The spendable earnings series:
has it outlived its usefulness?

Enough questions have been raised about accuracy,

relevance, and concepts to suggest that
this is a series whose time is up;

statistical evidence indicates that the measure
has been seriously deficient in tracking ‘spendable’ earnings

PAUL O. FLAIM

Are American workers “‘better off”” now than they were
5 or 10 years ago? That is, considering wage and in-
flation trends, have workers been making further gains
or losing ground in terms of the purchasing power of
their earnings?

The answers to this question can vary considerably,
depending on what statistical series is used to determine
the basic trends in gross earnings and on what calcula-
tions and assumptions are made in translating the sta-
tistics on gross earnings into estimates of purchasing
power.

One of the statistics most often used to depict the
trend in purchasing power of American workers has
been the ‘‘real spendable weekly earnings of workers
with three dependents.”” This series, published monthly
by the Bureau of Labor Statistics, was initiated about
four decades ago. Its initial purpose was to keep track
of the purchasing power of factory workers by taking
into account changes in consumer prices as well as de-
ductions from pay for Federal income taxes and social
security contributions. In the early 1960’s, the scope of
the series was expanded to all production and
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nonsupervisory workers in the private nonfarm econo-
my. The following tabulation shows the trend in this se-
ries (in 1977 dollars) over the 1950-80 period:

1950 .. $131.08
1955 143.46
1960 . . ... 149.20
1965 . ... 166.28
1970 ... L 163.65
1975 . 164.02
1980 . . ..., 151.65

According to the tabulation, real spendable weekly
earnings grew steadily and significantly from, 1950 to
1965, were stagnant until 1975, and then dipped consid-
erably over the next 5 years. Why this change in trend?
Is it possible that, after making considerable progress
over the 1950-65 period, the average American worker
lost ground in terms of purchasing power over the next
15 years?

As will be shown in this article, the change in the
trend of the spendable earnings series in the mid-1960’s
did not stem from any sudden change in the earnings of
individual workers. Rather, it reflects demographic and
social changes which began at about that time and
which greatly altered the composition of the labor force
over the next 15 years.
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Comparisons with other earnings and income series
indicate that the majority of American workers have
made further progress in terms of purchasing power
over the 1965-80 period, even though they may indeed
have suffered a dip after 1975 when inflation intensified.
These comparisons also show that workers who are
likely to have three dependents earn—and take home—
much more than is indicated by the “spendable earn-
ings” series.

More representative in early days

Computation of the spendable earnings series began
in 1939. Records do not-show why the series was start-
ed, but it should be recalled that the Social Security Act
had gone into effect in 1937, and the need must have
soon arisen to measure the effects of the deduction for
social security as well as those for Federal income taxes
on the take-home pay of typical factory workers.

To measure the impact of Federal income taxes, two
series were started, one for workers assumed to have
three dependents (a nonworking wife and two children)
and one for those assumed to have no dependents. It is
important to note, however, that both series were based
on the same earnings average—that for all production
workers in manufacturing. In subsequent years, the se-
ries for workers with three dependents became the more
prominent and widely quoted of the two, presumably
because of the greater interest in the earnings situation
of a family’s principal breadwinner.

Of course, in 1939, and even in the years immediately
following World War II (although not necessarily dur-
ing the war), the factory labor force was much more
male dominated than is now the case. In fact, this was
also true in other industries, as the labor force partici-
pation rate for women, especially wives, was extremely
low. Thus, the use of the earnings average for all facto-
ry production workers to represent the earnings of a
factory worker with three dependents was not unsound
in the early days of the series.

And the fact that no allowance was made for deduc-
tions for State and local taxes in translating the gross
earnings of factory workers into “spendable” (or after-
tax) earnings also was not a significant omission in
those years. It was only after World War II that State
and local income taxes began to take a significant and
growing portion of a worker’s earnings, a trend that
continued at least until the recent advent of “Proposi-
tion 13” and similar measures designed to limit local
tax burdens.

The deductions for social security and Federal in-
come taxes were also extremely low in the early days of
the spendable earnings series. In 1939, for example, a
factory worker whose gross weekly earnings equaled the
average for the industry —$23.86—took home $23.62 if
he had three dependents and $23.58 if he had no depen-
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dents. In either case, the total deductions barely
exceeded 1 percent, a far cry from the situation in 1980,
when comparable deductions totaled 14 percent for a
worker with three dependents and 22 percent for one
with no dependents. And this does not take into ac-
count any deductions for State and local taxes.

All things considered, the spendable earnings series,
as constructed in its early days, gave a reasonable ap-
proximation of the take-home pay of a worker with
three dependents. This was particularly true when the
series was limited to the manufacturing industry, where
men (many with three or more dependents) made up a
majority of the work force. But, the situation has
changed radically since those early days, and there has
been mounting evidence that the series has become less
representative of the earnings situation of workers with
three dependents.

Growing problems and criticisms

In 1964, the coverage of the spendable earnings se-
ries, previously limited to production workers in manu-
facturing, was expanded to include production and
nonsupervisory workers in all private nonfarm establish-
ments. In retrospect, this change made the series much
more susceptible to the effects of the pervasive demo-
graphic and social changes which, over the next 15
years, greatly altered the makeup of the American work
force.

The mid-1960’s marked the beginning of a large and
sustained increase in labor force participation among
women age 20 to 40. It was also during that time that
the leading edge of the huge post-World War II baby-
boom generation reached age 18 and began to enter the
job market. Suddenly, women and teenagers began to
account for most of the year-to-year gains in the work
force. Many of these new workers took only part-time
jobs, but even if working full time (as most of them
eventually did), they were generally paid much less per
week than men who had been at their jobs for many
years. Thus, as women and teenagers increased their
proportion of the work force, the average weekly earn-

‘Spendable earnings’ discontinued

Since the preparation of this article, the Bureau of
Labor Statistics has announced the termination of the
“spendable earnings series” with the publication, in Jan-
uary 1982, of the data for December 1981.
Discontinuation of the series was a specific recommen-
dation of the National Commission on Employment
and Unemployment Statistics and was endorsed by the
Secretary of Labor in his final report to the Congress
on the recommendations of the Commission, dated Oc-
tober 26, 1981.




ings for all production and nonsupervisory workers
(which formed the base of the spendable earnings series)
no longer grew as fast, even though there was no
change in the earnings trends for individual workers.

By the early 1970’s, some economists were already
arguing that, because of the change in the composition
of the labor force and other developments, the spend-
able earnings series no longer provided a reliable indica-
tion of the true trend in earnings. For example, in 1972,
George Perry of the Brookings Institution called the se-
ries “‘most misleading” for having signaled a halt in in-
creases in real wages when, in his view, none had
occurred.

Perry noted that the failure of the series to show any
further growth during the late 1960’s was due primarily
to (1) a change in the mix of workers; (2) a related de-
cline in hours worked; (3) an increase in deductions for
Federal income taxes (the reference being to the surtax
of 1968); and (4) the use of what he claimed to be an
inappropriate deflator to measure the impact of price
changes on earnings.’

The Bureau of Labor Statistics reacted to this criti-
cism in various ways. First, it endeavored to explain
more specifically what the spendable earnings series did
and did not represent. It emphasized that the series, as
related to workers with three dependents, applied only
to those whose gross earnings were equal to the average
for all production and nonsupervisory workers. The Bu-
reau also sought, through several analytical efforts, to
place the spendable earnings series in proper perspective
by comparing its levels and trends to those of other
earnings and income series.” And, as the 1970’s pro-
gressed, it developed alternative measures of earnings
from payroll data which would be less affected by
changes in the mix of workers—the Hourly Earnings
Index and the Employment Cost Index.’ And finally, it
expanded the collection and publication of demographi-
cally oriented earnings data through the Current Poru-
lation Survey (CPS).*

Despite these and other efforts to shed more light en
earnings and thus reduce the misuse of the spendable
earnings series, this statistic has continued to be criti-
cized. In 1979, the National Commission on Employ-
ment and Unemployment Statistics reported that the
series * . . . is misleading because it is not the earnings
figure associated with a married male with three depen-
dents; it is simply an average of all workers’ earnings
with deductions for Federal income tax liabilities and
social security adjusted for inflation. This hybrid figure
does not measure what it purports to measure.””’

And in 1980, Geoffrey Moore, former Commissioner
of Labor Statistics, was also critical of the series. Moore
said that although the Bureau had endeavored to ex-
plain what the series did and did not do, “Thcse statis-
tics have become one of the most misleading series

published by the Federal Government. They are subject
to a large and increasing downward bias.”®

Comparisons with other data

Was the criticism of the spendable earnings series
sound? If so, to what extent has the series been
understating the level and trend in earnings of a worker
with three dependents? These questions are addressed in
the following comparisons of the data underlying the
spendable earnings series with data from other sources.

Current Population Survey (cprs). The earnings data
obtained through the CPS, while subject to some limita-
tions, are more suitable for tracking the earnings of
specific groups of workers than are the data obtained
from establishment surveys. This is because the CPS data
are obtained separately for individual workers in the
sample and can be linked with the information on mari-
tal status, family situation, and other characteristics of
these individuals. From 1967 to 1978, data on weekly
earnings were obtained through the CPS in May of each
year. Beginning in 1979 they have been collected
monthly (although from only one-quarter of the sample)
and are published quarterly. These data are most useful
in determining the accuracy of the spendable earnings
series.

The earnings /evel which underlies the establishment-
based series on the spendable earnings of workers with
three dependents is compared below with CPS data on
the earnings of workers who actually have three depen-
dents. For this purpose, the CPs data are limited to a
universe of husbands in full-time wage and salary jobs
who have a wife and two children under age 18. Using
the weekly earnings data for this universe, two separate
arithmetic means were constructed, one for production
and nonsupervisory workers in the private nonfarm sec-
tor (the same universe as that used in computing the es-
tablishment-based earnings averages) and one for the
entire economy, including supervisory and nonpro-
duction personnel as well as rank-and-file workers. Fol-
lowing are CPS averages, based on data culled from the
microtapes for March, May, and October 1979, which
are compared with the average (mean) weekly earnings
for the same 3 months based on data from the estab-
lishment survey:

Mean gross weekly earnings
Establishment-based average . ........ $219

CPs-based averages:

Men in full-time production and

nonsupervisory jobs in private

nonfarm sector who have a wife

and two children under age 18 .. .. 316
Men in all full-time wage and salary

jobs who have a wife and two

children under age 18
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From the data, it is clear that average weekly earn-
ings from the establishment survey used to compute the
spendable weekly earnings for workers with three de-
pendents has, at least in recent years, fallen far short of
the actual earnings of this group of workers. According
to the CPS, these workers earn 44 percent more than the
establishment-based average if the comparison is re-
stricted to full-time private production and nonsuper-
visory jobs, and 63 percent more if the CPS universe is
expanded to all full-time wage and salary jobs.’

The establishment-based series is much lower than
the CPs figures because the former is an average for all
workers, whether in full- or part-time jobs, and regard-
less of age, sex, marital status, and family makeup. As
noted earlier, among this amorphous group of workers
has been a rapidly increasing proportion of women and
youth whose weekly earnings are much lower than
those of men of prime working age.® In contrast, the
two CPS averages are limited, almost by definition, to
the earnings of men of prime working age.

While the preceding comparisons establish that the
actual earnings Jevels for workers with three dependents
differ radically from the average earnings of all produc-
tion and nonsupervisory workers, it is perhaps even
more useful to compare the trends in earnings of these
two widely different universes. Table 1 relates trends in
the establishment-based mean gross weekly earnings
with trends in median weekly earnings for the most im-
portant groups of workers as reported in the CPS. The
data are for 1967 (the first year for which data on week-
ly earnings were collected in the CPS) and 1980.

Both measures exhibited roughly the same percentage
increase (or decrease in constant or real dollars) for uni-
verses that include full- and part-time workers. This in-
dicates that the measures have been equally sensitive to
the changes in the composition of the work force in
terms of its full-time and part-time components and in
terms of the demographic mix within these components.

Table 1. Weekly earnings in 1967 and 1980, as measured
in the establishment survey and in the Current Population
Survey (cps)

Percent change
Series May :l:l:: aL In constant
1967 1 9809 In current| (real)
dollars dollars
Establishment-based:
Mean weekly earnings for all
production and nonsuper-
visory workers on private nonfarm
payroils . ................ .. $10055 | $235.10 1338 -59
CPS-based:
Median weekly earnings for —
Alf wage and salary workers .. .. 100.00 232.00 132.0 -6.9
Full-time wage and salary workers 109.00 266.00 144.0 -18
Men, 25 andover .......... 131.00 346.00 164.1 6.1
Women, 25 and over ... ... .. 79.00 217.00 1747 1.3
Men, 16to 24 years . ... ... .. 97.00 214,00 1206 -11.2
Women, 16to 24 years ... ... 74.00 171.00 1311 -68

Most important, however, is what the CPS data show in
terms of the earnings trends for full-time workers, and
particularly for those 25 years and over. Whereas the
earnings for all wage and salary workers declined by 6.9
percent in real terms over the 1967-80 period, those for
full-time workers 25 years and over, who still make up
the majority of the work force, show increases of 6.1
percent for men and 11.3 percent for women. Only for
younger men and women (16 to 24) do the CPS data in-
dicate a significant decline in real weekly earnings. This
decline has been widely attributed to the rapid expan-
sion of this young age group and to the keen competi-
tion that its members face upon entering the labor
force.®

These data from the cPs highlight the importance of
looking at the earnings trends of specific demographic
groups. One is led to conclude from the data—the
spendable earnings series notwithstanding—that the av-
erage worker with three dependents did not experience
a decline in real earnings over the 1967-80 period. In
fact, the data suggest that for these workers, who in
most cases are in the 25 and over age group, earnings
are most likely to have increased.

Per-capita income. A comparison of the trend in spend-
able earnings with the trend in “real per-capita dispos-
able personal income”' reveals an even more striking
divergence than do the above comparisons with CPS
data. Chart 1 traces the course of the two series from
the late 1940’s to the end of the 1970’s. Both series
followed a similar upward trend until the mid-1960’s,
then each veered from its previous course, with the dis-
posable income series rising faster than before and the
spendable earnings series becoming very stagnant. Both
series had accumulated gains of approximately 40 per-
cent from 1947 to 1965. Over the next 15 years, the
per-capita income series posted a further gain of 60 per-
centage points and by 1980 was slightly more than
twice its 1947 level. In contrast, the spendable earnings
series did not show any sustained growth after 1965,
and in 1980, it actually dipped well below its mid-
1960’s level.

Several reasons for the sharp divergence between
these two series were identified and quantified by Paul
Ryscavage in 1979.!! However, before examining those
reasons, it is important to note the major definitional
differences between the two series—spendable earnings
relate to the average after-tax earnings of a specific
group of workers; per-capita income relates to the aver-
age after-tax income from all sources accruing to all
Americans, regardless of age or labor force status.

A paradox of the post-1965 divergence between the
two series is that some of the factors which have given
upward impetus to one acted as a drag on the other.
For example, the increases in labor force participation
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Chart 1. Trends in real per capita disposable personal income and real spendable
weekly earnings of a worker with three dependents, 1947-80
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of women and youth since the mid-1960’s have added
significantly to the aggregate earnings of American
workers, and this, coupled with a decline in the rate of
growth of the American population — primarily reflect-
ing a drop in the birth rate'’~—has resulted in higher in-
creases in per-capita income. But the impact on average
weekly earnings has been just the opposite. Because
many of the women and youth who joined the labor
force since the mid-1960’s work only part time, and be-
cause most are paid less than men even if working full
time, their inflow into the labor force has kept average
weekly earnings from rising as much as it would have
had they not entered the labor force.

In other words, greater aggregate earnings has meant
higher per-capita income but lower earnings per worker.
Following is an illustration of this apparent anomaly:

In a hypothetical family of four persons, the father
is, initially, the only worker, earning $200 a week.
This is the total family income, yielding a per-capita
income of $50 a week. Suppose now that the father
receives a 10-percent increase in pay, raising his earn-
ings to $220 a week, and that the mother joins the
work force, earning $80 a week in a part-time job.
Total family income now rises to $300 a week and
per-capita income jumps to $75. But look what hap-
pens to average weekly earnings per worker—it de-

clines from $200 to $150. And if one of the children
were to join the work force, per-capita income would
increase again, while average earnings per worker
would probably drop further.

The greater role of women and youth in the labor
force has not been the sole cause for the sharp diver-
gence between the disposable income and the spendable
earnings series. The growing role of income transfer
payments has also given a boost to the disposable in-
come series. In addition, the disposable income series is
translated into dollars of constant purchasing power us-
ing the Personal Consumption Expenditures (PCE) defla-
tor. Hence, adjustments of the personal income series
for inflation have been somewhat less severe than those
which would have occurred had the Consumer Price In-
dex been used as a deflator, as is done in the spendable
earnings series.'* But the main factors in the post-1965
parting of the series are those illustrated by the hypo-
thetical family. In other words, much of the stagnation
of the spendable earnings series is attributable to events
which have resulted in increases in per-capita income.

Other issues

The statistical evidence and analogies presented in
this article confirm that the series on spendable earnings
for workers with three dependents has been under-



MONTHLY LABOR REVIEW January 1982 e The Spendable Earnings Series

estimating both the level and trend in the earnings of
such workers. But underestimation is not the only issue
surrounding the series; there are also problems of con-
ceptual and operational nature.

In a narrow sense, spendable earnings can be defined
as “‘take-home pay,” that is gross pay minus all deduc-
tions. In a broader sense, spendable earnings may be
defined as take-home pay plus those amounts which, al-
though deducted from one’s pay, are funneled into pro-
grams which are of direct benefit to the worker or his
or her family (medical insurance, for example). This
concept could also be stretched to cover deductions
earmarked for a fund on which the worker or the work-
er’s family have a high probability of drawing for future
consumption (for example, social security). However,
the same principle would certainly not apply as strongly
to that portion of earnings which are deducted (or
which the worker must eventually pay out) for Federal,
State, and local taxes, inasmuch as tax monies may be
spent on projects which do not necessarily bring direct
or indirect benefits to the persons from whose pay the
deductions are made. Yet another complication arises
from the treatment of the nonpecuniary benefits that
many workers now receive (paid vacations, health insur-
ance, dental insurance, and so forth). Clearly, the line
between what is “spendable” and what is “not spend-
able” in terms of one’s earnings is not at all obvious
and raises many issues. Following is a discussion of
some of these issues in light of the procedures which
have been used to translate gross earnings into spend-
able earnings.

Deductions {or liabilities) for State and local taxes
have not been considered in the spendable earnings
computation. While these taxes were not very significant
when the series was launched, they have grown rapidly
in the post-World War II period. For example, in 1950,
the average taxpayer paid less than 5 cents to State and
local governments for each dollar paid to the Federal
Government. But by 1980— “Proposition 13” and simi-
lar measures notwithstanding—the total personal in-
come taxes paid to States and local municipalities had
grown to 18 percent of the amount paid to the Federal
Government.'* And because the recently enacted reduc-
tions in Federal tax rates do not appear likely to be ac-
companied by similar declines in State and local rates,
the above ratio is almost certain to grow in the future.

Thus, in addition to the crucial measuring problems,
the fact that deductions for State and local taxes are ig-
nored in translating gross earnings into spendable earn-
ings raises a further question concerning the relevance
of the spendable earnings series. Unfortunately, estimat-
ing such taxes at the national level would be exceeding-
ly difficult, given that some States collect no personal
income taxes and that most others have varying rates.
Computation would be difficult even if the establish-

ment-based earnings data were accompanied by current-
ly nonexistent information on the family situation of
each worker.

Even the computation of Federal income taxes, as
used to construct the spendable earnings series, is based
on questionable assumptions. For example, weekly earn-
ings are annualized to compute the tax liabilities, and it
is thus assumed that the average production worker
works 52 weeks a year. Yet, we know that this is not
the case. It is also assumed that the worker with three
dependents for whom the tax burden is calculated has a
nonworking wife and is, thus, the sole worker in the
family. While this may have been the case 30 or 40
years ago, it is clearly not the rule today. At least half
of the wives of men in production and nonsupervisory
jobs are now working.'* Another assumption is that the
worker with three dependents would always take the
“standard deduction” in computing Federal taxes. Al-
though the proportion of taxpayers taking the standard
deduction (rather than submitting an itemized list) has
indeed been growing, there are still millions who do in
fact itemize deductions, thereby paying a lower tax than
they would had they taken the standard deduction. In-
ternal Revenue Service statistics for 1978 (the last year
for which such data are available) show that deductions
were itemized in 40 percent of the returns with adjusted
gross income ranging from $15,000 to $20,000—a
bracket that would include many of the workers with
three dependents. And, the higher the earnings brack-
ets, the higher the percentage of returns with itemized
deductions.’®

A final question of conceptual nature is whether it is
proper to treat a worker’s contributions to social securi-
ty as a tax. According to the U.S. Treasury Depart-
ment, a tax is a “compulsory payment for which no
special benefit is received in return.”'” Could this be said
of social security contributions? Although compulsory
for most wage and salary workers, these contributions
are made with definite expectations of benefits to be re-
ceived in the future. These contributions do, of course,
reduce the portion of earnings that is immediately
spendable, but so do deductions for medical insurance,
life insurance, and so on, and these have not been con-
sidered as reducing spendable earnings.

Can ‘spendable’ earnings be measured?

Could an accurate computation of the ‘“spendable”
portion of the earnings of workers with three depen-
dents (or any other number of dependents) be made if
there were a reliable measure of the gross or pretax
earnings of such workers?

Unfortunately, it is doubtful that a more useful and
accurate spendable earnings series could be constructed
from alternative sources of data, such as those from the
cPs. The cPs provides valuable information on the earn-




ings of individual workers and on the makeup of their
families, and this information could be used to make
more appropriate calculations of the tax burden of these
workers. But the CPS data are subject to other limita-
tions: they could not be used to construct a monthly se-
ries, as they are collected from only one-fourth of the
household sample each month and must be accumulat-
ed for several months before their statistical reliability
reaches acceptable standards. Perhaps the best role that
the CPS earnings data can play is to provide reliable
measures — based, perhaps, on annual averages — of the
year-to-year and long-term movement in the earnings of
specific groups of workers. More accurate estimation of
the Federal tax burden of workers may also be
attempted annually with CPS data. But even with the
additional information accompanying the CPS data, it

would be most difficult to accurately estimate State and
local taxes—and this would remain a glaring deficiency
in any meaningful measurement of spendable earnings.

IN SUMMARY, statistical evidence proves that, because
of the gradual change in the mix of workers, the spend-
able earnings series has become severely downward bi-
ased. Crucial questions also emerge regarding the
formula used to translate gross earnings into spendable
earnings. The fact that deductions for State and local
taxes have been ignored in the computation process
looms as an omission of growing importance and one
that is likely to become even more important in the fu-
ture, given current fiscal trends. In other words, enough
questions can be raised about the series to conclude
that it has probably outlived its usefulness. |
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" For a distinction between the Consumer Price Index and the Per-
sonal Consumption Expenditures deflator, see Jack E. Triplett, “*Rec-
onciling the CPI and the PCE Deflator,” Monthly Labor Review,
September 1981, pp. 3-15.

" Survey of Current Business, April 1981 (U.S. Department of Com-
merce), p. 17.

" An examination of CPS microdata for March 1980 revealed that
of the husbands in four-person families who were in production and
nonsupervisory jobs during 1980, about 60 percent had a wife who
also worked during the year.

"*See 1978 Statistics of Income: Individual Tax Returns, Publication
79 (U.S. Department of Treasury, Internal Revenue Service, 1981), p.
53.

" Quotation from The Wall Street Journal, Sept. 19, 1979.





