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The purpose of  this article is to report facts  on the dis-
tributions of  labor earnings, income, and wealth in the 
United States. We provide a quantitative description of 
these three most often  discussed dimensions of  inequal-
ity.1 Providing such a description is no easy task, main-
ly because, in abstract terms, inequality  means very lit-
tle, and when we try to give inequality  a concrete mean-
ing, we discover its multidimensional nature. 

The basic question that any study of  inequality has 
to address is, Inequality of  what? When people talk 
about inequality, they talk about the unequal distribu-
tions of  opportunities, talents, earnings, income, wealth, 
consumption, leisure, bequests, luck, and so on. Often 
people treat some of  these variables, especially income 
and wealth, as if  they are more or less the same. But 
are they? In our view, an accurate description of  in-
equality should acknowledge its multidimensional na-
ture, and it should consider as many of  these dimen-
sions as possible. 

Given this multidimensional nature of  inequality, our 
specific  objectives in this article are to use the available 
data to document some of  the dimensions of  inequality 
and to highlight the main features  of  the data in a co-
herent and summarized fashion. 

Creating a precise description of  inequality based 
on available data is difficult.  We cannot use established 
theory to provide us with guidance because there is no 
such thing as an established theory of  inequality. Given 

this lack of  an established theory, we have attempted to 
provide the data in a format  that allows researchers to 
analyze the data with whatever theory they have in 
mind and to use the data to test the implications of  any 
theory.2 

We have found  two reliable and systematic sources 
of  data on inequality among U.S. households: the Sur-
vey of  Consumer Finances (SCF) and the Panel Study 
of  Income Dynamics (PSID). (The SCF is conducted by 
the National Opinion Research Center at the University 
of  Chicago and is sponsored by the Federal Reserve 
with the cooperation of  the Department of  the Treasury. 
The PSID is conducted by the Survey Research Center 
of  the University of  Michigan and is funded  primarily 
by the National Science Foundation.) Every fact  that 

*For contributions to this work, the authors thank research technical support 
staff  at the Minneapolis Fed and the editors and referees  of  this journal. 

'This article is by no means unique in its attempts to account for  U.S. inequal-
ity in earnings, income, and wealth. For example, Weicher (1995) describes the 
changes in the U.S. wealth distribution between 1983 and 1989. Using preliminary 
data, Kennickell, Starr-McCluer, and Sunden (1997) detail recent changes in the 
income, net worth, assets, and liabilities of  U.S. families.  Wolff  (1987) produces 
estimates of  wealth inequality for  the 1962-83 period. In contrast to these studies, 
we attempt to provide a global view of  inequality that relates earnings, income, and 
wealth rather than concentrate on how the distribution of  one or more of  these 
variables changes over time. 

2Quadrini and Rios-Rull (in an article in this issue of  the Quarterly  Review) 
review some recent theories of  inequality, and they evaluate these theories accord-
ing to how well the theories account for  some of  the data we report here. 
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we report in this article has been constructed from  the 
data obtained from  one of  those two sources. The sam-
ple years we use are 1992 for  the SCF and 1984, 1985, 
1989, and 1990 for  the PSID. (Earnings and income re-
ported in these sample years are for  the preceding cal-
endar year. All other data reported are for  the sample 
year.) We discuss some of  the technical details of  the 
SCF and the PSID in the Appendix. 

The dimensions of  inequality which we describe in 
this article are the following: 

Earnings,  Income,  and Wealth.  The dimensions of 
inequality that are perhaps the most frequently  studied 
and most easily confused  are earnings, income, and 
wealth. This confusion  arises in part from  the twisted 
nature of  the relationships among them, especially the 
relationship between income and wealth. First, labor 
earnings is one of  the components of  income, the one 
related to labor input. Next, income is defined  as reve-
nue from  all sources before  taxes but after  transfers. 
Among other components, this variable includes both 
labor earnings and income generated by wealth. Final-
ly, wealth  is defined  as the net worth of  the household, 
both the stock of  unspent past income and one of  the 
sources from  which income (capital income) is ob-
tained. Moreover, given that labor income and capital 
income are perfect  substitutes as far  as their purchas-
ing power is concerned, wealth also plays a potentially 
important role in the labor supply decision and, hence, 
in the determination of  labor earnings. (See the Appen-
dix for  details on more precise definitions  of  these three 
variables.) 

Additional evidence that earnings, income, and 
wealth are easily confused  is provided by the ambigu-
ous meanings of  rich and poor. When people talk about 
the rich, it is not clear whether they are referring  to the 
earnings-rich, the income-rich, or the wealth-rich. Also 
confusing  are references  to the poor, including the earn-
ings-poor, the income-poor, and the wealth-poor. We 
document unambiguously that these concepts of  rich 
and poor are not all the same. 

To document some of  the earnings, income, and 
wealth inequality facts,  we partition our sample into 
groups along each of  these three dimensions. Since 
people do move up and down the economic scale, we 
also report some facts  about earnings, income, and 
wealth mobility. 

Contrary to common belief,  many of  the character-
istics of  the earnings, income, and wealth distributions 

are significantly  different.  We find  that wealth is by far 
the most concentrated of  the three variables, earnings 
ranks second, and income is the most dispersed of  the 
three. Furthermore, we find  that even though earnings 
and income are highly correlated, the correlations be-
tween earnings and wealth and between income and 
wealth are surprisingly low, 0.230 and 0.321, respec-
tively. We contend that a good theory of  inequality 
should be able to account for  the differences  among the 
distributions of  earnings, income, and wealth that we 
document in this article. Given the interdependences 
among these variables, accounting for  these differences 
is difficult. 

Age. The measures of  inequality are different  if  we 
consider yearly earnings, income, or wealth or if  we 
study those same variables throughout the life  cycles of 
the people in the household. Inequality measurements 
also differ  across age cohorts. We partition our sample 
into age groups to document some of  these differences. 
We find  that people of  retirement age play an impor-
tant role in accounting for  inequality. 

Employment  Status.  To document the relationship 
between income sources and inequality, we partition 
our sample into workers (people who are employed by 
others), the self-employed,  retirees, and nonworkers 
(people who do not work but do not consider them-
selves retired) according to the employment status of 
the household head. We report the average earnings, in-
come, and wealth; the shares of  income accruing from 
different  sources; and the average size of  the house-
holds in this partition. We find  that the self-employed 
are rich along all three dimensions. 

Education.  Education (or human capital accumula-
tion) increases the market value of  people's time, and 
therefore,  it plays a potentially important role in the de-
termination of  labor earnings and, hence, in the distri-
butions of  earnings, income, and wealth. To character-
ize the implications of  inequality in education, we par-
tition our sample into college graduates, high school 
graduates, and non-high school graduates according to 
the education level of  the head of  the household. We 
report the average earnings, income, and wealth; the 
shares of  income accruing from  different  sources; and 
the average size of  the households in this partition. It 
turns out that according to the SCF data set, there is a 
close association between the education level and the 
economic performance  of  households. 
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