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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.! 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.

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.

IThis 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 Sundén (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.

2Quudrini 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.



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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Marital Status. Finally, we partition the households
in our sample according to the marital status of the
household head. We report the inequality in earnings,
income, and wealth of married households and of single
households with and without dependents. The groups of
singles with and without dependents are further parti-
tioned by sex. We find that as far as the economic per-
formance of households is concerned, it seems to pay
off to be married.

We do not discuss the following potentially impor-
tant dimensions of inequality, primarily because we
have not found a reliable source of data for them:

Inherited Ability and Tastes. Two dimensions of in-
equality, inherited ability and tastes, play important
roles in labor/leisure choices, and they are, therefore,
potentially important determinants of the earnings dis-
tribution and, indirectly, the distributions of income and
wealth. Tastes pose additional problems for theory be-
cause they play a crucial role in most model economies
and are hard to measure.

Bequests. Bequests also condition labor/leisure
choices, and hence, they help determine the distribu-
tions of earnings, income, and wealth. Bequests are an
additional motive for altruistic households to save, and
hence, they foster earnings, income, and wealth in-
equality. Finally, bequests are a vehicle for the inter-
generational transmission of wealth inequality, and
hence, they increase the persistence of that inequality.

Luck. Luck probably plays an important role in the
determination of inequality. But it is hard to separate
luck from some other variables. Are talent, effort, judg-
ment, or luck reasons that make some people better off
than others? Why do champions tend to get lucky? The
difficulties that arise when trying to answer these and
other related questions justify in part our decision not
to discuss luck in this article.

We also do not describe other forms of inequality,
such as differences in the levels of consumption or the
number of hours worked.* Looking at inequality from
those points of view perhaps should be our ultimate
concern, since to some extent those variables show how
the households perceive their own present and future
opportunities, and hence, they give us a better indica-
tion of inequality in welfare. We leave this approach
for a future project.

Finally, in light of the inequality facts we document,
we describe in our conclusion what we consider to be

the essential ingredients of a successful theory of in-
equality.

Earnings, Income, and Wealth

The SCF data set unambiguously shows that earnings,
income, and wealth are unequally distributed across the
households in the sample. The values of the concentra-
tion statistics that we have computed are large, and the
density functions of the earnings, income, and wealth
distributions are skewed; they present a fat lower tail
and a thin upper tail. Perhaps more surprisingly, the
data show that while earnings and income are highly
correlated, the correlations between income and wealth
and between earnings and wealth are much smaller.
We report a set of statistics that describe the earnings,
income, and wealth partitions. Then we use those sta-
tistics to summarize some of the earnings, income, and
wealth inequality facts.

Concentration

Let’s start by examining how concentrated earnings, in-
come, and wealth are in the United States. Table 1 re-
ports the Gini indexes, the coefficients of variation, and
the ratios of the shares earned or owned by the top 1
percent and the bottom 40 percent of the earnings, in-
come, and wealth distributions. We have chosen to re-
port this last statistic because the bottom 40 percent is
the smallest group that holds a positive share in all
three distributions.

The three sets of statistics unambiguously show that
wealth is the variable that is by far the most concen-
trated. The households that belong to the top | percent
of the wealth distribution own 29.55 percent of the
wealth, and they are on average 875 times wealthier
than those that belong to the bottom 40 percent of the
wealth distribution. This difference between the top and
bottom groups is about 10 times larger than the differ-
ence for the same groups in the income partition and
about 4 times larger than that difference in the earnings
partition.

The concentration statistics that we have computed
also show that labor earnings are significantly more
concentrated than income. We conjecture that one of
the reasons for this fact is the equalizing effect of in-
come transfers, which we include in our definition of
income and which we do not include in our definition
of earnings. Transfers make it possible for some peo-

*See Slesnick 1993, 1994 for a discussion of inequality in consumption.



ple to receive welfare payments and not have to enter
the labor force, and hence, these people’s income is
significantly greater than their labor earnings.

In Chart 1, we plot the Lorenz curves for the earn-

Tables 1-3
Measures of U.S. Earnings, Income, and Wealth

Table 1 Concentration

Ratio of
Gini Coefficient Top 1% to
Variable Index of Variation Bottom 40%
Earnings 63 419 211
Income LY 3.86 84
Wealth .78 6.09 875

Table 2 Skewness

Percentile Ratio of
Location Mean to
Variable of Mean Median
Earnings 65 1.65
Income 7l 1.72
Wealth 80 3.61
Table 3 Correlation
Correlation
Variables Coefficient
Earnings and Income 928
Earnings and Wealth 230
Income and Wealth 321

Source: 1992 Survey of Consumer Finances

ings, income, and wealth distributions. In this chart, we
observe that in the lower part of the distribution, the
Lorenz curve for earnings lies below the Lorenz curve
for income. This offers additional support for our con-
jecture about the equalizing effect of income transfers,
since it shows that income is indeed less concentrated
than earnings in the lower tail. The Lorenz curve for
earnings crosses the Lorenz curve for income at ap-
proximately the 87th percentile, which is the point at
which the concentration of income increases as the
share of capital income starts to dominate. In the entire
domain, the Lorenz curve for wealth lies significantly
below the Lorenz curves for earnings and income.

Skewness
Table 2 reports the percentiles at which the earnings,
income, and wealth means are located and the mean-to-

Chart 1

The Lorenz Curves for the U.S. Distributions
of Earnings, Income, and Wealth

What % of All Households Have
What % of All Earnings, Income, and Wealth

%
100
80 -
60 -

40 -

20 -

[ncome

_10 | | ] 1
0 20 40 60 80 100
% of Households (Ranked by Amount)

Source: 1992 Survey of Consumer Finances
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median ratio for each of the three distributions. In sym-
metric distributions, the mean is located in the 50th
percentile; consequently, the ratio of the mean to the
median is 1. As the concentration of a variable increas-
es, so does the mean-to-median ratio, and the location
of the mean moves to a higher percentile.

We find that the wealth distribution is the most
skewed of the three and that income is somewhat more
skewed than earnings. Charts 2-5 display the histo-
grams of the three distributions and the histogram of
nonzero earnings.

Correlation

To describe the joint distributions of earnings, income,
and wealth, we compute the correlation coefficients
among these three variables, and we report them in Ta-
ble 3.

As we could have expected, our data show that earn-
ings, income, and wealth are positively correlated and
that the correlation between earnings and income is
high. This should, indeed, be the case, given that la-
bor earnings account for approximately 72 percent of
household income.

A more interesting fact is that the correlation be-
tween income and wealth is only 0.321. This fact be-
comes more remarkable if we take into account the high
correlation between capital income and wealth. The
correlation between earnings and wealth, 0.230, is even
lower than that between income and wealth. The low
correlation between earnings and wealth could arise for
a variety of reasons. For example, it could be a result of
the fact that wealthy households assign a significantly
smaller amount of time to the labor market, perhaps be-
cause a large fraction of the households are comprised
of retirees, or it could be because wealthy households
command lower wages.

The Poor and the Rich

As we have already mentioned, the common usage of
the concepts of rich and poor is fairly ambiguous. To
avoid this ambiguity, we distinguish between rich and
poor in terms of earnings, income, and wealth. In this
section, we discuss some of the facts reported in Tables
4, 5, and 6. We organize these facts into two groups:
those that pertain to the households that belong to the
lower tail of the different partitions, which we refer to
generically as the poor, and those that pertain to the
households that belong to the upper tail of the different
partitions, which we refer to generically as the rich. We

have chosen this organization criterion because most of
the existing theories of inequality have trouble justify-
ing the two tails of the distributions. We hope that this
characterization of the data will point to the possible
reasons the existing theories seem to fail.*

[l The Earnings-Poor
Let’s start with the earnings-poor. (The data on the
earnings partition are displayed in Table 4.) As many
as 24 percent of the households in the SCF sample
have zero earnings, and an additional 0.42 percent have
negative earnings, because there are a large number of
households with members outside the labor force. This
is also the case for households with a retired head. In
fact, most of the earnings-poor are apparently retirees.
(The average age of the heads of the households that
belong to the lowest earnings quintile is 65.42 years.)
Moreover, households in the lowest quintile earn a sig-
nificant share of income (7.93 percent), which consists
mostly of transfers and capital income, and they own
a sizable share of wealth (17.92 percem).5

The households with negative earnings are mostly
headed by business owners in financial distress. In spite
of these business losses, the total income of these house-
holds is positive, since they receive significant shares of
transfers and capital income. Moreover, in the SCF sam-
ple, the households with negative earnings are wealthy.
Specifically, the households that are in the lowest 1 per-
cent of the earnings distribution own almost three times
the average wealth, which puts them above the 80th
percentile of the wealth distribution.

Ll The Earnings-Rich

Next, we consider the earnings-rich. (See Table 4.) The
households that belong to the top 1 percent of the earn-
ings distribution make almost 15 times the sample’s
average earnings, and those that belong to the top quin-
tile make just over 3 times the average earnings. A
large share of the income of the earnings-rich comes
from business sources, which include income from pro-
fessional practices, businesses, and farms. Moreover,

“*In our discussion of the rich, we highlight the characteristics of the top | per-
cent because the households that belong to this small group make 14.76 percent
of total earnings and 18.57 percent of total income, and they own 29.55 percent
of total wealth.

*These wealth holdings would put the households that belong to the lowest
quintile of the earnings distribution well into the third quintile of the wealth distri-
bution.



Charts 2-5
U.S. Distributions of Earnings, Income, and Wealth
With Levels Normalized So That the Mean is 1*

Chart2 All Earnings Chart4 Income
0 %
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Chart3 Nonzero Earnings Chart5 Wealth
% o
24 24
- =
12+ - 12
10 1 10
8 - 8
6L . 6
41 o 4
2+ = 2
D ladad | | 1 U tesctl 1
-2 0 2 4 6 8 10 -2 4 6
Normalized Level Normalized Level

“On all of these charts, the last plotted bar represents the frequency of households
with more than 9.91 times the average level,

Source: 1992 Survey of Consumer Finances
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Table 4

U.S. Households Ranked by Earnings . . .
Characteristics of Sample Households in Each Earnings Group™

The Earnings-Poor ) ) o The Earnings-Rich
Households in Earnings Quintiles —_—
Boltom Top Total
Household Characteristics 1% 1-5% 5-10% 1sl 2nd 3rd 4th 5th 10-5% 5-1% 1% Sample
Share of Total Earnings -40 .00 .00 -40 319 1249 2333 6139 12.38 16.37 1476 100.00
Sample Ratio of Earnings Group
(% of $) Average to Sample Average  —.41 .00 .00 -.02 16 62 117 307 247 409 1476 1.00
Income 29 154 1.78 7.93 787 1124 1975 5321 1060 1480  13.09 100.00
Wealth 292 332 4.09 1792 1224 8.30 1371 4783 8.84 14.59 14.68 100.00
Share of Each Source of Income
(G%r[;J;})S Income Labor 33.28 .00 .00 120 2775 7697 8148 67.72 75.79 67.76  43.28 63.06
Capital 101.58 2814 31.58 3158 1863 550 5.74 7.92 6.45 9.30 11.67 9.93
Business -156.07 .00 .00 -5.63 1.70 3.49 417 1779 9.68 1375 4385 10.37
Transfers 91.42 59.46 63.81 5513  37.00 B.67 3.26 93 145 51 43 9.39
Other 29.79 12.40 461 1772 1492 537 5.36 5.65 6.62 8.68 a7 7.24
Share of Each Age of Household Head
g%?geﬁpi?mple Share of Each Group
30 and Under .55 5.90 7.34 642 2217 2624 19.55 7.79 7.50 5.02 2.02 16.44
31-45 19.41 10.48 8.06 1067 2567 3939 4565 4919 55.06 4252 34.01 3411
46-65 2049 19.60 18.95 1959 2411 2906 387 a3 3569 5077 59,27 2919
Over 65 59.55 64.02 65.65 6331 2805 532 293 1.72 1.75 1.69 4.70 20.26
Average Age (Years) 65.22 65.82 66.03 6542 4963 4118 4161 4432 4359 4626  49.22 4843
Marital Status
of Household Head
Married 42,95 32.68 29.55 3213 3829 5365 7213 90.86 9450  93.91 87.69 57.41
Single
Without Dependents 4407 531 55.59 5322 4333 3075 2021 8.39 4.60 5.99 1113 31.18
With Dependents 1298 1361 14.86 1465 1838 1560 7.65 15 90 10 1.18 1.4
Average Household Size (Number of Peaple) 2.05 1.66 172 173 206 241 279 309 309 323 3.01 2.41

“Percentages may not sum to 100% due to rounding.
Source: 1992 Survey of Consumer Finances




this type of income is increasing with earnings. Many
of the earnings-rich are married, and they tend to live in
large households. (The average household size in the
top quintile of the earnings distribution is 3.09 people,
while that in the lowest quintile is only 1.73 people.) In
fact, across the earnings distribution, except for the
lower and upper tails, both the proportion of married
households and the average household size are clearly
increasing with earnings.

0 The Income-Poor

Now let’s turn to the income-poor. (See Table 5.) Only
0.96 percent of the households in the SCF sample have
zero income. The fraction of households with zero earn-
ings, recall, is 24 percent. If we discount households
with heads over age 65, which constitute 20.26 percent
of the SCF sample, we still find at least 3 percent of
sample households with positive income and zero earn-
ings. (Their income is either capital income or trans-
fers.) Some of this income is operating as a safety net.
An additional 0.25 percent of the households have neg-
ative income. (The fraction of households with negative
earnings, again, is 0.42 percent.)

Two other important facts must be kept in mind
when interpreting these numbers. One is that 1991, the
year of the SCF data for earnings and income, was a
recession year. The other is that the share of income
earned by the lowest quintile is procyclical. Hence, the
long-term number of the income-poor might be some-
what smaller than these annual data suggest.® As we
could have expected, the negative-income households
are, once again, headed by business owners in finan-
cial distress. Given that 1991 was a recession year, the
number of business failures that affected the households
in our sample was probably above average.

A perhaps more surprising fact is that the income-
poor own above-average wealth. Specifically, Table 5
shows that the households that are in the lowest 1 per-
cent of the income distribution own 1.54 percent of to-
tal wealth, which puts them in the 85th percentile of
the wealth distribution. Moreover, the households that
are in the lowest 1-5 percent of the income distribu-
tion own 0.63 percent of total wealth, which puts them
in the second quintile of the wealth distribution.

Across the whole income distribution, the percentage
of income obtained from transfers is decreasing with
income. Transfers account for 75.19 percent of the in-
come earned by the households that belong to the low-
est income quintile and for only 3.23 percent of the in-

10

come earned by the households that belong to the top
income quintile. Perhaps more surprising is the fact that
without transfers, 12.78 percent of the sample house-
holds would have zero income.

As far as their marital status is concerned, a very
large percentage of the income-poor are single, both
with and without dependents. Specifically, while sin-
gles without dependents account for about half of the
households in each of the lowest two quintiles, they
represent only 31.18 percent of the total sample. The
share of singles with dependents is also significantly
larger in the lowest quintile (21.12 percent) than in the
total sample (11.41 percent), and the share of singles
with dependents decreases as income increases.

Ll The Income-Rich

Turning to the income-rich, we find that the households
that belong to the top 1 percent of the income distri-
bution earn about 19 times the sample’s average in-
come, but when we consider those households that be-
long to the top quintile, this number is reduced to 3
times. Here, as was the case in the earnings partition,
the income-rich receive a significant share of their in-
come from business sources. Specifically, business in-
come accounts for 27.49 percent of the income of the
households that are in the top 1 percent of the income
distribution and for 16.16 percent of the income of the
households that are in the top income quintile.

The income-rich also tend to be earnings- and
wealth-rich. In fact, the households that are in the top
income quintile hold very similar shares of earnings,
income, and wealth: 58.36 percent, 59.91 percent, and
62.73 percent, respectively.

Finally, the income-rich are mostly middle-aged and
married, and they tend to live in large households. Spe-
cifically, in the top income quintile, 85.5 percent of
the household heads are between 31 and 65 years old,
88.21 percent of the top quintile household heads are
married, and their average household size is 2.95 peo-
ple. Moreover, across the income distribution, both the
share of married households and the household size are
clearly increasing with income.

] The Wealth-Poor
Next, we discuss the wealth-poor. (Table 6 shows the
wealth partition.) Approximately 3.4 percent of the

®For details on the cyclical behavior of the income distribution, see Castafieda,
Diaz-Giménez, and Rios-Rull 1995.
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Table 5

... Ranked by Income . . .
Characteristics of Sample Households in Each Income Group*

The Income-Poor

Households in Income Quintiles

The Income-Rich

Bottom Top Total
Household Characteristics 1% 1-5%  5-10% 1st 2nd 3rd 4th Sth 10-5% 5-1% 1% Sample
Share of Total Income -30 16 54 218 663 1180 1947 5991 1072 1587 1857  100.00
Sample Ratio of Income Group
(% of §) Average to Sample Average  —.31 04 M Al 33 59 97 3.00 214 3.97 18,57 1.00
Earnings -37 07 19 Nl 537 1260 2295 5836 1232 1676 1173 100.00
Wealth 1.54 63 .B6 529 7.05 995 1498 6273 187 2225 16.32 100.00
Share of Each Source of Income
g,:[;{flg)s il Labor 28.76 30.11 24.06 3935 5746 7482 8161 56.20 7298  62.05 21.75 63.06
Capital 1.56 7.30 68 N 523 494 588  13.00 1085 1630  17.08 9.93
Business -135.55 a7 145 -18.28 1.03 244 376 16.16 1134 1619 2749 10.37
Translers 6.31 60.56 73.70 7519 3479 1662 7.94 328 379 2.56 69 9.39
Other -1.08 1.05 g2 62 149 1.18 80 14 1.03 290 3298 7.24
Share Pf Each Age of Household Head
g;'?)?geﬁpi?mple Share of Each Group
30 and Under 10.46 2813 2039 1949 1964 2264 1405 6.36 6.62 32 372 16.44
31-45 28.73 20.10 19.20 2244 2503 3718 4228 4364 4428 3950 29.40 341N
4665 39.89 29.1 25.18 2255 2482 2349 3321 4186 4213 4736 52.47 29.19
Over 65 20.92 22.06 35.23 3552 3051 1669  10.46 813 6.96 992 14.40 20.26
Average Age (Years) 52.46 47.96 53.80 5318 5121 4511 4528 47.37 46.94 4950 52.54 48.43
Marital Status
of Household Head
Married 3295 2193 1639 2230 4385 5687 7583 8821 8913 9099 8086 5141
Single
Without Dependents 52.82 56.07 5879 56.58 4035 2978  19.01 1019 10.59 829 1672 31.18
With Dependents 14.23 22.00 24.82 2112 1580 1335 5.16 1.60 .28 12 24 141
Average Household Size (Number of People) 1.76 1.87 187 187 208 240 276 295 290 3.12 269 2.4

“Percentages may not sum to 100% due to rounding.
Source: 1992 Survey of Consumer Finances




sample households have zero wealth, and another 3.5
percent have negative wealth. However, in spite of this
reasonably small number of propertyless households,
wealth is by far the most unequally distributed of the
three variables that we consider in this section. The
households that are in the lowest 40 percent of the
wealth distribution own only 1.35 percent of the total
sample wealth, and those in the lowest 80 percent own
only 20.51 percent of the total sample wealth.

The SCF data also show that some of the wealth-
poor are reasonably well-to-do, in terms of both earn-
ings and income. Specifically, the earnings of the low-
est 1 percent of the wealth-poor households are only
slightly lower than median earnings, and their income
is slightly above median income. Furthermore, given
that these households have a significant ability to bor-
row (with average debts that amount to approximately
50 percent of average wealth), there must be some
sense in which these households are not actually poor.

The average net worth of the rest of the households
in the lowest wealth quintile is approximately zero.
These households, however, also make a significant
amount of income, which puts them in the second and
third quintiles of the income distribution.

The wealth-poor tend to be young and single. A
total of 33.64 percent of the households in the lowest
wealth quintile have a head under age 31. This per-
centage is more than twice the sample average (16.44
percent). The percentage of households in the lowest
wealth quintile that are single is 64.48, and 24.93 per-
cent of them are single with dependents, which, again,
is more than twice the sample share of singles with
dependents.

0 The Wealth-Rich
Finally, let’s look at the wealth-rich. Table 6 shows
that the households in the top 1 percent of the wealth
distribution own 29.55 percent of the total sample
wealth, and those in the top quintile own an impressive
79.49 percent. Moreover, this last group of households
is both earnings-rich and income-rich. (The households
in the top quintile earn 41.21 percent of total earnings
and make 46.15 percent of total income.) The top
quintile wealth-rich obtain significant shares of their
income from capital (18.39 percent) and from business
sources (17.95 percent).

Wealth-rich households tend to be both older and
married. The percentage of household heads in the top

wealth quintile over age 65 is 29.70, while the sample
share of that age is only 20.26 percent, and 77.07 per-
cent of the household heads in the top wealth quintile
are married, while the sample share of married house-
holds is 57.41 percent.

Mobility

People move up and down the economic scale; they
do not stay in the same earnings, income, and wealth
groups forever.” Different reasons make households
change earnings, income, and wealth groups. Perhaps
aging is the main cause of mobility for most house-
holds, but it is certainly not the only one. Mobility is
also affected by the results of business projects and
other ventures that can bring about significant changes
in earnings to lucky or unlucky entrepreneurs. There
can also be some other radical expressions of good luck
(such as gambling) or bad luck (such as accidents). Yet
some other changes are a consequence of the conscious
effort of households to smooth consumption over time.
Whatever its cause, economic mobility makes inequality
an essentially dynamic phenomenon, and in our opin-
ion, a trustworthy theory of inequality should be able
to account for at least some of the earnings, income,
and wealth mobility facts that we report in this section.

All the facts reported so far are based on data from
the SCF. However, since the SCF is not a panel study,
it does not track people over time.* Therefore, to con-
struct our mobility measures, we use data from the
PSID.’

We use data on household net worth from the PSID
for the years 1984 and 1989 (reported in the 1984 and
1989 PSIDs) and combine them with data on earnings
and income for the same households for those two years
(reported in the 1985 and 1990 PSIDs). We use the
PSID data to construct Table 7, where we report the
transition matrices for the 1984 earnings, income, and
wealth quintiles.

For example, the entry in the first row and the first
column of Table 7 reports that 85.8 percent of the

"Note that this could be the case, and we could still have invariant distribu-
tions of earnings, income, and wealth.

"Actually. in the 1983 and 1986 SCFs, there was a limited effort to follow
households over time, See Kennickell and Starr-McCluer 1994.

9An important shortcoming of the PSID is that, unlike the SCF, it has not been
designed to address issues related to wealth holdings, and therefore, the data for
these variables are of lower quality, especially the data that pertain to the wealth-
and income-rich. For a discussion of the PSID, see the Appendix.
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Table 6
... And Ranked by Wealth

Characteristics of Sample Households in Each Wealth Group®

The Wealth-Poor

Housenolds in Wealth Quintiles

The Wealth-Rich

Bottom Top Total
Household Characteristics 1% 1-5%  5-10% 1st 2nd 3rd 4th 5th 10-5% 5-1% 1% Sample
Share of Total Wealth -52 -02 0 -39 1.74 572 1343 7949 1262 2395 29.55 100.00
Sample Ratio of Wealth Group
(% 0f §) Average to Sample Average  —.52 00 .00 =02 09 29 67 397 252 599 2955 1.00
Earnings 83 1.18 88 705 1450 1648 2076 4121 843 1234 7.65 100.00
Income 75 111 1.26 690 1255 1487 1954 4615 905 1380 9.59 100.00
Share of Each Source of Income
gﬁ?gs INCOME | ber 7887 7578 5030 7215 8130 7653 715 4880 5786 4340 3050 6306
Capital 11.48 09 21 168 53 240 464 1839 15.04 2027 33.54 993
Business 64 36 36 165 222 383 575 17.95 1062 2431 31.22 10.37
Transfers 8.79 2226 34.76 20.06 747 1130 1093 7.14 9.76 494 2.39 9.39
Other 22 150 14.36 4.46 8.77 5.94 711 1.712 6.71 707 2.34 724
Share Pf Each Age of Household Head
g(:(;?g;ms;mple Share of Each Group
30 and Under 11.64 3119 3347 3364 2749 1364 5.27 2.14 1.06 1.34 49 16.44
31-45 56.77 4545 30,57 3648 3913 3748 3579 2169 1856 2111 14.00 34N
4665 24.67 16.68 18.45 1706 2139 2681 3421  46.46 5132 5053 54.82 2919
Over 65 6.92 6.69 17.80 1281 1199 2207 2472 2970 2906 27.01 30.70 20.26
Average Age (Years) 42.16 38.62 4314 4090 4232 4943 5261 56.89 57711 56.33 59.28 48.43
Marital Status
of Household Head
Married 70.79 2082 2184 3552 4982 5942 6523 77.07 7930 8383 8527 5741
Single
Without Dependents 23.56 38.47 45.18 3955 3628 3096 2842 2070 1845  14.94 12.06 3118
With Dependents 5.64 31n 3298 2493 1390 9.62 635 224 224 123 268 n4
Average Household Size (Number of People) 251 2.44 228 237 236 244 243 247 238 2.74 2.58 241

*Percentages may not sum fo 100% due to rounding.
Source: 1992 Survey of Consumer Finances
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Table 7

Three Measures of the Economic Mobility
of U.S. Households

Percentage of Households in Each Quintile in 1984
That Were in Each Quintile in 1989

Table 8

A Closer Look at the Economic Mobility
of U.S. Households

Percentage of Households in Each Earnings Quintile in 1984
That Were in Each Earnings Quintile in 1989

1989 Quintile 1989 Quintile
1984 Type of 1984
Measure Quintile 1st 2nd 3rd 4th 5th Household Quintile 1st 2nd 3rd 4th 5th
Eamings st 858 116 14 6 5 With Positive  1st 588  25.1 9.0 5.1 20
Earnings
ond 186 409 300 71 34 in Bm,?1984 oand 202 456 216 86 40
3rd 74 120 470 262 76 and 1989 g4 97 202 404 219 78
4th 75 68 175 465 217 4th 77 61 200 459 204
5th 58 41 55 183 663 5th 36 29 90 184  66.1
Income 1t 70 179 70 29 13 With Heads  1st 633 272 40 33 23
35-45
ond 195 438 229 101 37 Varsog 20 86 M3 23 73 24
3rd 51 255 372 249 73 in 1984 3rd 47 167 470 251 6.6
4th 25 107 234 425 208 4th 69 81 202 446 201
5th 19 21 95 203 663 5th 11 40 64 191 693
Wealth 1t 667 234 6.6 29 4

2nd 254 46.6 204 54 23
3rd 5.8 244 449 20.5 46
4th 1.8 4.6 224 49.6 216
5th T 8 57 216 7.2

Source: 1984, 1985, 1989, and 1990 Panel Study of Income Dynamics

households in the lowest earnings quintile in 1984 were
also in the lowest earnings quintile in 1989. To avoid
the role of retirees in shaping the mobility of house-
holds with zero earnings, Table 8 reports the transition
matrices in earnings for households with positive earn-
ings in both sample periods. To partially control for the
role played by age in shaping the properties of the mo-
bility of earnings, Table 8 also reports the transition

Source: 1984, 1985, 1989, and 1990 Panel Study of Income Dynamics

matrices of earnings for those households with heads
between the ages of 35 and 45 in 1984.

As far as earnings is concerned, the households in
the lowest quintile are by far the least mobile. This
lack of mobility is probably mostly attributable to age-
related issues, but it could also reflect some form of
earnings poverty trap. (Recall that the lowest quintile
is made up of a large fraction of retirees, and retirees
seldom move out of retirement.) In general, the lowest
and highest quintiles should be the least mobile, since
the households in those quintiles can only move either
up or down the economic scale, while those in the mid-
dle quintiles can move both up and down. The house-
holds in the three middle quintiles are clearly the most
mobile. When we exclude the households with zero
earnings, the second-highest eigenvalue for earnings is
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only 0.687. In this case, earnings becomes the most
mobile of the three variables and wealth the most per-
sistent.

As far as income is concerned, again, the households
in the lowest quintile are the least mobile, but they are
more mobile than those in the lowest quintile of the
earnings partition. In contrast, in the wealth partition,
the households in the top quintile are the least mobile.
This suggests that wealth is the most persistent of the
three variables under study.

These transition matrices include a lot of informa-
tion. We want to use a simple, one-dimensional sum-
mary statistic. One such statistic is the second-highest
eigenvalue.'"” The closer this eigenvalue is to 1, the
more persistent is the variable under study. The second-
highest eigenvalues for earnings, income, and wealth
are (0.807,0.742, and 0.804, respectively. Therefore, ac-
cording to these statistics, the mobility among income
quintiles is greater than the mobility among earnings or
wealth quintiles.

Other Dimensions of Inequality

Some characteristics of households that are closely re-
lated to earnings, income, and wealth are age, employ-
ment status, education, and marital status. Here we dis-
cuss in detail how those dimensions shape inequality
among households in terms of earnings, income, and
wealth.

Age
Sogme of the differences in earnings, income, and wealth
across households can be safely attributed to the differ-
ences in people’s age.'' There are two main ways to
quantify the earnings, income, and wealth differences.
One way is to compare people’s lifetime statistics with
their yearly statistics. This would require following a
sample of households through their entire life cycle.
Unfortunately, we do not have a long enough panel to
do that. Thus, we choose instead to use the other way
of quantifying differences: to partition the population
of the household heads into age cohorts and compute
the relevant statistics for each cohort. We report these
statistics in Table 9. Specifically, we report, for 10 age
cohorts and for the entire sample, the U.S. sample av-
erages and the Gini indexes for earnings, income, and
wealth; the percentages of income from various income
sources; the relative cohort size; and the number of peo-
ple per primary economic unit.

We find that earnings are monotonically increasing

with the age of household heads until age 50, when
earnings start to decline. As we could have expected,
the earnings of households with a head over age 65
drop significantly to only about 15 percent of the sam-
ple’s average earnings. The income of the different age
cohorts displays a similar behavior. Income is moder-
ately increasing until age 55, and then it declines, albe-
it significantly more gradually than earnings. The aver-
age income of households with a head over age 65 is
close to 62 percent of the average income in the total
sample. Wealth is also monotonically increasing in the
early stages of the life cycle and peaks a little before
age 60, five years after income does. The group over
age 65 owns more wealth than any of the groups age
45 and under.

With some exceptions, the Gini index for earnings
is moderately increasing with age, and it is highest for
the group over age 65."> The Gini index for income dis-
plays a similar behavior. A perhaps more surprising fact
is that age seems to make little difference for wealth in-
equality. The maximum difference in this statistic be-
tween ages is only 0.089, and if we do not take into
account the youngest cohort (whose wealth is the most
concentrated), then this difference drops to only 0.036.

As far as the income sources of the different age
cohorts are concerned, it appears that they are almost
monotonic in age for all types of income. With the ex-
ception of the youngest and the 36-45 age groups, the
share of labor income decreases as age increases. The
share of capital income tends to increase with age. The
share of business income is lowest at both ends of the
age distribution and highest in the 3645 and 61-65
age groups. The smaller shares in the 46-60 age group
are hard to explain. The share of transfers is quite low
for all ages except, of course, for the older cohorts. It
increases somewhat in the 61-65 age group, and it
peaks in the over-65 age group; transfers account for
almost half of the latter group’s income. In the case of
households with heads age 25 and under, transfers also
account for a larger share of income than in the middle-
aged groups.

1ONote that in probability transition matrices, the highest eigenvalue is always 1.

"n fact, there is a large quantitative literature that uses models in which differ-
ences in people’s age are the main source of differences in earnings, income, and
wealth across households. See, for example, Auerbach and Kotlikoff 1987, Fullerton
and Rogers 1993, and Rios-Rull 1996.

"2In fact, for this group. the Gini index shows a rarely seen value higher than
1, because there are a nontrivial number of households with negative earnings.



Employment Status

Next, in order to document the relationship between in-
come sources and inequality, we partition the SCF sam-
ple into workers, the self-employed, retirees, and non-
workers according to the employment status of the
household head. In Table 9, we report the 1992 U.S.
sample averages and Gini indexes for earnings, income,
and wealth; the percentages of income from various
sources; the relative cohort size; and the number of peo-
ple per primary economic unit for these four employ-
ment status groups and for the entire sample.

It turns out that the differences across these groups
are substantial. Workers are the largest group; they ac-
count for 54.9 percent of the sample. The average earn-
ings of workers are about 25 percent higher than the
sample average, and their average income is nearly 6
percent higher than the sample average. Also, workers’
average wealth is significantly lower than the sample
average. (Workers own about 67 percent of the sample
average.) Although self-employed households make up
only 10.9 percent of the sample, they enjoy a remark-
ably good financial situation. Their income is almost
twice the sample average, and they own an even great-
er share of wealth—more than three times the sample
average. Retirees account for 18.1 percent of the sam-
ple. Their income is about 78 percent of the average. As
we could have expected, while both the earnings and
the income of retirees are below the sample average,
their wealth is above the average (almost 24 percent
above it). Households with a head who does not work
are both income-poor and wealth-poor. The earnings
of these households are less than one-third of the aver-
age earnings, which account for half of their income.
Another important source of income for this group is
transfers.

Education

Next, in order to document the relationship between
education and inequality, we partition the SCF sample
into three groups based on the level of education at-
tained: a group labeled college, which includes house-
holds with a head who has at least a college degree; a
group labeled high school, which includes households
with a head who has a high school degree but has not
completed college; and a group labeled no high school,
which includes households with a head who has not
completed high school. In Table 9, we report, for these
three education groups and for the entire sample, the
averages and Gini indexes for earnings, income, and

wealth; the percentages of income from various sources;
the group size; and the number of people per primary
economic unit.

According to the SCF data set, there is a close asso-
ciation between the education level and the economic
performance of households. High school households
make up 50.2 percent of the SCF sample; college house-
holds, 28.6 percent; and no-high school households,
the remaining 21.2 percent. On average, college and
high school households have earnings that are, respec-
tively, about six and three times higher than the earn-
ings of no-high school households. The differences in
wealth holdings are also large, about five and two times
larger, respectively. Finally, the differences in income,
although still large—about four and two times, respec-
tively—are somewhat smaller due in part to the equal-
izing effect of transfers, which account for 28.2 percent
of the income of no-high school households.

The Gini indexes show that the concentrations of in-
come and wealth are very similar across education lev-
els, while earnings are most concentrated in households
with no high school.

As far as the income sources are concerned, college
households obtain more income from business and cap-
ital sources than do other groups; households that have
completed high school are mostly laborers; and among
all these groups, households with no high school re-
ceive the largest share of income from transfers and the
lowest share from labor, capital, and business sources.

Finally, it is also the case that the average size of the
SCF primary economic unit is slightly increasing with
the amount of education of the head of the household.

Marital Status

In this section, we document the relationship between
marital status and inequality. For this purpose, we par-
tition the SCF sample into married and single house-
holds according to the marital status of the head of the
household. We also partition singles according to
whether or not they have dependents, and we subdivide
these two partitions according to the sex of the head of
the household. We refer to these groups as the marital
status partition."> In Table 9, we report the averages
and Gini indexes for earnings, income, and wealth; the
percentages of income from various income sources;

BNote that singles without dependents do not necessarily live alone; they may
also live with other financially independent adults.
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Table 9
Other Dimensions of U.S. Inequality
Breakdown of U.S. Household 1992 Sample by Characteristics of Household Head*

Average Level (1992 §) Concentration (Gini Index) Source of Income (%) Hﬁﬂes;n?g:iu

Characteristic Earnings  Income  Wealth Earnings Income  Wealth Labor  Capital Business Transfers Other Sam%le (Mrbesrlglerple)
Age
25 and Under 16210 18908 26,207 528 AT 808 84.0 1.7 20 6.4 5.8 6.8 2.23
26-30 29937 34009 35732 410 418 734 86.4 17 19 26 73 9.7 2.44
31-35 39164 47701 76,060 466 494 755 75.0 32 8.2 31 105 12.1 312
36-40 47123 54618 102,234 542 555 719 66.4 33 23.0 24 49 1.4 3.02
4145 48367 58616 187,820 506 513 J93 71.4 83 128 40 34 10.6 3.12
46-50 52301 62914 254922 AT3 499 753 749 91 95 30 35 8.6 294
51-55 49207 630884 299,256 509 550 755 73 100 6.6 2.7 93 7.0 213
56-60 43352 57411 357,254 613 609 751 670 143 99 47 41 6.3 2.08
61-65 29,722 53,119 300,240 193 679 744 454 148 12.2 15.8 11.8 7.3 1.86
Qver 65 4927 28442 251850 1.032 611 125 125 26.8 55 434 1.7 20.3 151
Employment Status
Worker 41247 48532 123,958 439 467 740 83.0 54 23 30 6.3 549 267
Self-Employed 64,429 90,483 580,934 606 618 758 455 159 298 32 56 10.9 2.71
Retired 10438 35714 228,269 955 653 689 135 19.1 18.2 351 14.0 18.1 1.62
Nonworker 9491 18386 72,363 .786 563 818 50.3 10.7 1.5 30.9 6.6 16.1 2.23
Education
College 60,231 81,188 353270 564 556 .764 610 118 153 47 7.2 286 2.50
High School 27225 36694 136,923 554 485 734 69.5 8.2 54 109 59 50.2 241
No High School 10,236 20,146 68,275 733 551 752 46.6 72 49 28.2 13.1 212 2.31
Marital Status
Married 46,580 61692 249398 545 522 759 65.3 96 1.8 6.7 6.6 574 3.09
Single

Without Dependents 15,308 26,306 113,063 729 589 .760 53.0 128 6.0 17.3 109 3.2 1.00

With Dependents 13,653 20,186 51,426 583 AT4 803 64.8 55 33 220 44 114 290
Single Without
Dependents

Male 21,365 33696 125897 690 625 805 55.7 11.2 8.9 1.8 12.3 13.0 1.00

Female 10984 21,030 103,899 745 534 J17 500 14.6 26 236 92 18.2 1.00
Single With
Dependents

Male 21125 25491 85,757 451 .396 754 754 6.2 86 98 0 2.1 266

Female 11,991 19,006 43,790 609 487 811 61.6 5.3 18 257 ar 9.3 2.96
Total Sample 33074 45924 184,308 628 573 781 63.1 99 104 94 72 100.0 24

“Percentages may not sum to 100% due to rounding.
Source: 1992 Survey of Consumer Finances
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the relative cohort sizes; and the number of people per
primary economic unit for these marital status groups
and for the entire sample.

The main properties of the marital status partition are
the following: compared to single households with or
without dependents, married households make substan-
tially higher earnings and income and own a substan-
tially higher amount of wealth. This is still the case if
we divide the earnings, income, and wealth of married
households by two to account for double-income house-
holds.

We find that singles without dependents are signifi-
cantly better off financially than singles with depen-
dents. Not only are the earnings of singles without de-
pendents about 12 percent higher, but their income is
about 30 percent higher, and their wealth is close to an
impressive 120 percent higher than singles with depen-
dents. However, the average household size of singles
without dependents is only about one-third of the aver-
age household size of singles with dependents. The per-
centage of income from transfers is about three times
larger for single households than for married house-
holds. As we could have expected, the percentage of in-
come from transfers is the largest for singles with de-
pendents.

As far as the Gini indexes are concerned, both the
earnings and the income of single households without
dependents are the most unequally distributed, while
the greatest concentration of wealth corresponds to sin-
gle households with dependents.

Finally, single females significantly outnumber sin-
gle males in the SCF sample, with sample shares of
27.5 percent and 15.1 percent, respectively. This dif-
ference is consistent with the fact that females live
longer than males. Single females both with and with-
out dependents earn less labor earnings (47 percent
less), make less income (38 percent less), and own less
wealth (31 percent less) than their male counterparts.
Also, single females with dependents account for a
large part of the sample (9.3 percent), and they are in
a particularly bad financial position: their earnings, in-
come, and wealth are only about 36 percent, 41 per-
cent, and 24 percent, respectively, of the sample aver-
ages.

Conclusion

So far, economists have no satisfactory theory of in-
equality. Such a theory must simultaneously account
for all of the properties of the U.S. distributions of
earnings, income, and wealth that we have discussed

here: concentration, skewness, and correlation. More-
over, such a theory of inequality must account for the
dynamic features of such distributions, that is, the mo-
bility of individual households up and down the eco-
nomic scale over time, which we have also discussed
here.

In light of the inequality facts in this article, we sug-
gest that the following elements are important ingredi-
ents for a reliable theory of inequality:

® Transfers. Income transfers distort the labor/
leisure decision, and they allow households to sur-
vive without work. They are an important source
of income for earnings- and wealth-poor house-
holds; hence, they should play an important role
in any attempt to account for the lower tails of the
distributions.

® Businesses. Businesses in financial distress ac-
count for the sizable amount of negative income
earned by many U.S. households. Moreover, busi-
ness income is an important source of income for
the households in the upper tails of the distribu-
tions. These facts suggest that both business suc-
cesses and business failures should be important
elements for any theory of inequality.

® Retirees. Retirees hold a large share of total
wealth. Moreover, their labor earnings are zero.
These facts spell trouble for any theory of inequal-
ity that abstracts from elements of the life cycle.

Education. Households whose head has a college
education have more than twice the earnings, in-
come, and wealth of those households whose head
has a high school education. Understanding the de-
terminants of the acquisition of education becomes
a crucial part of understanding inequality.

Marital Status. The better financial performance
of married households over single households can-
not be accounted for only by family size. A suc-
cessful theory should account for how the patterns
of household formation and dissolution shape in-
equality.

All this probably amounts to a somewhat tall order for
theorists, but work in this direction has begun. In a
companion article in this issue, Quadrini and Rios-Rull
assess the performance of existing theories of inequality
to account for the U.S. wealth distribution and discuss
new directions of research that take into account the
dimensions of inequality we discussed in this article.
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Appendix
Data Sources and Variable Definitions

Here we describe where we got the data and how we define
the variables discussed in the preceding article.

Data Sources

Our primary data source is the 1992 Survey of Consumer Fi-
nances (SCF) conducted by the National Opinion Research
Center at the University of Chicago and sponsored by the
Federal Reserve with the cooperation of the Department of
the Treasury. The SCF is probably the most comprehensive
source of data on the earnings, income, and wealth of U.S.
households.

The SCF uses a two-part sampling strategy designed to
obtain a sufficiently large and unbiased sample of wealthier
households. The 1992 sample includes 3,906 households, out
of which 2,456 were selected using standard multistage area-
probability sampling methods. The remaining 1.450 house-
holds were selected using tax report data. This second group
of households was specifically selected to oversample wealth-
ier households. To enhance the reliability of the data, the SCF
also makes weighting adjustments for survey nonrespondents.
(See Kennickell and Starr-McCluer 1994 and the references
contained therein for details on the properties of this data set.
Also see Kennickell, McManus, and Woodburn 1996 for the
statistical apparatus for understanding the significance of the
results.)

Our secondary data source is the Panel Study of Income
Dynamics (PSID) conducted by the Survey Research Center
of the University of Michigan and funded primarily by the
National Science Foundation. The PSID follows households
over time, and we have used its data to construct our mea-
sures of household mobility. The only two years for which
PSID data on household wealth are available are 1984 and
1989." We combine these data with data on earnings and in-
come from 1985 and 1990 that refer to 1984 and 1989. Un-
like the SCF sample, the PSID sample includes a very small
number of income-rich and wealth-rich families; therefore,
the statistics computed for the right tail of the distribution
based on the PSID data set are less reliable.

Variable Definitions

Households

The households in this article are the primary economic units
of the SCE. A primary economic unit includes a person or
a couple of persons who live together and all the other per-
sons who live in the same household who are financially de-
pendent on them. For example, underage children and, in

some circumstances, older relatives are considered depen-
dents. A financially independent person who lives in the same
house, such as a roommate or a brother-in-law, is not con-
sidered to be a member of the unit.

We also follow the SCF convention as far as the determi-
nation of the head of the household is concerned. The SCF
consigers the male of a couple to be the head of the house-
hold.”

Earnings, Income, and Wealth

The key variables that we consider in this article are labor
earnings, income, and wealth. The definitions of these vari-
ables are as follows.

(1 Earnings

We define labor earnings as wages and salaries of all kinds
plus a fraction of business income. Business income includes
income from professional practices, businesses, and farm
sources. The value for the fraction of business and farm in-
come that we impute to labor earnings is the samplewide ra-
tio of unambiguous labor income (wages plus salaries) to the
sum of unambiguous labor income and unambiguous capital
income. In the sample that we consider, this ratio is 0.864.

O Income

We define income as all kinds of revenue before taxes. Hence,
our definition of income includes both government and pri-
vate transfers.

Specifically, the sources of income that we consider are
the following: wages and salaries; income (whether positive
or negative) from professional practices, businesses, and farm
sources; interest income, dividends, gains or losses from the
sale of stocks, bonds, and real estate; rent, trust income, and
royalties from any other investment or business; unemploy-
ment and worker compensation; child support and alimony;
Aid to Dependent Children, Aid to Families with Dependent
Children, food stamps, and other forms of welfare and assis-
tance; income from Social Security and other pensions, annu-
ities, compensation for disabilities, and retirement programs;
income from all other sources including settlements, prizes,
scholarships and grants, inheritances, gifts, and so on.

'At the time this article was written, 1994 PSID data on household wealth
were not available.

“In single households, the financially independent person of either sex is con-
sidered to be the household head.



In other words, the notion of income that we use attempts
to include all before-tax income received during the year. It
approximately corresponds to the payments to the factors of
production owned by the household plus transfers. However,
it does not include imputed income from the services of some
assets such as owner-occupied housing. (See Slesnick 1992,
1993 for details.)

O Wealth

We define wealth as the net worth of households. This in-
cludes the value of financial and real assets of all kinds net of
various kinds of debts. Specifically, the assets that we consid-
er are the following: residences and other real estate; farms
and all other businesses; checking accounts, certificates of
deposit, and other banking accounts; IRA/Keogh accounts,
money market accounts, mutual funds, bonds and stocks,
cash and call money at the stock brokerage, and all annuities,
trusts, and managed investment accounts; vehicles; the cash
value of term life insurance policies and other policies; mon-
ey owed by friends, relatives, businesses, and others; pension
plans accumulated in accounts; and other assets.”

Our definition of wealth differs slightly from those used
in other studies. Wolff (1995), for instance, provides several
definitions of household wealth. The definition of his that is
closest to ours is what he calls marketable wealth. The main
difference between this definition and ours is that he does not
include vehicles and pension plans accumulated in accounts,
while we do. Kennickell and Starr-McCluer’s (1994) defini-
tion differs from ours in that they include the current face
value of term life insurance policies that build up a cash val-
ue (that is, the cash amount paid in case the particular event
occurs), while we include only the cash value of these poli-
cies.

The SCF and the U.S. NIPA

Other data available on income and wealth are consistent with
the SCF sample data. For example, in the 1992 SCF sample,
average household income for the calendar year of 1991 was
$45.,924, and average household income excluding transfers
for that year was $41,610. In comparison, 1991 personal in-
come minus government transfers, as measured by the U.S.
national income and product accounts (NIPA), was slightly
over $40,000.*

Also, in the 1992 SCF sample, average household wealth
in 1992 was $184,308, and the resulting ratio of wealth to in-
come minus transfers was 4.43. The ratio between the Feder-
al Reserve flow of funds accounts measurement of household
net worth and the NIPA definition of national income was
4.31 in 1988. Notwithstanding the differences in the defini-
tior:s of income and wealth, these two ratios are fairly simi-
lar
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*Note that in our definition of wealth, we have not included the present value
of pension plans not accumulated in accounts.

“These calculations are based on a population size of 250 million and an aver-
age household size of 2.4 people.

*To refine our comparison, we should subtract from the NIPA definition of na-
tional income the following components: corporate profits minus personal divi-
dends, employer contributions to Social Security, and the rent imputed to owner-
occupied houses. We should also subtract from the Federal Reserve flow of funds
accounts measurement of household net worth the value of all consumer durables
other than vehicles. These corrections would reduce both the numerator and the
denominator of the wealth-to-income ratio, and we conjecture that the corrected
value for that ratio would not differ by much from the one that we have quoted.
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