Income inequality
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poverty had increased. The Agency also
reported that income inequality had risen.! The
latter piece of news received much attention,
similarly to other reports in recent years that
have focused on the growing dispersion in the
distribution of household incomes.

Inequalities of various kinds in the United
States have become a popular topic in the me-
dia. But growing income inequality is particu-
larly worrisome because of its immediate impli-
cations for social conflict and tension. The
economist Paul Krugman recently wrote: “The
ultimate effect[s] of growing economic dispari-
ties on our social and political health may be
hard to predict, but they are unlikely to be pleas-
ant.”? Krugman’s statement is significant be-
cause the size of the 1992-93 increase in income
inequality reported by the Census Bureau could
be easily characterized as a surge. The Gini in-
dex, one of the tools the Agency uses to measure
income inequality, rose from 434 in 1992 to .447
in 1993, the largest I-year increase since the sta-
tistical series on household income inequality
began in 1967.° (See chart 1,) But this apparent
surge was qualified by the Census Bureau in its
analysis of the data.

The Census Bureau cautioned that the size of
the increase may have been an artifact of techni-
cal changes made in how the data on income
were collected in the Current Population Survey
(CPS).* In addition, other changes to the CPS could
have affected the income data for 1993,

The increase in inequality nevertheless oc-
curred at 4 time when an increase might have

been anticipated. The recession of 1990-91 had
an unusually strong impact on well-paid white-
collar workers caught in the downsizing of much
of corporate America. In the ensuing recovery
between 1991 and 1993, many of these workers
resumed their full-time careers. Not only was
employment rising and unemployment falling,
but according to the Bureau of Labor Statistics,
when the data are stratified by occupation, most
of the net increase in employment in the 1992—
93 period occurred in jobs paying above-aver-
age wages.’ The question therefore becomes,
How much of the increase in income inequatity
between 1992 and 1993 was due to changes in
the economy, and how much was due to techni-
cal changes in the CPS?

This article explores both aspects of this ques-
tion in a descriptive way, to provide users wi*h
further evidence concerning the issue of rising
income inequality between 1992 and 1993. First,
Cps income data are discussed—in particular,
changes that were made in the collection of the
1993 data. Then, long-run and short-run trends
in household income inequality are reviewed.
Next, the 1992-93 changes are examined, first
from the standpoint of the technical changes in
the ¢ps and then from the standpoint of the
changes that took place in the economy. Finally,
the conclusions of the analysis are presented.

cpPs data and technical changes

The Cps, of course, is one of the primary sources
of income data used by researchers for measur-
ing and studying how the Nation’s income (as
well as earnings) distribution has changed. A
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survey of some 60,000 households, the cps is designed to
measure employment and unemployment each menth for the
Bureau of Labor Statistics by means of a series of questions
relating to current labor force activity. In March, an addi-
tional series of questions, called the Annual Demographic
Supplement, is asked. These questions concern the work ex-
perience and the sources and amounts of income of survey
members in the previous calendar year.

Concept and limitations. 'The CPS questions on income re-
late to money income only (that is, they exclude all noncash
income items, such as food stamps and employer-provided
health insurance, as well as any capital gains), before de-
ductions for Federal, State, and local taxes are applied.
Money income is broken down into labor market money
income (wage and salary earnings, as well as farm and non-
farm self-employment income) and non-labor-market money
income (for example, interest, dividends, and pensions).
The money income data collected in the CPS alsc contain
certain limitations. Underreporting of income and trunca-
tion bias are two limitations that have particular significance
for studying income inequality. Because the CPS is based
on a probability sample of households, all the estimates de-
rived from it are subject to sampling and nonsampling er-

rors. The income estimates are known to be biased down-
ward due to nonsampling error (relating, for example, to
noninterviews, undercoverage, inaccurate responses, and
missing data). For 1990, the CPs collected data on 88 per-
cent of aggregate income derived from independent esti-
mates. While it did quite well for wages and salaries (ac-
counting for 97 percent of such income), it did poorly for
dividend income (garnering information on only 33 percent
of this source of income).® Obviously, underreporting of in-
come can affect income inequality measurements, because
both the receipt and the amounts of certain income items
vary across the distribution.

‘Truncation bias occurs as a result of the suppression of
income amounts above a certain upper limit. These amounts
are suppressed in order to reduce the effects of interviewer
error and to provide confidentiality to survey respondents.
However, the limits, or top codes, can be problematic in the
measurement of income inequality:” if the distribution is be-
coming more unequal as a result of rising incomes at the
upper end, top codes will bias measurements of income in-
equality downward, because the high incomes will be sup-
pressed. Constant nominal-dollar top codes have been used
in the CPS questionnaire and are increased from time to time
to accommodate rising incomes. While one-time adjustments
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reduce truncation bias, the top codes will eventually become
problematic again.

Technical changes. During the 1980’s and early 1990’s, the
Bureau of Labor Statistics, with the assistance of the Census
Bureau, was engaged in an effort to modernize the monthly
CPS. In general, the focus of the modernization was on rede-
signing the monthly Jabor force questionnaire and introduc-
ing a system known as computer-assisted survey information
collection (CASIC). Beginning in January of 1994, the new
CPS was put into operation. The redesign had implications
for the Annual Demographic Supplement conducted in
March of that year. While the questions on work experience
and income concerning calendar year 1993 were not changed
from those of previous years, the new CASIC system was used.

The CASIC technology replaced the traditional paper-and-
pencil interviewing procedure. In that procedure, two sepa-
rate questionnaires—the Monthly Labor Force questionnaire
and the Annual Demographic Supplement questionnaire—
were filled out by the CP$ enumerator in the course of the
March interview. In the CASIC system, all the CPS questions
are administered from a computer (either a laptop or a com-

puter located in a centralized telephoning facility), as if only
one questionnaire is in use. Unlike previous March CPS in-
terviews, in which the interviewer had to physically shift
from the labor force questionnaire to that on work experi-
ence and income, the mechanics of CASIC avoid any signifi-
cant interruption of the interview process.

In addition to this change in mode of interview, two other
technical changes occurred in the March 1994 CPs that could
affect income data and the measurement of income inequal-
ity for 1993 ¢ First, as occurs after every decennial census of
the population, data from Census Bureau surveys are
reweighted in accordance with estimates of the civilian
noninstitutional population derived from the most recent de-
cennial census. The CPS income data for 1993 reflect new
weights derived from the 1990 census, and they have also
been adjusted for the estimated census undercount,

The second change concemns top codes. As mentioned
earlier, top codes used in the CPS are occasionally increased
to reflect rising nominal incomes; such an increase occurred
in the March 1994 ¢ps. The most important top code that
was increased related to earnings from the longest job or
business. It was increased from $299,999 to $999,999 be-
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. 31.0 percent, compared with
IGEIMN Shares of aggregate household income received by each fifth and top $50,000 ( percent, compared wil
5 percent of households, 1967-3 39.3 percent), and slightly fewer below
[in percent] $15,000 (23.4 percent, compared with
25.1 percent). Median household income
Llowest | Second Third Fourth | Highest | Yop Sini w from $28,434 in 1967 to $33,685
Yoor fifth fifth fifth h fith |5 percent | Index gre 328, ) $33, .
by 1989, but then declined to $31,241 in
1967 | 40 10.8 17.3 242 438 175 | 0399 1993, largely reflecting the recession of
4.2 "1 17.5 24.4 428 16.6 388 the early 1990’s. Had the rate of growth
1969 ... 41 10.9 17.5 245 430 166 391 in median household income occurred
1970 | 41 10.8 17.4 245 433 16.6 394 uniformly across the entire distribution
1971 .. 4.1 10.6 17.3 245 435 16.7 396 from 1967 to 1993, there would have
1972 | 40 105 171 245 439 17.0 401 s li
1973 ..........| 42 10.5 17.1 246 436 16.6 397 been no change 10 mequa 1.
1974 | 43 10.6 17.0 246 435 16.5 395 In measuring inequality, the Census
1975.., 43 10.4 17.0 247 436 16.6 -397 Bureau ranks household incomes from
1976... 43 103 17.0 24.7 43.7 16.6 398 . L
them
1977 | 42 10.2 16.9 24.7 44.0 16.8 402 Poorest to nches? and then divides
1978 o | 42 10.2 169 24.7 441 16.8 402 into equal quantiles. From such a rear-
1979 .| 40 10.2 16.8 247 442 16.8 404 rangement, il becomes possible to ob-
1980 ..o | 42 10.2 16.8 248 441 16.5 403 serve how m_ud_] of aggregate Income 13
1981 | 41 10.1 16.7 248 444 165 406 received by similar proportions of house-
1982 .| 40 10.0 16.5 245 45.0 170 412 holds and how these proportions have
1983 .coooer| 40 99 16.4 24.6 45.1 17.1 A14 .
1984 . 40 bt 163 046 152 174 415 changed over time. Tab]e 1 pres§nts the
1985° . 3.9 9.8 16.2 24.4 4556 176 A9 shares of aggregate income received by
1986 ............| 3.8 8.7 16.2 243 46.1 18.0 425 each fifth, or quintile, of the househoid
:gg; g': g'g 12'; g:'g ﬁi ::'g ':gg income distribution for the entire 1967
1989.......| 38 95 16.8 240 4638 189 431 93 period. The Gini index of income con-
centration, a summary measure of in-
1990 ..........| 38 0.6 15.9 24.0 468 18.6 428 . PP 1
1991 ......| a8 Y 15.9 242 465 18.1 428 come inequality, is glso presented.
1982 ......| 38 9.4 15.8 24.2 469 186 433 Generally speaking, the table shows
19924 .. 3s 9.4 15.8 242 46.9 18.6 434 that from the end of the 1960''s to the end
19935......| a8 8.1 15.3 238 482 20.0 447 ) . .
1993° .. 36 9.0 15.1 235 489 210 454 of the 1980’s, the share of income going
to the households in the highest quin-
* Implementation of weights derived from 1970 population cansus. tile increased, while the shares going to
2 |mplementation of weights derived from 1980 population census. the lower quintiles declined or changed
9 Upper limit for earnings from longest job or business raised 1o $299,999; upper limils for other very liftle. The dividing line between the
income items also raised. f the fi h intil d the b
4 Implementation of weights derived from 1990 population census top ofthe tourth quintile and the botiom
N : . ) ' of the fifth increased from $47,136 (in
® Upper limits in effect in 1992 applied to 1993 income data. 1993 doll in 1967 $60.280 i
¢ Introduction of casic; upper limit for eamings from longest job or business raised to $899,999; upper ollars) in to ’ n
limits for other incame items also raised. (See footnote 9 in text.) 1993,
The Gini indexes indicate that the

tween 1992 and 1993.° The last time a change was made on
this top code was in March 1986, for the survey year 1985,
when it was raised from $99,999 to $299,999.

Trends in inequality

Chart 2 depicts how the Nation’s household income distri-
bution changed between 1967 (in 1993 dollars) and 1993.1¢
Clearly, there was a shift to the right, with greater propor-
tions of households in 1993 having incomes above $50,000
than in 1967 (28.8 percent, compared with 16.8 percent), a
much smaller proportion with incomes between $15,000 and
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long-run trend toward greater income in-
equality did not occur smoothly over the 1967-93 period.
Indeed, as shown in chart 1, the trend was very gradual from
1967 to 1979. Between 1979 and 1989, however, the index
grew rapidly-—from .404 10 .43 1—after which it slowed, end-
ing at .433 in 1992.7
The slowing growth of household income inequality was
no doubt related to the winding down of the economic ex-
pansion of the 1980’s and the ensuing recession in the early
1990’s. This slowdown received little attention in the media
and in the research community, but developments during the
period can help one gain an understanding of the apparent
surge in inequality between 1992 and 1993.




Table 2 presents real mean household incomes for each
quintile (as well as households in the top ventile) of the in-
come distribution for the years 1979, 1989, 1991, 1992, and
1993, as well as the annual rates of change between each
succeeding pair of years. Chart 3 displays the annual rates of
change. The statistical cause of the rise in ineguality in the
1980’s can be seen quite casily: mean household incomes for
the richest 20 percent of households were increasing by 1.7
percent a year, compared with a 0.4-percent increase for the
poorest 20 percent.

The situation in the 1989-91 period stands out in stark
contrast to that in 1979-89. During 1989-91, mean house-
hold incomes plummeted, not only for the lowest quintile,
but also for those quintiles in the middle and at the top of the
distribution. The mean household income in the highest
ventile slid by almost 5 percent a year. The impact of corpo-
rate downsizing and restructuring was particularly severe
among white-collar workers."® Ironically, the collapse of in-
comes across the distribution in this period halted the rise in
income inequality.”* (See chart 1.)

By 1992, the economy was slowly beginning to recover
from the recession. Mean household income remained virtu-
ally unchanged between 1991 and 1992, but not for all house-
holds in the distribution. In particular, mean incomes of
households in the botiom three quintiles continued to de-
cline, while those of the top 5 percent continued to grow
(although the increase was not statistically significant). This
difference in income growth, however, helped push the Gini
index up from .428 10 433, and although it was not a statis-
tically significant change, it perhaps was a signal of things
to come.

The change in inequality in the 1992-93 period is con-
siderably more difficult to interpret, because of the afore-
mentioned technical changes in the CPS, Some of the effects
of the changes, however, are quantifiable and are presented
in table 1. With respect to the reweighting of estimates as a
result of the 1990 decennial census, the impact on measur-
ing inequality was minimal. As shown in the table, the 1992
income shares and Gini indexes have been calculated using
both 1980 and 1990 population weights, Shares were unaf-
fected in 1992, and the Gini index was only slightly differ-
ent (rising from .433 to .434, but not a statistically signifi-
cant change).

Increasing the upper limits, or top codes, in 1993, how-
ever, had a significant impact both on the Gini index and on
the shares of aggregate income received by various quintiles
of the distribution, as can be seen in the table. If the new top
codes had been used, the Gini index for 1993 would have
been .454 instead of .447—.020 point higher than the 1992
Gini, instead of .013 point higher. Using comparable top
codes between 1992 and 1993, however, preserved some ana-
Iytical comparability between years.

m”n Income of each fifth and top 5 percent of

the heousehold income distribution, 1979, 1989,
1991,1992, and 1993

[In 1983 doilars]

Lowest | Second| Third | Fourth | Highest| Top
Yoar fitth fitth fitth fifih fitth |5 percent
1979 ... | $7,823 | $19,457 | $32,079 | $47,076 | $84,4584 $128,847
1989 ...... 8,182 20,278 33,707 50,986 99,669 161,030
1991.... | 7.706 | 19,255 | 31,984 48,758 | 93501 | 145913

19921 7.547 18,828 31,718 48 649 94,233 149,592
1902: .. | 7508 | 18.725| 31,548 | as42e | 9ass7 | 148,937
19937 ., 7,411 18,647 31,260 48,572 98,582 163,228

Annual

rate of

change

(percont):*

1979-89 0.4 0.4 0.5 0.8 1.7 22
1989-91 | -30 | -26 | -26 | -22 | -32 4.8

1991925 | 21 | -22 -8 -2 8 25
1992-93 | -1.3 —4 ) 3 5.1 9.6

! Survey weights derived from 1980 population census.

2 Survey weights derived from 1990 population census.

3 Introduction of casic; upper limits in 1993 are the same as in 1982.
* Compounded.

* Change based on income data using 1980 weights,

Chart 3 and table 2 show the percent changes in mean
household incomes across quintiles (and in the top ventile)
for the 1992 and 1993 distributions, both of which are
weighted according to 1990 population controls, and both of
which use the upper income limits of 1992. Incomes in the
top ventile rose from $149,000 1o $163,000, or almost 10
percent. The highest quintile’s mean income increased by
5.1 percent, from $94,000 to almost $99,000. In contrast to
the further declines in mean incomes in the bottom and third
quintiles, these very sizable increases pushed inequality up,
as measured by Gini index, by the largest amount for 1 year
since the statistical series on household income inequality

began.

The question, of course, remains: even afier conirolling
for changes in the weighting of the income data and for top
coding between 1992 and 1993, how much of the increase
was due to the new mode of data collection (CASIC), and how
much was due to changes taking place in the economy?

Survey changes or economic changes?

Attempts to quantify or decompose the effects of various fac-
tors on changes in survey data are a common exercise arnong
economists and other researchers. Several statistical proce-
dures are available for estimating such effects. In the case of
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the apparent surge in income inequality between 1992 and
1993, however, the potential source of the change arises
not only from factors outside the survey (that is, the
economy), but also from factors inside the survey (for ex-
ample, the data collection methodology). Untangling these
potential effects, therefore, is even more challenging and,
for the purposes of this article, will consist simply of draw-
ing inferences from evidence relating to changes in the
quality of the data and evidence relating to changes in the
nature of job growth.

Changes in the quality of the data. Because the rede-
sign of the monthly CPS was so extensive, the Census Bu-
reau and the Bureau of Labor Statistics went to great
lengths to assess the impact of the changes on the monthly
estimates of employment and unemployment.’* The results
of their evaluation suggested that the national unemploy-
ment rate would be 0.5 percentage point higher in 1993
based on a parallel survey using the new guestionnaire
and technology than it actvally was using the old ques-
tionnaire and collection methods.* Since that time, how-
ever, BLS has reexamined the effects of the changes and

found them to be less (0.2 percentage point), but the Agency
continues to warn data users about the possible effects of the
changes on the estimates.'” The assessment of CASIC’s impact
on the income data collected in the March 1994 CPS Annual
Demographic Supplement, on the other hand, was much more
limited, because only the mode of collection had been
changed." Basically, aspects of data quality were examined.

One of the most important reasons for computer-assisted
interviewing is to simplify the job of the interviewer. The com-
puter automatically brings the appropriate questions to the
screen, it can be programmed to perform editing functions and
identify inconsistent answers, and it has the ability to store and
display data from earlier interviews. With these advantages,
however, come certain disadvantages, such as a breakdown or
malfunction of the computer, interviewer errors in recording
responses, and, in those households in which a laptop com-
puter was used in the home, the possible inhibiting influence
on respondents of the computer’s presence.

In reviewing the income data that were collected in March
1994, it was observed that certain income estimates were sig-
nificantly lower than the previous year’s estimates. Further re-
view found that an unusually large number of subannual (that

Percent change
10

Annual rates of change in real mean household income, by quintiles and top 5 percent,
1979-89,1989-91, 1991-92, and 1992-93

Percent change

Lowest
quirtile

Third
quintile

Secand
quintile

10

Fourth
quintile

Highest
quintite

Top 5
percent

-10 L L

1979-89

1989-91

199192
Note: Annual rates of change for 1979-89 and 1989-81 are average annual rates; 1992-93 changes are based on 1990 weights,

199203

-10
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is, weekly or monthly} income amounts were being recorded.
Lack of familiarity with the new technclogy on the part of
ihe interviewers was the suspected cause of the problem, To
correct for those income recipients with unusually low
amounts, reinterviews were conducted in August 1994, and
the incorrect amounts were adjusted.'” Other than this find-
ing, the evidence with respect to the quality of the data was
inconclusive. The Census Bureau, however, warned users that
the data from the March 1994 CPS would “not [be] strictly
comparable to [data from] earlier years.”?

Another aspect of the quality of the data that has been
examined involves the imputation of information on income
that occurs because a response to a question about income
was not forthcoming. Table 3 presents information on this
issue. For persons with earnings (wages and salaries, or in-
come from self-employment, or both) from their longest job
or business in 1992 and 1993, the table shows the propor-
tions that (1) actually reported their earnings from their long-
est job or business, or (2) had only their earnings from their
longest job or business imputed, using the Census Bureau’s

“hot deck™ procedure, or (3} had all information on them -

imputed in the Annual Demographic Supplement, including
earnings from their longest job or business.”! These propor-
tions are displayed by broad earnings classes 1o see whether
differential effects were evident,

For many households, of course, the earnings of persons
from their longest jobs or businesses represents the largest
part of household income and should be a fairly good indica-
tor of the quality of the household income data, Table 3 shows
that there was a slight overall decline from 1992 to 1993 in
the proportion of individuals who actually reported their
earnings to Census Bureau interviewers—from 79.6 percent
to 77.7 percent. By earnings classes, changes in the propor-
tions of persons who actually reported their earnings were
statistically significant, with the lone exception of those with
earnings of $75,000 or more.

improvements were statistically significant in the earnings
classes below $50,000 and between $75,000 and $99,999.
The lowering of this rate is probably the result of the smooth-
er transition between the monthly portion of the CpS and the
supplemental questions as a result of CASIC.

Reaching any firm conclusion about the impact of CASIC
on the quality of the income data after examining these esti-
mates is difficult because the evidence is mixed: imputations
by item increased, but overall imputations declined. In addi-
tion, the fact that there was no discernible pattern across earn-
ings classes lends further support to the notion that CASIC's
impact on the income data was inconclusive.

Changes in the nature of job growth. Research into the
causes of rising inequality of incomes among households in
recent years has generally focused on changes taking place
in the Nation’s economy—specifically, changes in the wage
distribution. This is because labor market earnings repre-
sent such a large part of aggregate household income.

As has been well documented, the wage distribution has
grown more unequal over time, just as the income distribu-
tion has. Shifts in labor demand toward more highiy skilled
and well-educated workers within industries and away from
workers with relatively poorer skill endowments are thought
to be responsible for this development.® Technological
changes in the production of goods and services that are “skill
biased” are thought to underlie these shifts.

The impact of this economic development on growing in-
come inequality has been compounded by societal changes
in living arrangements. The well-known rise in single-par-
ent households over the last couple of decades has increased
income dispersion because single-parent households tend to
have much lower incomes than married-couple households
do.” In addition, to the extent that growing proportions of
men and women with similar skill profiles, and therefore

A significant increase ook place from
1992 to 1993 in the proportion of per-
sons who had only their earnings from

[l Percent of persons with earnings from longest job or business whose
eamings were aclually reported, lem impuled, or totally imputed, by
eamings, 1992 ond 1993

the longest job or business imputed—

from 9.3 percent to 12.8 percent. How- Eamings Reported Hom Imputed Totally imputed

ever, all earnings classes experienced 1992 1993 1992 1993 1992 1993

significant increases in imputations by

item. High earners—those with earnings OB eovvveerre s 79.8 777 9.3 12.8 1.1 85

of $100,000 a year or more—had a |Less than $25,000 ........... 79.5 77.0 9.2 13.3 13 97

higher rate of imputation by item than | 2550 849596 %6 | 71 | 100 | iza | 104 | o8

did any of the other earnings groups— | $75,000 10 99,995 ......... 75.5 76.0 12 14.9 13.3 9.2

17.4 percent. $100,000 or more ............. 732 70.8 14.3 17.4 12.4 1.8
The proportion of earners who had ail

their work experience and income infor-
mation imputed declined from 11.1 per-
cent in 1992 to 9.5 percent in 1993. The

Note: Estimates are based on weightad counts of eamers in 1992 and 1993; weights are derived
from 1990 population census.
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JEISCEE Percent distribution of persons with work experience, by hourly eamings

As is known, both earnings and in-

and household income, 1979 and 1993 come inequalify rose between 1979 and
1993, and the changes in the proportions
e:‘:nt:::;s Total Lgﬁf'.?;'.!‘ s;‘;{gg? 5";:{239” 5‘;&03';? osf"ng:‘: of persons in these groups help to ex-
plain why. Low-earning workers from
1679 (in 1993 dollare) households wit'h incomes of less than
Total oo 100.0 7.2 17.7 220 19.8 33.2 $42,000 a year increased from 19.5 per-
cent to 22.7 percent of all workers, those
Less than $7.00 ........ 31.0 7.0 with midlevel earnings and income de-
$7.00 10 $13.99......... 385 103 clined from 39.1 percent to 34.3 percent
$14.00 to $20.99 ...... 187 of the total, and those with hourly earn-
$21.00 10 $27.99 ...... 67 ings from the middie to high range who
lived in high-income households in-
$28.00 or more ......... 5.1

creased from 16.0 percent to 19.5 per-
1993 cent of all workers, In other words, the
table shows the much-talked-about shift
TOLE) eervceveeeeerrveneneon 100.0 8.1 18.3 20.4 17.3 35.8 of middle-earnings employment away
from middle-income households to low-
Less than $7.00 ....... 29 6.3 income households and especially high-
$7.001t0$13.99 ......... 367 10.0 income houscholds. (It is interesting to
$14.0010 $20.99 ....... 17.5 note that about 10 percent of ail workers
$21.00 t0 $27.99 ....... 6.8 earned less than $7 an hour, but were
$28.00 or more ........ 6.1 ) 2 from households with incomes of

$42,000 a year or more.)
Note: Due to rounding, totals may not equal sums of individual items. Table 5 presents the average annual

earnings, tend 1o marry and work, they also produce disper-
sion in the income distribution.” By themselves, however,
changes in living arrangements occur only over long periods
of time and were not likely to have any appreciable effect on
the apparent surge in income inequality between 1992 and
1993.2 Rather, most of the surge is likely to be related to
changes in the nature of the employment growth that oc-
curred during the period.

Some perspective on the nature of employment growth
between 1992 and 1993 can be obtained by comparing that
growth with what happened in the 197989 and 1989-92
periods. Table 4 shows the distribution of persons with some
work experience in 1979 and 1993, cross-classified by their
average hourly earnings and the annual income of the house-
hold in which they lived.® The table relates to all workers—
from those who worked only a few weeks at part-time jobs to
those who worked year round at foll-time jobs, The data can
be summarized by focusing on three broad groups account-
ing for approximately 75 percent of all persons with work
experience in both years:

® Persons with hourly earnings of less than $7 and house-
hold incomes of less than $42,000 a year

® Persons with hourly earnings between $7 and $27.99 and
annual household incomes between $14,000 and $56,000

* Persons with hourly earnings of more than $14 and yearly
household incomes of $56,000 or more.
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changes that occurred in these broad
earnings-income groups from 1979 to 1989, 1989 to 1992,
and 1992 to 1993. The table shows that between 1979 and
1989 employment was growing rapidly—by 1.8 million per-
sons a year. Much of the increase in average annual employ-
ment was taking place among persons with middle to high
earnings who lived in high-income households. Employment
in this earnings-income categery was rising, on average, by
about 921,000 persons a year during the 1980°s. Employ-
ment was also growing, however, at the other end of the earn-
ings-income distribution. The employment of workers with
low hourly earnings who were from households with incomes
of less than $42,000 a year increased by about 494,000 per-
sons per year. But among workers with middle-level earn-
ings who were from middle-income households, employment
growth was meager at best—35,000 persons a year. The fol-
lowing tabulation presents Gini indexes for earnings alone
for selected years from 1979 to 1993 (the figures in paren-
theses are the years of population censuses from which the
survey weights for the given years are derived):

Year Gini index
1979 (1980) .........cccveveeee. 385
1989 (1980) ..ccoccccvirieneee. 428
1992 (1980} ....ccccvveereee. 414
1992 (1990} ...ccvviviviviiee. 414
1993 (1990} ......ccccvvvveveeee. .49
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Annual average net change in persons with work experience, by

(817,000 per year) and wdrkers in the

hourly earnings and household income, 1979-89, 1989-92, and 199293 | Middle of the earnings and income dis-

[1n thousands] tribution (342,000). These nFt chaqges

actually produced a decline in earnings

Hourly Totat | L@3sthan [§14.00010 | $26,00010 | $42,00010 |  $56,000 inequality: the Gini index was .428 in

eamings $14,000 | 327,999 $41,999 $55,999 | ormore 1989 and 414 in 1992

1979-89 The 1992-93 period represented a re-

turn to the pattern of employment growth

Total «.oevvoverirrine ] 1,758 118 187 132 74 1,248 of the 1980’s, but in a more extreme way.

Less than $7.00 ... 602 Table 5 shows that the employment

$7.00 fo $13.99 ... 361 growth of persons with middie to high

$14.00 10 $20.99 ........ 340 earnings who were from high-income

$21.0010 $27.99........ 201 households rose by 949,000 during that

$28.00 or mora ........... 252 period. At the same time, however, there

was only modest employment growth

1989-92 among persons with low earnings who

L1 310 465 663 120 168 -1,106 were from low- to middle-income house-

holds—about 317,000 persons. And, as

Less than $7.00 .........| 603 -284 in the 1980’s, persons in the middle earn-

$7.0010 313,89 .....o.. | 366 24 ings and income group experienced no

$14001032099....... | -212 employment growth. (The group actually

:Z;'ggto $27.99 ) 203 lost 53,000 workers.) The Gini index for

0001 MO | 244 these workers’ earnings distributions

1992-93 shot up from .414 to .449 between 1992

Total ...rooor | 1,459 21 200 545 721 1,366 and 1993, and although 1-year changes

should obviously be viewed with caution,

Less than $7.00 .......... 421 it is clear that this development was re-

$7.0010$13.99......... 510 flected in the apparent surge in income
$14.001052099....... | —424 ~45 inequality.

$21.0010$27.99 ......... 246 23 0 According to these data, then, the pat-

$2B.00 or mare e I 18 33 86 63 tern of employment growth in the 1952—

93 period represented not only a return

Norte: Data for 1992 and 1993 use survey weights from the 1990 population census. Due to rounding, to the pattern seen in the 1980’s, but an

tolals may not equal sums of individual items. exaggeration of that paitern. While the

During the 1979-89 period, the Gini index based on these
workers’ earnings distributions increased from 385 to 428,
reflecting the foregoing annual average net changes in
employment.

Table 5 also presents data for the recession that took place
between 1989 and 1992. The annual average net change in
employment during that period was much less than that of
the previous period—only 310,000 persons a year—and there
were noticeable differences in where employment was grow-
ing. Employment declined, on average, by 581,000 persons
for those with middle to high earnings who were from high-
income households. This decline reflected not only the loss
of many high-paying blue-collar jobs as a result of the reces-
sion, but also a reduction in employment of high-paying
white-collar jobs.

In contrast, employment gains were recorded among low-
earning workers in low- to middle-income households

ratio of employment growth at the top
end of the distribution to that at the bottom end averaged
about 1.86 to 1 in the 1980’s, in the 1992-93 period it was
2.99 to 1. This development may have been the result of the
combined effect of the return to the work force of many highly
paid workers who were laid off in the early 1990°s along
with the resumption of the secular trend toward job creation
at both ends of the wage distribution with little growth in the
middle.

Conclusions

The result of efforts to improve the quality of economic data
oftentimes is like a two-edged sword: on the one hand, the
data are improved, but on the other, the comparability of the
improved data with previously collected data comes into
question. Such is the situation confronting those examining
the change in income inequality between 1992 and 1993.
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Income Inequdaltty

This article has discussed, in an inferential way, one pos-
sible interpretation of the change. It does appear that the re-
ported surge in income inequality was driven by an unusu-
ally large increase in incomes in the highest quintile of the
distribution—especially the top 5 percent of households.” An
examination of the effects of the introduction of CASIC
on the data showed that incomes of a certain number of house-
holds had been misrecorded, but that this misrecording
affected only households in much lower income ranges.
Imputation rates also were examined, especially at the high
end of the distribution, but the changes there did not indicate
any greater inclination on the part of high eamers to report
their earnings. For those who did report, however, it was ap-
parent that considerably greater earnings were being reported,
given the overall increase in incomes at the top end of the
distribution. Whether or not the use of the computer in the
survey process caused those who reported their earnings and

Footnotes

incomes to be more forthcoming than usual is, unfortunately,
a difficult hypothesis to test.

Evidence was shown that the increase in inequality could
have been induced by changes taking place in the nature of
employment growth as the economy moved out of the reces-
sion. Very strong employment gains were registered among
persons with middle to high earnings who lived in high-in-
come households. With the return to work at full capacity of
many highly paid white-collar workers caught in the reces-
sion of the early 1990’s, and with the resumption of the “two-
tiered” employment growth characteristic of the 198(’s, the
forces for greater income inequality may have been particu-
larly strong between 1992 and 1993, It remains for us to await
the data from the March 1995 CPS to obtain more evidence
on how to apportion the 1992-93 changes in household in-
come inequality between changes in survey techniques and
changes in the nature of employment growth. (]
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tioned in this context, First, all measures of inequality have certain limitations
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embodied in them. The Gini index, which is a summary measure, can obscure
the location in the income distribution where changes are occurring. A concep-
tually more difficult problem occurs when Lorenz curves, from which the Gini
index is derived, cross, Lorenz curves show the relationship between the cumu-
lative percentage of aggregate income and the cumulative percentage of recipi-
ents, and when the curves intersect for different years (or countries, groups, and
so forth), a condition of Lorenz dominance prevails that makes it impossible to
determine which distribution of income is more unequal.

Second, researchers who study income inequality and who focus more di-
rectly on the welfare implications of their findings customarily adjust the house-
held or family income data for differences in the number of household or family
members because of presumed econamies of scale. No such adjustments were
made to the data reported by the Census Bureau, nor were they made to the data
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change the findings presented.
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® *Money Income: 1993.”




1 For adiscussion of the “hot deck”” method of imputation and recent changes
10 it, see Edward 1. Welniak, Jr., “Effects of the March Current Population
Survey’s New Processing System on Estimates of Income and Poverty,” paper
presented before the 1990 meeting of the American Statistical Association, Ana-
heim, California, Aug. 2, 1990,

2 See Lawrence F. Katz and Kevin M. Mutphy, “Changes in Relative Wages,
1963-1987; Supply and Demand Factors,” Quarterly Journal of Economics,
February 1992, pp. 35-78; and John Bound and George Johnson, “Changes in
the Structere of Wages in the 198("s: An Evaluation of Altemative Explana-
tions,” American Economic Review, June 1992, pp. 371-92.

 See, for example, Lynn Karoly, “The Trend in Inequality among Families,
Individuals, and Workers in the United States: A Twenty-Five Year Perspec-
tive,” in Sheldon Danziger and Peter Gouschalk, eds., Uneven Tides: Rising
Inequality in the 1980s (New York, Russel Sage Foundation, 1993); and Paul
Ryscavage, Gordon Green, and Edward Welniak, “The Impact of Demographic,
Social, and Economic Changes on the Distribution of Income,” in Swudies in
the Distribution of Income, Current Population Reports, Consumer Income,
P60-183 (Bureau of the Census, October 1992),

* See Lynn A. Karoly and Gary Burtless, “The Effects of Rising Eai‘nings

Ineguality on the Distribution of U.S. Income,” Dec. 20, 1993 (mimeograph}.

5 It is interesting to note that, while the proportion of all households that
were maintained by single parents was 15,7 percent in 1992 and 15.8 percentin
1993, the proportion of all families in which a wife was in the paid labor force
increased from 46.0 percent to 47.0 percent.

% Average hourly earnings were obtained by dividing the annual earnings
(wages and salaries, as well as self-employment income) of those workers by
the product of the number of weeks and the usual number of hours per week
they worked. Although this technique for estimating annual hours is crude
because it involves usval, and not actual, hours worked (as well as having other
problems), the resulting estitates are sufficiently reliable for the purpose of the
intended comparison. The 1979 data are weighted according to 1980 weights,
and the 1993 data are weighted according to 1990 weights.

7 According to early estimates from the Internal Revenue Service for 1993,
the number of tax returns with adjusted gross incomes of $100,000 or more was
3,557,000. This was 7.4 percent more than the figure for 1992 (3,312,000).
The number of returns increased by 0.4 percent. {See SO Bulletin, vol. 14, no.
2 (Intemal Revenue Service, Fall 1994), p. 20; and SOV Bulletin, vol. 13,n0.2
(Internal Revenue Service, Fall 1993), p. 24,

LABSTAT Available via World Wide Web

LABSTAT, the Bureau of Labor Statistics public data base, provides current and his-
torical data for many BLS surveys, as well as numerous news releases.

LABSTAT Public Access has introduced a new production Internet service over the
World Wide Web. BLS and regional offices programs are described using hypertext
pages. Access to LABSTAT data and news releases is provided by a link to the BLS

gopher server. The URL is:

htip://stats.bls.gov/blshome.html

If you have gquestions or comments regarding the LABSTAT system on the Internet,

address e-mail to:

labstat.helpdesk @bls.gov
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