime total of wage and salary payments over a.peﬁson's working
'life, and - it is at least conceivable that institutional practices have

changed in such a way 81nce World War II as to introduce some bias in one

direction or the other into the Paglin age Gini trend. The large relative
. . ,
-growth of the Social Security system in the postwar period is especially

importart in this reSpect, as was explained i ction 2, To some degree,

the age’ classification of Social'Security retirement.benefits'is,arbitrafy.
Paglin's use of CP;imoney income implfcitly accepts an eXtremeaage classi-
. ‘ . : .
fication of’sUch income and-incorggrates‘it'all in the income of his oldest
cohort in calculating the value of his age Gini. Other age classifications:

~of this income might yield quite different results for his tzﬁé series

»

on age and Paglin GYini values. ' ‘ I
Finally, the family unit is inappropriate.for Paglin's purposes, as - o

he is well aware. - This time series neglects all nnrelated’individuals,
& ' T . . > ‘ . L
who increased in relative numbers over the postwar period. The age of

the head of a Census family is not amsunambiguous measure of the "age

i 2

of all the persons in the family. As'older and younger individuals have

increasingly split apart from the standard nuclear family, the mean and

-

the variance of the ages ; dividuals within fami11es headed by individu

. : kY
of a given age may have v £ systematically. Age %sﬁcrucial to Pagli

tech que for decompbsing inequality over time but it is inappropriately
b s , . ‘
measured in the time series on which he felies. B




4. CONCLUSIONS" S e L
L | o » : - < L
-~4banziger and” Smolensky (1976)‘éohc1ude their review of the"evidggce

P

&

on pOStwa; ineﬁuéiity in the Un%ted.States as_folibhs:

! Ghether inequaiiﬁy i§ increasing or deqreésing, by no matter
how small an amount, seemgﬁto.carry an.eanmous é;btional

;nd ideological charg;;)4Fq; xﬂat‘reasoﬁ, there needsbto be

_available a consistent and accurate record of the past,

~

with /all the qualificatibns quaqfified. Such a record does

N

_not exist. (p. 10)° R >
. ~
St ' As shouid be obvious from my own review of the evidence, I concur withv
.. their conclusion. I cannot dccept the evidence on tﬁe trend in inequality

drawn from the CPS or cther available sources as a reésqnable appfoximation

: .
of the true trend because I dispute the contention that any biases in the -

. .
data can be expected to persist'over time and not affect the dominant

trend movement very much. In fact, there are strong reasons to believe
.4 : :
that the 'various factors that could bias thevbasic data on inequality
,have certajn strong trend movements of their own whose importance cannot
. A .

8 . " yet be quantified.

- a

The biases’ stem from deficiencies in the income concept, the income

unit and the income accounting period in g&e basic time series data. The

. - -

St * tax and transfér structure of. the United States incorporates strong-

8?~inqéntivcs fdr the reported money incomes of factors of production to *

;:diminigh and even disappear, and for substitutes in the form of leisure
W .

. -~ ' - - . . '
' ‘and various nonmonetary returns - -to develop in thelr place over time.
. v - : . i R
. These incentives in the tax system existed long before World War II, of
. . ) ry

ey

y - L

) i : o . _
¢ s , .
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Aruitoxt provided by Eic:



course, but we cannot dismiss thgir effect on postwaf-dé%élopments unless
we believe that the situation in 1947 was one of general long-run equilib-
riumlwith respgct to the tax sféucture. :The postwar'increaséélin the
relative number of individualé facing hiéh mafg;nal tak rates on factor

avwi_,money'incomes and in the general education level and tax awareness of

ye

the popMlation have beeﬁ forces likely to cause a decline in reported ”
factor money incomes reiative to comprehensive incomes over the period;:’

The development of a large system of government cash and in-kind transfers

. L] . .
has come about only since the war, particularly in the last decade. ‘Like

for the repofted money incomes of

the tax system, it contains incentives
RN

factors to diminish and disappear and-for‘nonménetarx substitutes to

develop. The quantitative importance of these tax and transfer incentivgs
in affecting measured tréﬁds in inequality cannot yet bq'gaﬁged.

v

Related points, apply to sysfematic changes in the income unit over

the postwar period. Thé'develqpmgntfof.the Social Seéurity and related -

A\ Lo

public and private retiréﬁent and disqbility programs has been an important
factor in the large growth in the relative number of retifed individuals

« .
and.Epuples living apart from their children in separate households on

relatively low money incomes. Increasing levels of-affluéndQ have also
led to more>family spiits‘and to. the formation of new households headed .
by very young individuals, again.wiuh relatively low money incomes.

oy :

Several economists have hypothesized that living apart from relatives

is -a form of nonmonetary consumption that is omitted from conventional
: ) 4 -

"data sources on personal and family incomes. These systematic‘poétwar

developments affecting the basic income unit cannot be expected to wash

72 “
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out in measuring the trénd .in inequality of money incomes of the family
or combined family and unrelated individual‘incomé uqigs.
The fact thaf virfually all available incom; dat;lafevfor'an-annual
accounting period.cnpatesvfurther complex Jifficulities,in ihte;preting'
+ the postwar trend in inequality. The secular increase in ygars of scﬁooling
and oﬁher forms of human capital investment has increased the peakedness

. l) ' .
_of the age—earniggs profile of individuals. The trend to earlier retire-.

ment has had the same effect, espeZially'if we measure income only in money

e number of incoﬁe units headed by

.o
.

terms. The relative increase in

the very young and the very old reinforces the tendency to more peakedness:

Yet none of these developmen;s is unambiguously uhequalizing if we accept
a lifetime or some alternative long-term basis for measurement of inequallty.
- We know in fact that‘many of the people in the bottgm quintile of thé .
: moneyiincome distribution in 1974 were nét there one, two,°or three
‘decades edrlier. - §ome of them were children or not yet born in the 19&0'3,
while others were'in the labtor force with money incomes above thq Qppéf
iimgt of the bottom quintile. Paglinis coptribution émphasizes the
cf&éial importance of'ﬁhe income accounting period to our quantitative
knowledge about the trend in true inequalify in the postwar period.“
What is to ge done? 'To what extent can we reduce our ignorance
<througb further theoretical and empirical work? The éeﬁerallresearch
efforts summarized in this paper point'the'way:- future research should
attempt simultaneously to correcg deficiencies in the basic money concept
' and to standardize thé distribution for changes in demographic comefsition. ‘ o»

This cén be done properly only with disaggregated microdata sets, which

g limits extension of such work only as far back as the mid 1960's. I am

14
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pessimistic about squeez}ng'much re. in

S LU . . v,lf“ s

PN

ta 5ourcés. fhe,idzal J.t%

qv
aggregate crossrsecqions frﬁm the CPS,ap; other d&

<8 . Qs\» oy .
data source for %ucb wsgrk 'is a 1Lr e sanfﬁle of perso{% followed} o\‘rer \ RN _-‘

.. : - e
N - . [ g
long periods of time, The best §uch data base a\i'ailgbler Eo dyo nowledge,

Q i ? ! d

is the Michigan SOOO-family panel whigh goes back throu 1967/v K
Panel data also shouldvmake possible;émplrical researcﬁainto“inequality

based on long—term accounting periods. I cannot ofter constructive sug—

gestions for improving on Paglin's treatment of the problem with only

conventional data sources based on annual income. Even with good‘panel

data, however, a study of the distribution of the iong—term incomes of

‘ all persons originally in the sample faces enormous conceptual and'compn—\

tationalxdifficulties~as original family units split and new ones form

' over time. My own inclination is to'ayoid‘the income accounting period

~as mudch as‘possible;by measuring the, inequality of ineomes——annual or

'1ong4term——within cohorts,vas’narrowly limited.by age as possible:

Paglin (1975) has argued against this alternative on the grounds cf

important practical data problems and because ". . . even if we had a

v

;truly age—sittlflc Gini, we would have the problem of we1ght1ng and
combining fdfty-some measures into one'coefflcient (p 602) He has

a strong case if it is really necessary to summarize al] of, complex
reality intc one number. I would argue that.several numbers are necessary

to"summarize adequately the experience of several cohorts that differ

. , > .
greatly in the ratio -of their expected future consumption to total life-
‘time consumptien because of differences in age and life expectancy.

, R ) .
As noted in section 2, the lifetime income perspective suggests the -

' . Q. ’
desirability -of joint observations over time on consumption, wealth and

-
S




age. Although such.data do not exist, available disaggregated microdata
on consumption expenditures from the Bureau of Labor Statistics Surveys
.of Consumer éxpenditures for 1960-61 and '1971-72 could be exploited to

stud& the badly neglected consumption aspects of trends in inequality.
4

-

» ' L
To be zjhe, consumption data are no easier to intgrprét-than income data
as measures of economic well-offpess. They are not clearly better oy

worse than similar income data; but nheyldo offer a different.perspective,}
In addition, it seems.;y ﬁhat_ there 1is much‘ ﬁo be learned about
trends in inequality from tle study of the distributionv?f particularv
zéategories‘of coﬁsumption in the United Stacés ovek ;;§e. Sganley
LeBergott (1976) has recently published soﬁe fascinating'éstimates of
changes in the prevalence of certain forms of EOnsumption‘since ;900
among t#e total population (pp. 248L§85: He reports, for example, that
thé number of non-farm workers. taking vacations rose f;om 6 percent in
1901 té 80 percept in 19;O§ that the number of urban housgholdé with

&*

boarders or lodgers. fcll from 2% per?gﬁz in 1900 to only 2 percent in

1970; that. the number of famiiaf" “bg their own homes rose from 47
percent in 1900 to &3 percent ?;"f" \Ehap the'npﬁbgr.of homes with
running water rose from 24 perce;?‘ia’iﬂ?q Foi&S.peréent in:1970;itﬁaf-'
théinumbér of families with central heatiné rosé#from‘l percent in 1920

" to 42 .percent in 1946 to 78 percent in 1970;”and.that the number Pf |
families: with eleétric lightiﬁg,rose'from 3 ﬁg;eent in 1900 to 35 percént
in 1920‘to 99 percent in'1970. All these.eszimates give us information

about trends in certain aspects of inequality that cannot be obtained

from cpnventional\Qata sources on total family incomes. Further research

\ ..

b
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aIOngvthe lines piOneered by Lebergott could p;i;ide useful supplemental -~

information about leng-run trends in inequality.

Another alternative to conventional studies of inequality by econo-

'S

mists is surveys asking people in various circumstances whether they are

hapﬁy or unhappy and to what degree. Ihis method may appear quaint at

best to rigorous economic theoriits but,lafter ali, ére we not ultimately

interested in the distribution of subjeztive utilities, rather than the .
4

distr1but10n of money incomes, wealth or material things in general?

w'-

lRichard Easterlin (1973) has reViéwedwthe%reSults of a lagge number of
surveys of this type for beth differences over time and differences
across c0untries. Hﬁs results show very little change 1n the d1stribut1on
of Self—reported happiness in the United %tates in the postwar perioa,2
Edespite the fact that such happiness is highly correlated in any year
with incdﬁe.and that the avegage'income level has increased steadily
during the period. 1In my opinion, these results on the trend in distri-
--f}i‘tion of self- reported)happiness are no morc and no less informative
than the results on trends in income inequa11ty derived from the CPS.
lFinally, I wish to raise the question of why we are concerned with
determining the trend in inequality. Many writers devete singleminded
attention to the inequality issue without asking why-the answey 1s
- important. For som 7-it can be used as a weapon either to defend or to

attack the "system.'\ For those without strong ideological commitments,

the answer to the question of whether inequality has risen, fallen, or

stayed the same”is of only moderate interest.25 Even if we could -

resolve all the conceptual and data problems, it is not clear what use

we could make of the ansWer.h-If it could ever be established empirically,

70
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for example, that fhe Lorehz curve for well—offnesg in 1976 lay everywhere
closer to the line of perfect eqdality‘than the corres?onding curvé fo;
1946, fhat'fact By itself would Tnot be compelliné.e¢idence that our
society was becoming more just, more humane or, all things considered,
bettéer. It Qbuld all depend on theg sources of the equgiizing trend.
Achieving the goal of more eqqality'would not lead us closer to the good

‘ society if it invdlved too ﬁany sacrifices in ogher areés suéh as growth
in the gen;ral leﬁel of‘material well-offneés, fair treatment of high

[

.ability women married to high-income men, and horizontal equity in

government programs.

Furthermore, for most people, ineéuality of well-offness 1is prdbaﬁlyl
. too generall and vague a eox&,@ be/ of any bgreat,‘abiding interest.
Rather, people seem more conqerned about speci}ic aspects Qf inequak}ty;
such ég: (l)_equality‘pf opportuhity; e.g., Does societ; provide'racial ‘

/pfﬁorities Jith opportunities equal to those of the white majority?
. . . *

(2). alleviation of outright poverty; e.g., Does sbciefy provide all.

%
'standard of livirg? (3) extremé 6457"

‘people unable (or unwilling) to suppert themsgives with a decent minimum

: . . o ; v .
- Why does our society allow &he sujgegding generations of a John D.

a

Rockefeller to have the wealth (and oftensthée acéoﬁpanying political -

power)'émassed by an ancestor decadég before? These are the kinds of

concrete issues that should be the focus of future study of trends in

PP

. inequality.




NOTE® < ‘
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i

1Two recent studies that focus on cyclical aspects of postwar

inequalit§'are ﬁlinder and Esaki (1976) and Budd and Whiteman (1976)

2However‘,ﬁlinder and Esaki (1976) report results suggesting th:t
the lack of microdata prior to 1958 makes the 1947-1957 apd 1958-1974

CPS series inconsistent. . . ‘ i
“Budd (1970) gives detailed attention to intersecting Lorenz curves

1

for annual CPS money income diétr;“cions after World War II. He con-
clu@e?gthat between 1947-1948 and the mid-1960s the’ shares of the lwo '

bottom quintiles and the top 5 percent fell, while the shares of the
‘middle and upper portion of the distribution rose. This pattern
cannot be found in extensions of the same time series into the 1970’s.
0 ' . - . '
U. S. Bureau of the Census P-60, No. 101 (1976). The P-60 Series
of the Bureau's Current Populdation Reports fully documents all the &
concepts and procedures discussed in the text. Number 85 (1972) in this-‘

series gives an especially good discussion -of the limitations of the

data and compares and contrasts the CPS with alternative data sources.

5For fuller discussions of the issues, see Atkinson (1975, Chap. 4);

Morgan (1962); Morgan et al. (1962); and Morgan (1965);

6See Goode- (1976, Chap. 2) for a recent treatment and Okner (1975)
for an extensive empiriqal study of income distribution based on a compre-
hensive definitlon of income.

7

Data on these three trends can be found in the Manpower Report -of
/

the President (U. S. Presigent, 1975): (}) The'mediéh.years of school

.I | \) |
o ) . |

%7:7\” | . 78
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great deal of error for m“individuals. The concept of volunltary, ~

completed -by the civilian labor force rose from 10.9 years in 1952 to

12.5 years in 1974 (Table B-9, p. 264); (2) The igbor force participation.

rate of'whife males aged 65 and over fell from 46.5 percenp in 1948 to *

3

22J5 percent in 1974 (Table A-4, P 208); (3) The labor force participation
a

tg of married women, husband present, rose from 22.0 percent in 1948 to
43.0 percent in 1974 (Table B-4, P. 254) | .
Data'oq trends in the number of earners for each quintile of families
over the postwar perioe‘is available in U. S. Bureau of the Census, r

Current Population Reports, Series P-60, various volumes. - . A

8See Scitovsky (1973). He makes the extremely important point that

the net market wage rate for an individual enj ing a pleasant .and challenging i

;5'7 -

market job not only underktates the net return to such employment but also
understates the value of leisure time. His point emphasizes the problems

of measurement arising from omission of the nonmoney benefits of a job,

e, -

from standard measures of incone.

More practical problems arise in imputing the ﬁalue of nonmarket time
with available data. 'Net'wage rates‘must be imputed or measured with a
"leisure" time is difficult to make operational and the amount of such
time for any individ?a} can only be approximated with available data. For

further diseﬁssion,of these issues, see Sirageldin (1969).

Q
“Garfinkel and Haveman (forthcoming) have made the most ambitious

. ' 4
attempt to deve%op a more comprehensive income measure along these linés

by estimating the "earnings capacity' of income units as an alternative

\

to actual earnings. They define earnings capacity as the net returns a

family would anticipate if it were employing its reSOurcee at full capacity.

%
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They then explore the implications for inequality in a single &ea: when
earnings capacity is used as the underlying income concept in place of
actual eafnings. See also similar work by Moon (1975).

! oW, . ! .
lOTa put the point somewhat differently, the equalizing effect of

increased labor force participation of wives since World War II as
B

' measured in the CPS time 5eries on money'income probaﬁly somewhat over--
states the true equalizing éffect on comprehensive income. Past
experiehce may not be a good prediccor'oﬁ the future, as the. trend to

more market work may in the future affect rela;ively more.woﬁen with

L]

high—income~husbands.

llseﬁ,thg evidence dn;fealized gains cited in Miller (1971, p. 52), J’

[
.

.and in U. S. Bureau of the Census (1966, p. 6). Alsp see the estimates

in Browning -¢1976b) for the singie year 1972. V
. . ‘ . ’ S Vs
12 . e . ““ e
See Smith (1974, Table 16, p. 172) for estimates of the distribution

. of various categories of assets among persons in 1969. ’

}lsBut'see Hollister and Palmer (1972) for.a pioneering contribution

"~

on the effects of price changes on the status of Qpe poor.

had

14Daca in this paragraph come from U. S. Bureau of che,CensﬁS, Current

e .

P&pulacioﬁ Rgggrés, Seriéa_PfGO,”Nd. 101 and eérlier volumes. Also see

U. S. Bureau of the Census,<krends in the Incomé of Families and Personms

~

in the United States 1947-1964 (1967).

' : 15See Seneca and Taussig (1971) for a recent papei estimating a set
' of equivalence scales and for a bibliography. Equivalence scales in general

use have weak conceptual and empirical bases. .Thus the choice of a set

of N* deflators raises a number of difficult, unresolved issues.

-
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. 16This framework was Suggeéted to me by A. B. Atkinson in~a personal
correspondence. ‘ - ’ .
17

"“"For similar kinds of evidence, see the studies by.Benﬁa;and Morgan
v : ' C e LT

(1975), and Kohen, Parnes, and Shea - €1975).
Alan Blinder informs ' that-twq-reéent unpublishg& studies suggest.
that inequality of the lifetime income of persons is about 25 percent less

than inequaliq§ of annual income. s

lBA few years ago, I used tha 1960-61 Survey of Consumer Expenditures

microdata on' yrban families to estimate the following Gini coefficients

for income and consumption expenditures: "

Age ,of Head ~ Income .Consumption
S T T
All ages .348 .304
Less than 25 . 245 2226 s
25-34 o . 244 .218
. 35-44 . - .269 . .238 - |
45-54 » 333 ﬁ 292 . '
\ 55-64 g . 380 > .328
‘ 65 and over .456° . . 369

19Lester Thurow (1975) in this country and A. B. Atkiapon (1974, 1975)

in Britain are two exceptions to these generalizations. They both have

. . L 4 .
given wealth a central role in their studies of inequaligy.

2

‘ onhis proic‘s‘re waé' first employed by Veisbrod and Hansen (1968) .

For some of the distributional consequences.of using their meghods on

&

[

disaggregated microdata, see Taussig (1973). foot
, . L , .

21For a discussion of these two perspectives on the'Sohfal Security

systen, see Pechman, Aaron and Taussig’(1968’.

&

: ' 22Also ee Brownings's (1975, 1976a) relatéd‘?bqgi:ch repornts. :
. La . R




. - [ ¢
! . 23It may also be the cause of his result that putting income on a

>  per capita basis makes the annual distribution-moré equal. Morgan (1962,

P 271)'reports evidence for the opposite result. Browning obtéﬁns his
'per capita result by dividing total adjusted income in each family

quintile by the number of people in the familfés in each quintile But

this procedure is ‘sure to rerank drastically the true dlstribution and

so.

thus greatly exaggerate the equalizing effect hevgstimates. "Also, as

explained in the text, his version of a per capita distribution is not

- really one which incorporates as’ income units all persons in the population.

. 2l-")‘.']'te survey results are from R. A. Easterlin, '"Does Economic Growth
' 2 ) . .

‘Improve the Human Lot?" in P. A. David and M. W. Reder, edi'tors, Nations

- ~
>

“

,and’ﬁOuseholds in Economic Growth. Essavs in Honor of Moses Abramévitz,

New York} Academic Press, 1974. As cited in Sci;ovskyl(1976, Table 64,
p. 135). .
i 25Reynolds and Smolensky (1977, Chap. 1) provide a good summary of

"views on this issue.
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" Conferen%e Overview:
X , Conceptual Issues, Data Issueﬁ and Policy Implications
U o W
P o , A ' .
On October 29 and 3048976, the Institute for Research on Poverty
- i . ' ) E s v
o sponsored a conference on the trend-in—inequalfty of well-pffness in

' . . N M
. - ‘
v A . D 4
.

the United &‘tes singéorld War II. About twenty experts from. the

J N, g v
academc community and - government participated Michael-Tqussig's
review of the litfrature and ,summary of the issues provided background

matg\‘ Aﬂ"@ served as a starting pdint for discussion. %\is essay

v

sunnnarizes the discusaion of the conference participants and raises

W additionall- issues central to the' measurement and interpretation of the .

trend in j.ncsn inequali 4

B ~ The conference was motivated by a recent debate in the literature

on the trend in ineo‘ality since WOrld War II and the possible effe*s

~of the public seaétor on this trend. At the core of this ‘bate is N:~' " gk 4

_ *. . gs: S _ :
\ . disagreement As to the comprehensiveness and. .r;eliahila of available —
time-series data. For the overall- post-World” War II period ‘and ,most . i

.
* B

,buE not all. subpe.riods, the annual Current Population Survey (CPS)X

e

the major source of data on peisonal income, indicates that inequg.l

amng"‘households has Be'en qqite seable. ' *. . J: CT

' "F s'I'his fnd#ation of stability has’ recently been challenged : - % _‘
| "/ .Several economists have argued that inequality has de,glined su‘bstantiallﬁ, S ‘e ..

¥ but that the%ecline has been obscured in the QPS either because

-

& ;;' . income is defined to exc%* 4n-kind transfets (e. 8-> Medicate, _MEdicaid,

04;;. Food Sta\nps, public education), ot becausg users of the ﬂata fail to consger L (
" .,vproperly the relatively rapid growth of ﬁaller aged, young,7 and MR ]

- L &

' female-headed h0usehold which‘on ~average, have low incomes. Some of - i

N ; : ' e
: S, . ,
. , . .
% , |

)
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. ) &
A,'""ftge economists have linked problems with the definitions of income

4 .
gy ’

DNy

and  recipient unit by arguing that it is the growth of transfers (both
cash and in~kind) which has led to the falling proportion of "households
headed by males in the prime working ages--thus the irony that increased . .

. ' . .
. o]
. Y

7 transfers may simultaneously yield greater equality of economic well-being

.

and greater measured«income inequality. Others have concluded that these o
rcriti.l?’s have ov.erstat,ed their case. All of these studies question the vo
eff:ectiyeness of policies"/designed to alter the trend in inequality, )
. o
. ' ‘producing such diverse conclusions as (],);'all that needs to be done haq

beerr done, (2) nothing has been done, 3). nothing can be done T

»

-

' AT ‘/
There is a consensus, however, that statements concerning the ﬁ%d -
1# inequality are sensitive to the cho& of income-receilving units,

and the choice of income concépt $and that government actions affect '
)\"&' -
both recipient units nrtd the form of income. %hese choﬁ:es,, often di& sd a

» - e
by data deficiencies, bias estimates ef th trend While the various

iases have been- enumersted in the Iiterattﬁ'e,' their magnitude and
ection have not been systematically measured. :
The conference format was designed lit catalog.’hat was known about‘
ach of thiése b‘iases affected the level of inequalrty and its trend. )

f
\
)

'I‘hre "ae.ssions focused on_ measurement 'issuesy . (1) "Inequality of What‘ “f'

gy

- o

"%Some Issues in the Defini’n-of Income, (2) "Inequalitvﬂamongst: W}glm
r%ome Issues in the Definition of the Recipient Unit,' and (3) "Public o
Budgets and the Trend fn Inequa*v A fina1 Session was devoted to . "

summing up the pasitive issues and relating them to any policy imgplications = .

S | B
: : . >
‘ . which might be d“. , B

* . I S
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‘ "It ig ironic that the following statement, written in 1920 by

Hugh Dalton, could have served as an introduction to this conference:

The question whetper the inequality of income is increasing§
13

L ‘oﬁ

l ' or decreasing in modern communities is one of the most important
questions in economics. Many writers have attempted to arnswer it,

N _but their answers do not generally carry much conviction. To
. - .

determine whether, under modern conditionms, inequality tends

/ 7 . J
to increase or decrease, involves the enumeration of a large : .

number of distinct and conflicting temdencies and the weighing

V. ¢ | L .

and Balancing of them one against the other (quoted -in Brady,

- 1951, p.4).
>

¢ Dalton's statenent served the saﬂibfunction at a National Bureau
of Economic Research (NBER) conference on the size distributidm of L 4

P PRI

) . L ua LR At " )
,mz : income‘ﬁeld in 1949.1'é3uccessive generations of economists have.

addressed distributional issues,’ but these remain largely unresolved
‘- - """ . ~ 'S =
s Al.ost s{§ty,years after Dalton, we still attach normative significancq
< - . g

] :
to the trend in: inequality, still cannot agree as to what the trend oy

. »
~ "+ actually haa been, and still end‘our conf%rences with a call £or more Lo

Trudne !

8 ? and better data. What follows is &&summary of the\?overty Institute S

. ' Big - .
_,,/4$ghﬂc_

AL

03

. Ay
N 1976 conference on income inequality. “?iﬂﬁf

K} 't
0 }}

. : §
ERr

W 34 ) : e 0T S . ’ L . .
. % 1. CONCEPTUAEZAND DATA ISSUES ° .
. "% '_ - -~ . .t . . , ’

&&, — e

"“- . income of indiv‘.lduals and families, rath’ than the consumption

plus changes in‘net worth‘bf units within whichacOnsumption is "'»”
. as Lfs.gk-‘ * Tl 4

T The Current Population Survey attempts %o measure the annual money‘Q "
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. . ]
% chared. The available data devﬁte from the theoretical norm in at

least eight ways, relati:’o the income concept, recipient unit,

' and accounting: period " These data problemq detailed by Tauasig and
. Nt e
/ discussed at ,the conﬁprence, affectf the —mePburemént of both the

FX S

* niﬂ,“)" SO BN
. level and trengﬂa é%ncome inmuw y L

1ists these major data problems, is discussed below.2

Table 1 . which"

-

“or each problemdl have indicated the direction of the bias on. the level

'and trend of ineQUaLity. ‘Taussig's review rgeals that x!he size of .most
B . of the biases has not been determined in fact, Taussig concludes that

the sign of some of these'biases remains unknown.® Conference participants

v 1

- I have atte d to speculate beyo iscussio "/
' 3 \ S . - -
) . ' A majority of conference participants would probably agree on their i :

) ot :
"best guess" as to what a perfect data”source would reveal: less v

offered their opinions as to the direction of some of these biases and

- . . . 1dnequality in any one year than is shown by the CPQ and* a slightly
= ' ‘greater tren‘d toward less inequalitﬁm (A (+) in Table l‘if?icates &

that the measurement* problqm leads to an overstatemﬁt by the"data :
of t:he actual level [or trend] of inequality._ If the data problems were’_

| sured inequality would be less [and the trend would be. '_ ’ ’

‘ \

\ o ‘oward less inequality] thaq the data now “{ndicate. ) The overall t%Qnd .
Vol e P xzuv'. :

- T .~;;ma et
..rwoul.d be only slightly afefoctadr;if* all.. the issues ’e ta -be remedyed, o ‘

7. \.

wg because each one makes liftle difference but because the diffetences ,

, _ B .. j _ g j '

1 b would offset eachxother.

-




\ .
4 ' ' .
' 89 ]
’ R ‘. \{}A.‘.
Table 1 S _ .
- Problems in the CPS Measurement of the 1976 Level and the
Post~-World War II Trend of Inequality of Well-Offness
o ' ' ' *
P ‘ . ,
‘ ‘ Understatement or Overstatement
. ' * o ] : .
. . , Level . ‘ Irend
‘ Excluéion-rof in-kind transfers S+ ‘ .4;'
‘. ¥&. . Exclusion of work-related ‘35 o - y IS
’ﬁﬁ perquisites ' ‘
. . . s . s
Exclusion of realized and w ot - o+
unrealized changes in net . =~ . T - o,
' woYth 4 ‘-
- Exclusion of taxes SRR -
e Exclusion of the value of leilure, ' . "4Li v o .
+. home production, and~c<hool o ' ) :
' atténdance T : S . -
: o : . e L
(a) of wives o o - - )
G )* of the joung and the old .- T+ o T4, ! . -
. . ., . and of female heads of ' oL o - _
S -households" st o - . R PO
L Failure to adjust for thes s oy S ) ST RS
S ’”composiﬁion of 1iving units’ ' : C . S
e Money incame underreporuing ' -7 e + ‘f S
d . -~ . . R = ’
) . Aﬂhgal accduntihg pe:fbd : - B oL e, ff-? ":E. - L
ViaYiy A sumifhg }.xp T T e A A
'\» - -t : 4 . . . . S R e

‘ -

“NOTE: A (+) fﬂdicates that the CPS methodology leads to an.overstatement

of either the level or trend in inequality; a (-)- that it lgads &
to. an”understatement; a '(?) that the direction is unoerqgin;" :
» . o o o - . e A , '\ 3,

.
[ L
- iy N e, - '
» @ N 1) AN
. < : _ .- 2
“ A N . N -~ T~ vy .y .
) Y 4 P .
[ . | . i o .
. . ’ L ,
" W L AU S .
’ - LR . ¢ .
4 T -
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v

qQ @ .
’1nsurance,' life insurance, and, vested g‘ensions. As workess incomes,

v

@9

" than-average incomes, their'g

‘rate than either cash trﬁ’

Exclusion of In-Kind Trahq.fers . . | . | .

' o, .
. ‘ & (O ‘ B
thi'!‘ h -transfexs from public programs “such as Aid to Families

v

A

with Depemlant‘ ﬁ\ildren and Social Security are included as income in the

[N
CPS, in kind transfers from other public programs_ such as Food Stamps r
and public h0using are excluded. Both types of.transfers ,raise the level

of economie well-being of consumlp(tion unit's -'Sinc'e the benefits of

e
L \ »~

in—kind'transfer programs are -éist’%ed primarily to"‘,those with 10war—
& : . ,‘»
- 0

v ua&nn overstates the lewet of inqualitv
\l,
G.t-xfan-sfers hHave grown at a faster

“.-

in any year. Ih;receqt‘

r earned income, and ﬁcind transfer?

~

as a percentage of per e, have increased Thus,;' the effect

& "r'-.u, !
o

of their exclusion inc Cat '»‘with their re1ativ f)ortance_ and overstates
' a’ ' b ' .& ‘ %
the trend toward more o Quality . » ’-
-2l
" Exclusion of work-RelaUed Perquisites o - ¢

commodities for those with‘ low incomes through a’ non-cash program such

_ )mrg rapidly than earnings Tl.exclﬁsiOn of such benefits, unlike the

. e AN
- Just as the government subsidizes the purchase of certain
. N ,’ ) - .

as Medicare; emp_loyers -subsidize‘the purchase. of similar commodities -

K

through noncash compcnents of com‘pensation, such as group health

2

« .
and hence the marginal tax rates they face, increase, the value of- an

- & . o
additional,‘&-ll*a'r. of untaxed employer—pr‘ided fringe benefits -qay
- . . ‘. : B . . » ‘l—)
even exceed the va1ue of an additional dollar of taxable earnings. L In

’

the past twenty—five years, emplxer—pro;ided pb?quisétes have grown

.
. -




-

exclusion of in—kind transfers,'understates,the 1eve1.and'trend of
inequality because they benefit -only ‘those gith,earnings, and are

distributed more unequally than earnings.

The differences between the exclusion of in-kind transfers and the

’ ‘ . e . -
" 7 exclusion of job perquisites are striking, and tempt one to assume they

-offset each other.' However, what.is known about the distribution of
the latter is sufficient to determine on1y the direction and.not the

©

magnitude of these biases. .

:Exclusion of Realized and Unrealized Changes‘in Net Worth'

" Two individuals with the same money.incohefbut vastly different
. "'m:.:":-:‘ . . ,‘! S - . ) ‘ ‘ n
wealth holdings are considered to be equally well-off by the CPS. If
one of these'individuals<holds an interestébearinévsavings:account

"while ‘the other holds a block of shares (purchasedlat'the same' total

cost) in a corporation with no dividq<: payment but with accumulated

retained earnings, true inequality in the command over resources is

understated. The CPS neglects th! unrealized capital gains in this-

'example, as well as all realized capital gains that occur in the year.'

Since wealth is distributed more unEqually tHan is income, and is

t 'ﬂ'h%ghly corréiatéd/oith income, and since the returns to wealth may be'
distributed even more unequally than wealth holdings, the exclusion_

of these returns understates the level of inequality in any year. However,.

ce as Joseph Pechman pointed out.at the conference, the eiclusion'is
‘likely'toehave overstated the,trend toﬁard more:inequality’in the recent\oast
;because;the:relativehimportance of the nonemployment and nQ?transfer
components.of oersonal income has_declined (due'in'part.to a depressed

9'?,"'\:": Jf< - - .?‘

stock market).

’ S
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The’vork by Pechman and Gkner, fl974) and Pechman and Minarik.
‘(forthcoming) using microeconomic dataffor 1966 and 1970, and the work

by Reynolds and Smolensky (1977) using’ aggregate data for l9i0 1961, ‘and
1970 suggest that the tax system is mildly progressive »in any one year and

that the exclusion of taxes overstates the levsl of inequality But

L

i

" the changing composition'of tax revenues--the growing relative importance

B Lo .
f - . .
P ~ . - . .
Y . .
. . - . .
.- . . .
- . . . .
. N . - Y .
N

‘Exclusion of the Value of Leisure, Home Production,_and School Attendance

of the federal payroll tax and state and local taxes--has led to an

. .
erosion of this progressivity over time, and to an actual understatement f

of the trend toward\leas inequalityt

2

B 4

~Since World War II there have been dramatic changes in the age and ™

A=
v

"sex composition of the labor force and of household heads. . The young,

'

the old, and males account for a smaller portion of the labor force,

while the young, the old, and women account for a larger portion of.
¢ S B : . - . .
household heads. Some of theése changes occurred beg?use of exogeneous
- . ; \ _
changes in birth rates, death rates, the desire to work, and the demand

X,

g

‘for- education vand increases in incomé“levels.. Others occurred in

K 2
response to changes in the governﬁgtt transfer system. In particular,:

' increases in the levels of transfer _payments, both absolutely and relative

~

to wage rates, tend to reduce work hOurs and labor force participation

’”
n;_

rates and encourage households that“in’earlier times would have been

composed of one or more earners and perhaps one or more transfer recipients

to break apart. Divorce, made economically feasible in instances where

14

v
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2 -

it was:infeasible.in the past, may have added to the number of households

headed by transfer recipients. Thus, the transfer system affects the

-

level'and distribution of both pretransfer and "final" income, the siz

- and composition of households, and household headship characteristics
o
While the behavional relationships underlying ‘these éhanges are not

well understood conference participants attempted to piece togeth

‘their .effects on the level and trend of inequality. These effects
_are discussed as part of the fifth and sixth measurement problems

f Table 1.° | '

o, a- eﬁ _ | . |
_Suppose two individuals receive.the .same weekly earnings//but"

.o o ! A SR . o /

ﬁ‘one works sixty hours per week while'the second works‘only forty S

The CPS considers’ each individual to be equally well—off but a

’

L3 ‘ ) c e .'-,"‘
FEE U

3

comprehensive'dE£inition of well—being would consider the earner
4 \4. Y

£

L L4 »,

" of leisure and of other nonmarket uses of time, such as home productionf ; v;g;/

“or school attendance, biases the measurement differently for various o L
: : . S : eyl
demographic groups. o L e o '/’ : e

/

When a housewife enters the labor force and accepts a job, . yf' - )

- family money income increases but the increase in economic welfarer‘ , ,.fﬂ e
S ) co b

1s not commensurate with this rise. If a housekeeper is hiredyfo perform;‘

"_some of the duties previoUSly performed by the woman, then the change

“in family income will overstate_the change in wellwbeing. A similar L

overstatement occurs if the woman (or another family
« - . / .

t

to do the house ork, since the change in well—beingfdueﬁto‘the'increased .

‘a

- N . " = v

‘with greater leisure to be better off The exclusiOn of the value. 'f o //)/




\ . o . V (
Hence, the inclusion of the earnings of working wives, u djusted
| _for increased h0usekeeping expenses, overstates their family's ell—being
The, exclusion of the value of leisure understates the well—being\of
.ﬁamilies with nonworking wives.: Since wives whose husbands have gh
earnings have below—gverage labor force participation rates, the

J‘- .
understatément of well—being occurs relatively more towards the top

‘;‘ 'of th2>income diqtribution,-and the dqerstatement relatively more towards
v the middle .of the distribution. the “level of inequality 1s understated,

]

| .
-The cecular increase in labo; force participation by married women whose
: : ~
G ' ,husbands do not have high incomes implies that inequality in money
oo o~ : y
K §
incomeﬁig becomingqurallel to inequality in well—being, and th4t the

trend#has also geen understated 4 A L

. M‘&‘ . K e ! ' _
L . Differencef'in labo#kforce participation among the young and the
e o R L RV TR
T . _lold oVerstate the level aJB trend toward inequality for the same reason

-that differences among wives understate -the level and trend. TheAeconomicfth

welfare of students is understated because the consumption benefits and the
increased value of their human'capital.derived_from education are
not valued the annual incomes of the old are. understated because Y .-

' x" " their ;etirement leisure-is unvalued; The young and - the old have_ T ' ]

e 3. . oo

lower—than—average incomes, so these understatements overstate the = . K
level: of 1nequa11ty. The increase in#school.attendance rates and_ .

.o R " . )
reﬁirement rate% in the past quarter century has led to an overstatement ‘.\9

_of the trend. v R . / | '

* | .
. (- ) ’

- Female heads of household also have below—average iabor force.

’;participation rates and incomes, so the failure to value- thei "lelsure

3

also overstates the level of inequality. The number of households headed

~ 10




‘by females. has inoreased;'and increases in their .labor force'participationf

rates and incomes have lagged behind .those o other households; these
changes overstate the trend. - CoL 4 A .,

f
-~ X “ .
SN . . s . »

Eailuxeito'Adjust for the Composition of-Li¢ing Units

.. The incr’ase in the number of househo7hs headed by the young, the

- old' and women,'andfthe.increase.in‘the'n_ er‘of’umrelated individuals

" relative to families—-however influenced b government policies or by

- \ 0

\number of low—income 1iving units. Failure to adjust fOr these changes Y,
‘ 4 B B /

exogenOus forces--have reduced average fa‘ ly size and incfeased the" ‘\\\ o

) leads to an overstatement of the lével and trend of inequality.

v

D George Garvy (1952) pointed out that part 3f/this bias is probably

etired and low-incom /-

due.to the number and amounts of transferslto the
v .~ - [y

. 4 A
. ‘ “
- . - . / . \\
. . N !
. S \

units ~ . //// A \
. Thus,  in Tecent years, the broader /and larger'transferwpayJI‘
. \ ‘i p

- - /

/
‘ments made to an increasing nunber of elderly pensons and /

.. /
4

others . . . has augmented 9t only the number of units £€

;

end of the income distribution Paradoxically, . e\verp

' time has been‘reflected statistical as af increase i\ the‘ - ‘ _ __.p, .
inequality of the income size di tribution T, An;y S - ey
future shifts 4n the income d tribution of the active \’ " co ’_Ci.

c\,re .

population in the directdi of more - equality are, theref

-

s of additional number;/ﬁf retired units receiving transfer income (p 46)
‘ , } . . o W

‘- L o S 101 . . . o PN . .‘v . _'.‘.'




. /’ B
\\\\;\;J" Many copférence participants revealed a preference for conrecting
' . this failure by utilizing distributions of per capita income (or income n

per iguivalent adult). The same issue was discussed at the 1949

,NBER cOnference, and Dorothy Brady s (l9Sl) conclusion characte&izes the

, consensus at the 1976 conference: .
) . ’

o If the changes in the age and, sex distributions'of .the’
population are small enough to be;ténored; it, is reasonable &
! : . ' ‘ . : .

E] " : . .
[ . .

"needs." In long run comparisons, changes in\the'compqsition

w0 "
. . . . '
s (4

'of the population should probably.be recohnized by recourse

.ta a ‘sgale of equivalents ar. to income distributions

s . ’ . s -

L

: standardized for these populaﬁion characteristics (pp. *10-11).

i

By

- . _ , , . , . .
“ However, per-capita adjustments 4re ndt withgut problems. Nbcording"to

. E . . . . . } ' o
Lebergott (19 76) £ —

..

Th% simple move from using GNP a% a‘measure of econoinic

welfare to using GNP per capita tacitly implies that the birth

£ .

of children reduces human economic welfare and that death

’2 - increases it (p. 43). ~"¢{ T

) . .
',1 ) LN © e
‘Eugene Smolensk; pomnted out that ié children are viewed as consumption

° . "

(;¢> goods, a per capita adjustment is unnecessary.‘ This view was o

Q"L LI a0

K ' criticized because while children may be appropriately considered as

T, R .
consumption,goods-of their parents, once born, they are individuals - .

whose independent levels of economic welfave hould be explicitly
X}

N : ¢ S e

L ) considered _-Smolensgy countered thaﬁrifra chitﬂ stwelfare were

‘, considered, then a per capita adjustment implies that the birth of
T a sibling reduces that child s economic welfare. : ' al

N » < L : . [

“.' . I : L

[E T S A Yy . : :

e T ‘

to compare distributions without regard to differences in -~ 7 ‘ .



i . LN - : ‘ ' ‘

/ -
Whether one uses income per recipient unit or income per capitn,

. & the CPS demarcation of families and unrelated indiViduals is based on
r, .

living arrangaments, not income—sharing arrapgements. These latter °

- -
' - ~

arrangements may continue even when individuals live apart from'their’

fanilies. The growbh of unﬁtslﬁomposed of singl& individuals will

overstate the level and trend of inequality because,unrecorded_

‘income—sharing raises the well-being of someiunits with lover—than—
average incomes. " e v .
¢ ' v |

[ . \ ) : ' ) \

- " . . ‘ ! /

Money Income Underreportin& v p :
A - VA ‘.’
s T ~ . :

- While income from enmloyment is’ adequately captured by the CPS,

property income and transfer income are seriously underreported, and

. N o L )

. -other forms of income, such as illegal income* are;totally unreported.
The underreporting of property; ncome understates the:, income of“the
v LN ...’* - e t‘ M

oo wealthy, while the underréporting of transfers uhderstates th? incomes:

»

.

'\ofvthe poor. .The eSfect on the 1evef'of inequality is thus indeterminate,
_ h _ . )

a_priOri. _John Palmer argued that the effect on the trend can be
¢

determined by assuming that a constant proportion of cash transfers

is underreported in each year. Since cashiiransfers have-grqwn relative

-'to earningé and property income‘in the CPS, this underreporting obscures .

the’ full extent of the equalizing effect of transf!rs“and overstates,

e trend. 57 L s
Annual Accounting,Period _ - . e - N
N - o i, o
r . TN @ ' . . -

The appropriate accounting period over which to measure inequaliTﬁ

. was one of the most controversial issues discussed at the conference.

. - . “* .o
Lo o ~'w 193 /\ o :»\

- . A

2.



Participan ] agreed that transitory influences cause both R

-~

lunusudl #hd ugusually high annual incomes, and thus overstate

. v - o
v

i
ao
|

,pﬁ Vﬁ&«the H§
\'} longer

_—

L yedrs, whil

: N\
f nequality in any }el}\relative to that shown ower a-

period ,éﬁée participants felt that the problem of income'

fluctuation couldjub remedied by using incomes ayeraged oyer several
’ a,‘"
\ . &% - -
t and others wh3 opposedbue lifetimé income concept asserted that onl?

.

othersi?é?ored a fifetime income concept.. Lester Thurow

g.
o individuals haue lffetime incomes and that an acteptance of the lifetime

income concept impIiés,a rejection of consuming units or families as

.\\‘ g
. the recipient unit. Edwartf udd'énd?ﬂoseph Pechman contended that .

T . . !ﬁ‘

Y
- \

Others argued that 1if ndividuals

2 ..

"Weighted.average of, say,\five to"te

-

. .years of income would merge the
- ' -permahent income and'lifetimé“income a oaches,ior that the'life;cycle_’

]

v A 4

.

™ . . < .
' ( problem could be overcome by disaggregating the population into_speciTic

PRI cohorts and analyzing inequality within cohorts. There 'was no

consensus as to the eff of using annual income rather than permanent

M : ) ! N . v . - v .

’ or lifetime income on the trend. L S Cele
. - N ', : . 1 : R N

. . . : _ . L & W

, ~-: A Summing pl/ s _ RN

Taussig s review'of the literature contrasts Edgar Browning s (1976)

Loe Y s

. r
o conclusion of significant equalization of. incomqg dvqf time w h Mbrgan

Reynolds and Eugéne Smolenskx’/ (1977) conclusion of no change in o
inequality. The consensus at the conference.placed the "true" 'y

. trerid between these two positions, but somewhat .closer to Reymolds and -

.
. » . . .
\ . o - !
~ ° . ; . . 4 ~
. .




- ' . - N
Smolensky: 4lghough many biases have a large impact on the level of .

iﬁequality, the net 'results of these biases on the trend were judged - -

LY
L]

- to be small., ° o U ' ' oL r .
- - The Data Debate . L, . “'«S . . : ‘ '
. ‘: ‘ T .o ", ‘ ~ . ‘c o . ,
Y , . \ :
. N Although I have reported the consensus view from the conference, ‘ , e

. -+it was an uneesy ;Jne. Despite the sfveral smpirical studies revfewed L (

’ by Taussig, a definitive answer was.. seen as too e].dsive tybe revealed

. LA - -

with existing d.ata. _ Partici;;ants were nearly unanimous imsir call L v'.' v

. : ’ . ) t
v for new and impro‘;ed data’ sour}tes - ‘ . i ) - . .
< o Again a review' of~ the~l949 NBER conference is instructive. Although | —
that conference was concerned with’measuring the size distribution in . T
'~ . . a -

’ any one year while the 1976 conference was interesfed in measur he ._f

v -

ttend over’ a period of time, the two share common meas)’rement problema . S

) Y L3 . /\ . . C e,
- and a 'dissatisfaction with available data sources. Yet since the NBER !

conference we have accumulated twenty-—five years of CPS data, ten years

of CPS m:l,crodata and -about ten years qf longitudinal data from the

Michigan Panel: Stﬁy of Income Dynamics. If there is a legson to be -

’ learned it is that more data may not be a panacea.’' The data 1554

-“ ‘ ~ N ,1

, 1is perhaps an excuse used to dissuade us from tackling difficult

f relating tb the interpretation of measured inequality v -
. _‘ ’ Milton Fried\nan (1951) offered this comment on’ the need ér moreé. ‘ /2) \ ._
i data at the 1949 conference: . - - ,v T S . |

' \,« Concentration o}x nati‘onwide estimates of the distrit!ution '
i ;-

| PR : of inoome le% u;i to t‘ink uejnow what (re want to measure-—- - ‘,k o ‘
© - . U at least aét. atd L 1t leads dg to_ think of o

B . ! . .
1 ° . . > e
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to.why we mgasure‘inquality. 4'hhssig recognizes this bgint at .the °

100

S A AN A |
“' " - PR . -  J
the probliz in terms-of'gatharing'more and yet ‘more data,
1ns£ead of analyzing those we already have Coe (p. 60).
N . . - - . h

. Friedman's éaiéat remains appropriate; ourﬁﬁrbblems with tﬁe trend

in inequalityiare not du% for the most part to data deficiencies,
; A | Lo ‘ .

* .

but to our uncertainty.as to the appropriate ceonceptual ‘constructs and
r N ~. ‘ -

end of hi§~papeg! o ' . :  v . 5 B

- B ‘

Finally, I wish to:raise.fhe'question of why we arei;oncerned

with«deiermining the-trend.in inequality. Many writers

O ‘ ’ .. : * L. . i
devote'singlemiqded‘atcention to the.inequality issue without
ot Htsktng why the answer is'imporfén; .oee Evenlif;we-cpuld' ae

e

' - . -—
resolue a e conceptual and data problems, it is not

~

-

' clear yhat use we cHould make of the answer. (p. 69).

v

In the next .section, I report on' discussions at the conference addressed
a2t . . . ‘ - e ' : .

) -

) ! s

to poldcy impl;cations, and attemp;'to clarify how we can use what we

. ) .
pe’ A~ - . ’ .
measure. : o -
. J—— - »
R ) v . - L .’ ‘ '
. S~ .

////_ ' O | | U o .

Y Ecanomiats’have focused mai y on the measuyement, rathe

2. PQLICY IMPLIQATIONS
Y
. . '1, . . ‘ . 3 -.f, ) N
‘than the’
normative interpretation, of [inequalitys because measurement issues are

a v

\more amenable to anglysis. But a concefn wigg the posgitiye IssquH"

relati income inedual}ty has not prevented economists fidm

attaching n rmative significance to the trend. Arthur Bﬁrﬂs.§i951),
commenting on work by Simon Kuznets (5853);;stated-that;\ ' )

’

>
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fhe'diatribution of national income is always a vital concern

of a free and progﬁpssive peqple seeking to raise their o
¥

plane of living . . . . Faw Amenicans and still fewer Europeans

4+

are aware of‘the transfotmation in the 'distribution of our

e national income that has occurred within the past 20 yearg--a
- ~

) t;ansférmation that has been ‘carried out peacefully and

) gradually, but which may already be counted as -one of the great
. . . ¥
. social revolutions of history. . . ..If we are to look
1o ' -

({// /’ 'forward constructively to a material reduction of inLomeh.'

inequalities in the future, we must seek to attain it ' .

principally by raising the productivity of those at the

[

botton rather than‘by transferring income from the rich to
LI .. ) A\ -

7 - Y

_the poor (.pp 3-5).7 ' o A . o
Aathony Crosland (1962) observed a similar seCulat decline in inequality . .
in Britain and offered an opposing interpretation of she need for

-

v

9

furt 5 reductions in inequality

The inequality of living standards in Britain, although less
- .marked‘than before the wary is still»greater than'should be

Sk '
- toleraced 'in_a democracy. . « . The highest rewards gre : .
inordinately high--far higher than any civilized person shOuld

want or need, and ‘the lowest are inhumanly low--far loﬁer than

I !,/ " . . * } . ’

anf civilized_person. should have to éndure. .j We want a ., -
. /

.. more equal distribu;ion of wealth not because redistri\ution
Yo " U today will make all, the workefs rich but to help create a “
more just, united and huméﬁE\community (p. 2”

&jﬁ - . The conflict inherent in these interpretations mav explain the

\ - . ’ . -

s reluctance of:economists ‘to dwell on normative issues. Howeverg . o -

T B

o ~ ' R . . - .
Q oo ) : . - : .o .
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j unless wé can agree o.n some explicit policy goal relating to the reduc- .

“)' “ tion of gnequallty, we will continue. to be mired {n seemingly intractable

) data problems. ' . : :

By not articnlacing a specific policy goal relating to inequallty, o

we, implicitly accept perfect equality—-the 45 degree Iine pf the Lorenz

curve--as our aim. Garvy (1952) first recognized this dilemma :

> .
Most.contemporary writers op income size distribution are

: - .
concerned with measuring the degree\bf inequality. It is
L ! ' Y

the contention of this paper that the line of abgelute:

e
i

equality (or ag similar absolute measure) cannot serve as a

o baSe for an operational neasure of income inequality, no

. natural" income distributien or unambiguOus or generally .

. ‘ acceptabl&\ normati-e” distribution his been developed that could

»

S take its place; and the problem really is to identify,

“isolate, and then measure the various factors that determine
. : L o -
relative income positions, not to "measure" inequality (p. 27).

Confirming Garvy' s contention, no acceptable normatiVe guidepost, no -

4

socially desirable miniznum degree of inequality (Garvy P- 30)? has yet

.
-

: been developed. Despite a broad consensus among economists that

perfect equality would not be socially optimal, it .remains the benchmark

- for comparison. ﬁorton Paglin (1975) reminded us of the . undesirabilitv

- of the’?énventional standard. fHowever, ‘the Paglin—Gini»is not an acceptable

alternative because its normative underpinnings are.at odds with

. ¢ & a ,
' : conven;ional notions of equity (see Danziger, Haveman, and Smoleneky, 1977).

: }~' ‘ ‘ Although notions of equity re difficul(,.o specify, a policy .

gﬂﬂ goal relxcing to the reduction of} poverty was articulated and implemented

S‘,' " ' 4n the m1d719605. Even though P erty data had not been systematically
o . S Y31 - :
ERIC.© . - | -
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4

gathered, and even though -the measirement 1ssues of lhequality ' _;;

\,,._. .

"-f apply as well to the measurement of poverty, the articulation of the

poverty goal stimulated scores of analyses that enhanced our. un standing
~ .

.- 2

j;;g of the phenomenon. -Studies.focused not<only on measuring poverty, but

also on understapding iss causes and curesr :{" _

"A specific goal for reducing inequality, a socially desirable
distributional standard is a- logical extension of the antipoverty goal.
If one is not specified,othe measurementvissues that plagued the

’ conferences of 1949 and 1976 are likely to fbrm the bas1s for discussion f'

>

t a similar conference in the year 2000 6 If a goal is specified

' b
and if the comparison with the adoption of the poverty goal ig valid, .,
' . ’ )

then attention will be focgged on analyzing the causes and meaning

A . C . <o
[ - . .« -

of inequality. . . .

.The discussion at the-final session of'the‘conference reinforced
thef@eed for an explicit policy goal Eugene Smolensky characterized
the ‘Gini coefficient or any summary measurérof inequality as "a'number in’

search of an interest," admired by economists but probably/irrelevant

'-% to policymakers or-the general public. Robert Lampman argued that there

are a multiplioity of social welfare goals—-such as an end to discrimination

by race and sex, fair taxes, full employment, the provision of essential

K

' commodities—-and that a single measure of inequality cannot serve as

“ .

L 4

an iﬁdicator of progress in- all, or perhaps any, of these dimensions.,

Irwin Garfinkel suggested that economic wel!'being is a function

of relative as well as absolute command,over resources, and of the

surety and steadiness of reirurces. Thus, policies must be addressed to

annual income, variations “in income, and relative income.- Antipoverty
: vl

A VT S

A

@

.o



. B = o R

. e . ! S Y,
LI ) . ! ' - . - v . . B . ‘ .

-

| pnégrams attempt to raise annual'income;'Whileiretirementjldisability,‘ A.'h
'fand unemployment pfograms-attempt'to cushion fluctuations in'income.
All transfer and tax programs alter relati e income, but unlike poverty

. . ;- o
. . lines or full e ployment, no, specific goal® relatingnto relative incomes C

has heen arti_ lated.
_Ihefarticu'ation¥of 5 goal'aimed;at“réiativesincome will:not:elimeif

.inate normatiVe”d ficulties; various social welfare goals may. still‘bed

inconsistent. Assume that both a. reduction indthe black—white income

differential and a reductio in income 1inequality are desired Assume“

also that a policy is adopt d that raises the wages of the highest - . i%&”$

AN
quintile of blacks to equality with those of the highest uintile of

-,

) whites. The policy reduces the black-white income

4

ferential and raises-
' ;_-“._ mean black incomes, but increases inequality among blacks and among the ' -
entire population. The optimal tradeoff between the two goals depends,

‘pf course,'on the social welfare function,‘including the standard of

embedded in 1it.

's (l97l)-observation on the’current poverty goal reiterates
V,ithe desirability of adopting'a distributional'goal: |
'i N ., While income poverty is a relative matter, I do not.think
':we should engage in frequent changes of the poverty lines,
:dother than to adjust for price change. As 1 see it, the.

K

elimination of income poverty is usefully thought of as a =~ - . . SRS
one-time operation in~pursuit of a goal unique to this
generation. That goal should be achieved before 1980, at

which time the next generation will have set new economic

“and social"goals, perhaps includipg;a’new,distributional

. z0al for themselves (p. 53, 'emphasis added). L ,. AN

e v -,
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fperiods of analysis, but will offer a realistic standard against which '

—_—

'normative interpretations can be gauged. L -y';“

‘equality as the standard inequality rema}ns "a number in search of

‘an interest.ﬁ The specification of a distributional goal is not a

,in economics." T, ; ' : ' .

o/ . . ) .
l T v

In accordance with LampmAn s suggestion we might set the distribu—
tion oal for this generation,‘after which we)would expect a new

standar to have evolved To say that the distributional goal -is only

{

temporary is not to deny its usefulness. Because we have used perfect j

(

'

-4

panacea, but. an antempt to answer one of tlie most impdrtant questions

[} ) B oLt

T
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tthe employer s contributidn could be taken as either cas

. ..+ NOTES
1Two participants at the 1976 conference, Staqley Lebergott and

AJoseph Rechman,,were also paréicipants at the 1949 ﬁBER conference.

:
B IS

2Taussig discusses many of these issues in greater detail I have .

attempted to avdﬁd repetition wherever possible.‘ T refer to individual

4 s -

. conference participants only in relation to identifiaBie posftions they

advocated As a result of the attempt to minimize such citations,'ll'

apologize for the failure to cié§§41$e contributions of all participants

- Y

3If ‘the employee were to choo:;;the fringes in a- situation where

fringe 23

]
| . y : " : ‘ \" ‘
- behﬁfits, then the Value of an add1tional dollar of untaxe ‘quiSites -

) oy
)7

’ 'would definitely exceed the value of an additional ‘taxed - dbllar..'Butf"

* o e

workers are generally confronted with -a fixed bundle of perquisites

t. ‘" For example, a

v T e

which,they may value at less than the*emP]-(?Yer s

-yOung,;single"wprker may place little ‘value on emplayer-provided

2

.:and antidiscrimination statutes equalize participation ratis of

. 1ife insurance. ff : E .

+

4Conference partiFipants felt that the?link between husband's

'income and wife's labor: force participation has recently weakened, and

2

might be reversing the direction of the bias.' If- the women's movement

-

women at-all income levels, then measured inequality will increase (and

will be overstated because of the exclusion of changes in leisure},

since wives 'in high—income families comprise a relatively larger share -
A L

of potential labor force entrants. -

.
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-4funemployment insurance reported 56 2 percent.. Some individuals report o
'\'impossible to. disting ish accurate reporters from underreporters or P

3_only the average for that income source (e g each person who reported

. trend toward inequality than did the Ginis of reported income. The

.
~
<«
L)

107 L
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/ 5I crudely estimated these biases using the CPS microdata and

mthe puhlished underreporti totals for the different income sources.,

: . AP

/
For example, for l974 wages and salaries reported in the CPS represent

96 7 pevéent of all wages and salaries, interest reported 38 6 percent,i

/ - ) ~

_all of their income while others significantly underreport ‘but it is

'nonreporters in the CPS,. Therefore, I assumed tpat each person_ reported

1

#interest income reported only 38 6 percent of. his interest) Gini’

],- <. . ,
. i

‘ cqeffiqients of . income adjusted for underreporting yere then computed ;Q;:-g

for all household units (families and unrelated individualsJ for

1965 and 1974 using the 1974 underreporting percentages for both years.

i s

The Gini coefficients of income adjusted for underreporting were virtuallyA

identical to those of reported inpome for both years.- As'Palmer‘

g suggested, the Gini coefficients of adjusted'income revealéd a smaller

l
M

‘féilure to adjust for underreporting overstates the thnd

6I am not implying that the adBption of a policy goal will solve

the data problems discussed° rather a solution to the data problems
3 - - il

is a necessary, but not sufficient, condition for an understénding »

.
-3 .

of the trend in inequality. e ' T - .

N
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