A REPORT
OoF THE HERITAGE CENTER
FOR DATA ANALYSIS

INcoME INEQUALITY: How
CeENsus DATA MISREPRESENT
INcoME DISTRIBUTION

RoBERT RECTOR, AND REA S. HEDERMAN

CDA-9907 September 29, 1999
L\
@ A .
“Heritage “Foundation,

214 Massachusetts Avenue, N.E.. Washington, D.C. 20002 . (202) 546-4400 . www.heritage.org



CDA99-07

September 29, 1999

INCOME INEQUALITY:
How CENSUS DATA MISREPRESENT
INCOME DISTRIBUTION

ROBERT RECTOR AND REA HEDERMAN

olitical debate on income in the United

States often has been characterized as

competition between two schools of
economic thought: one that focuses on the
long-term increase in general prosperity and
one that focuses on the equalization of existing
incomes. Proponents of the first approach have
much to hearten them; the long-term increase
in economic well-being in the United States
has been enormous. Today, the standard of liv-
ing for the average American is nearly seven
times higher than it was 100 years ago, after
adjusting for inflation.? The large gains in
prosperity have affected all Americans, includ-
ing low-income groups. At present, workers
earning the minimum wage comprise the low-
est-paid 2 percent of all employees. Yet today’s
minimum wage worker earns more, in real
terms, in a single day than a low-skilled

1

worker earned in an entire six-day workweek
at the turn of the century. In other words,
today’s minimum wage worker earns more in
eight hours than a low-skilled worker earned
in 70 or more hours a century ago.>

Despite this long-term improvement in liv-
ing conditions, interest in the alternative
approach focusing on the redistribution of
incomes remains strong. Indeed, the drive to
create greater economic and income equality
between the apparent haves and have nots has
been an enduring theme in the political realm
of the 20th century. For example, the desire to
level incomes was an important but deliber-
ately unstated goal behind Lyndon Johnson’s
launch of the War on Poverty# Since its initia-
tion in the mid-1960s, U.S. taxpayers have
spent $7.9 trillion on federal welfare programs,
often with lamentable social side effects. None-

1. David Mulhausen provided valuable assistance in the preparation of this report.

2. Per capita GNP in 1900 was $246. See U.S. Bureau of the Census, Historical Statistics of the United States: Colo-
nial Times to 1970, Part 1 (Washington, D.C.: U.S. Government Printing Office, 1975), Series F1-5, p. 224.
Prices adjusted by the Consumer Price Index (CPI-UX1). See Historical Statistics of the United States, Series E
135, pp. 210, 211, and The Economic Report of the President (Washington, D.C.: U.S. Government Printing

Office, February 1999), Table B-62, p. 398.

3. Jacob Riis, writing around 1890, described low-skilled workers earning $1.75 for a six-day week. After
adjusting for inflation, this comes today to about $31.50 per week, or $5.25 per day; the typical workday
would have been at least 12 hours. Minimum wage workers today earn $5.15 per hour, or $41.20 for an
eight-hour day. See Jacob A. Riis, How the Other Half Lives (New York: Dover, 1971), p. 184. How the Other

Half Lives was first published in 1890.

4. Nicholas Lehman, The Promised Land: The Great Migration and How It Changed America (New York: Alfred A.

Knopf, 1991), p. 131.
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Share of Total Income

U.S. Distribution of Income in 1997: Official Census Bureau Figures *

50% - 49.4%
40%
30% —
23.2%
20%
14.9%

10% — 8.9%

3.6%

Bottom Second Middle Fourth Top

Quintile Quintile Quintile Quintile Quintile
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theless, the pressure toward equalizing incomes
continues unabated, and the issues of economic
equality are intertwined with many other public
policy debates.

When considering questions of economic equal-
ity, policymakers should seek the following:

1. A clear understanding of the existing level of
income equality in society, and

2. An appreciation of the social and economic
forces that contribute to the existing inequality.

With these issues in mind, this report analyzes
the existing distribution of income in the United
States. The term “income” refers to new revenues
and economic resources received by individuals
and families during the course of a year. The distri-

bution of annual income is thus distinct from the
distribution of wealth, which refers to economic
assets saved from prior years.

Census Data. Discussions of income distribution
usually begin with annual data provided by the
U.S. Bureau of the Census. To measure income
distribution, the Census Bureau first ranks house-
holds from highest to lowest incomes. It then
divides American society into five groups, called
quintiles, and determines the share of total income
received by each quintile.

The official Census Bureau distribution of
income by quintile for 1997 is presented in Chart
1. The chart shows that 3.6 percent of total income
went to the lowest quintile, while the top quintile
received 49.4 percent.
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The Census analysis appears lucid and straight-
forward. However, the Census data are marred by
four problems that lead to an overstatement of the
level of economic inequality. These problems are:

e The conventional Census income figures are
incomplete and omit many types of cash and
non-cash income.

e The conventional Census figures do not take
into account the equalizing effects of taxation.

e The Census quintiles actually contain unequal
numbers of persons, a fact that greatly magni-
fies the apparent level of economic inequality.

« Differences in income are affected substantially
by large differences in the amount of work per-
formed in each quintile, yet these differences
in work effort are not acknowledged in Census
publications.

OVERVIEW OF INCOME
DISTRIBUTION

In this section, we will address the omissions
and shortcomings in the conventional Census
income distribution figures and show the actual
distribution of income once these corrections are
made. The analysis is based on data taken from the
Census Bureau’s Current Population Survey (CPS)
from March 1998 (covering incomes for 1997).°
In order to increase understanding of the correc-
tions made, the adjustments are presented in four
separate stages. We first discuss each stage briefly;
in the subsequent sections, we discuss each stage
in greater detail. The effects of the adjustments in

each stage are shown in Chart 2 and Chart 3. The
stages are as follows:

STAGE 1: Reporting Conventional Census Data.
Stage 1 presents conventional Census Bureau
income distribution statistics based on pre-tax
“official money income” and demographically
unequal quintiles. Many policymakers and
members of the press rely heavily on these
income distribution statistics (also shown in
Chart 1).6 They serve as the basis for compari-
son to the corrected figures described in Stages
2, 3, and 4.

STAGE 2: Adding a More Complete Count of
Income and Taxes. The conventional money
income figures presented in Stage 1 exclude
many types of income and compensation
received by families and individuals, as well as
the effects of taxes in reducing income. Stage 2
corrects for these omissions by making the fol-
lowing adjustments.

e The value of realized capital gains is added
to income.’

e The value of welfare benefits such as food
stamps, public housing, the school lunch
program, and the earned income tax credit
are added,? as are the value of employee
health benefits and the insurance values of
Medicaid and Medicare benefits.?

» Federal income taxes, property taxes, state
income taxes, and Social Security payroll
taxes are then subtracted from family
income.

5. The authors used data from the Current Population Survey, March 1998, Annual Demographic File, CD-ROM version.

6. The Census Bureau does publish income distribution data based on expanded definitions of income in technical tables
in some publications; however, these tables, which offer 17 alternative definitions of income, are bewildering even to
professionals in the field. In its texts describing inequality, and in the briefing materials given to the media, the Census
Bureau continues to promote the conventional figures shown in Stage 1 of this report.

7. For information on adjustments made to compensate for the top coding of capital gains, see the Methodological

Appendix.

8. The values of school lunch and public housing subsidies represent the net government expenditure or subsidy to the

individual.

9. The insurance value of Medicaid and Medicare (also called the market value) equals the average net government outlay
for persons of a specific risk class within a given state. The risk classes used are elderly, disabled persons, non-disabled
adult, and non-disabled child. Under this approach, the value of Medicaid or Medicare equals the average cost to the
government of medical services provided to a given class of persons; it does not report specific medical expenditures

for particular individuals.
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Corrected Distribution of Income in the United States: 1997

Share of Total Income
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I Stage 3: Comprehensive Post-Tax Income and Quintiles Corrected
so that Each Contains 20% of Population

bottom quintile rises from 3.6 percent to 5.6
percent. The share of the top quintile falls from
49.4 percent to 45.3 percent.

In each case, the value of the benefits or
income added and taxes subtracted for each
family has been taken directly from the CPS.10
(The Census Bureau collects these data but

does not incorporate them into its official STAGE 3: Adjusting Quintiles to Contain Equal

money income totals.)

We label family income adjusted in the man-
ner we describe above as “comprehensive post-
tax income.” The effects on income distribu-
tion figures that result from replacing official
money income (Stage 1) with comprehensive
post-tax income (Stage 2) are shown in Chart
2. The share of total income received by the

Numbers of Persons. The largest flaw in the
Census income distribution data is that its
income “quintiles” do not contain equal fifths
of the U.S. population, but are in fact unequal
in size.1! Indeed, in reality the top Census
“quintile” contains not 20 percent of the popu-
lation but 24.3 percent, while the bottom
quintile contains only 14.8 percent of the pop-
ulation. The top quintile has 65 percent more

10. However, the top-coded adjustments to capital gains are taken from IRS data, as noted in the Methodological Appen-
dix.

11. The reason for this is that Census counts “households” rather than people, but households in the bottom “quintile” are
small and have few people or adult earners in them, while households in the top of the income distribution scale have
many more people in them. This is discussed more fully in the section entitled “Detailed Analysis: Population and
Income Distribution.”
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Distribution of Income in the United States If Working Age
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Note: * Stage 4—Comprehensive post-tax income and quintiles corrected so that each contains 20% of
population; working age adults in each quintile assumed to work the same average number of hours.

persons than does the bottom quintile. With
conventional Census figures, the bottom
“quintile” is hollow, representing far less than
one-fifth of society; by contrast, the top “quin-
tile” is overpopulated, containing far more
than one-fifth of persons, workers, and work
effort. Naturally, the demographic imbalance
between the quintiles has a considerable effect
on the apparent income imbalance between
them.

Stage 3 uses the comprehensive post-tax
income data developed in Stage 2 and then
makes a demographic adjustment so that each

income quintile in fact contains one-fifth of the
population.t? This adjustment ensures that the
economic status of each individual in the pop-
ulation is treated as having equal value or
importance. By contrast, individuals are not
treated equally in the current Census methods;
in general, individuals in married couple fami-
lies are underrepresented by the Census data
and treated as less significant than single per-
sons or people in single-parent families.

The effects of the Stage 3 demographic cor-
rections are shown in Chart 2. The share of
income of the adjusted bottom quintile rises to

12. To make this adjustment, the rank order of households by income was left unchanged, but the income boundaries of
the quintiles were shifted until an equal number of persons fell within each quintile. For example, in order for the bot-
tom quintile to contain 20 percent of the population, the upper-income threshold of the quintile was shifted upward
from $18,985 to $23,124. Expanding the income boundary resulted in more persons being included within the quin-

tile.
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9.4 percent, while the income of the top quin-
tile falls to 39.7 percent. The adjustment of the
underreporting of income received by the low-
est quintile of the population is particularly
important. With 9.4 percent of total income,
the actual share of income for this quintile is
nearly three times higher than the conven-
tional Census figures show.

STAGE 4: Explaining the Remaining Variance—
Hypothetical Equalization of Work Performed.
Even after the quintiles are adjusted to contain
equal numbers of persons in Stage 3, there
remains an enormous difference in the amount
of work performed within each corrected
quintile. The annual number of hours of
employed labor in the top quintile is still
nearly twice that in the bottom quintile. This
imbalance in work certainly can be expected to
contribute to an imbalance in income.

Stage 4 analyzes the effects of the imbalance
of work on the distribution of income.22 It
incorporates changes from Stage 2 and Stage 3
and then makes a hypothetical adjustment so
that working age adults (ages 18 to 64) in each
quintile are assumed to all perform the same
average number of hours of paid work.* This
adjustment naturally reduces the work per-
formed and earnings in higher quintiles and
increases work and earnings in the lower quin-
tiles. Chart 3 shows the hypothetical distribu-
tion of income that would occur if working age
adults in each quintile performed the same
average number of hours of annual paid
labor.1® The share of income for the bottom
quintile rises from 9.4 percent to 12 percent,

while the share of the top quintile falls from
39.7 percent to 36.7 percent.

Comparison of the Top and Bottom Quintiles.
These adjustments make a great difference in the
measure of apparent income inequality. For exam-
ple, under conventional Census figures (Stage 1),
the top “quintile” accounts for some $2.5 trillion
in income in 1997, while the bottom quintile has
only $181 billion. Thus, the top quintile is shown
as receiving $13.86 in income for every $1.00 in
the bottom. However, once incomes are more
completely counted and taxes are considered (in
Stage 2), the ratio drops considerably—to $8.05
for every $1.00 of income.

But even this lower ratio continues to reflect the
fact that the Census datas top “quintile” is seri-
ously overpopulated, while the bottom is under-
populated. Once the quintiles are adjusted to
contain equal numbers of persons, the ratio of
incomes of the top to the bottom quintile drops to
$4.23 to $1.00 (as shown in Chart 4). Moreover,
even this difference is due in large part to the fact
that working age adults in the top quintile work
twice as many hours as those in the bottom. If
such adults worked the same number of hours, the
income ratio would fall to around $3.07 to $1.00.

Comparison of the Top and Bottom Halves.
Chart 5 shows similar data for the top and bottom
halves of the population. According to conven-
tional Census measurement methods, the top half
of society received $4.1 trillion, or 81 percent of
total income, in 1997. The bottom half of society,
by contrast, received $973 billion, or 19 percent of
the total. As stated previously, the Census figures
exclude major types of income and compensation

13. It is important to recognize the difference between the corrections in Stage 2 and Stage 3 and the hypothetical adjust-
ment in Stage 4. Stages 2 and 3 are intended to clarify the real distribution of income in the United States by correcting
for omitted income and taxes and the misallocation of population between the quintiles. These corrections provide a
clearer picture of the distribution of income as it really exists. By contrast, Stage 4 is intended to demonstrate the
effects of the imbalance of work on income distribution. This is accomplished by hypothetical adjustment showing the
effects on income within a quintile if work hours were more nearly equalized. This is a hypothetical adjustment only;
it shows what the distribution of income would be if work were equalized between quintiles. It does not contend that,

in reality, work is so equalized.

14.In Stage 4, we have adjusted only the amount of earnings in each quintile, but we continue to count all of the non-wel-
fare income, including interest, dividends, pensions, and welfare, as before.

15. Even with this labor adjustment, the amount of work performed in the top and bottom quintiles will not be exactly
equal since the top quintile (even after the Stage 3 demographic adjustment) still contains 20 percent more working

age adults than the bottom quintile.
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Ratio of Income of Top Income Quintile to Bottom Income Quintile
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Ratio of the Income of the Top Half of Society Relative to the Bottom Half
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and ignore taxes. Even more critically, under Cen-
sus procedures, the top “half” contains not 50 per-
cent of the population but 57.8 percent. The
Census Bureau’s top “half” contains 63 percent of
working age adults who, in turn, perform 71 per-
cent of the paid labor in the economy.

With a more accurate count of post-tax incomes
and an adjustment so that the top half contains 50
percent of the population, the annual income
received by the top half falls to $3.2 trillion while
the share of the bottom half rises to $1.4 trillion.
Thus, the conventional Census figures overrepre-
sent the income available to the more affluent half
of society by nearly $1 trillion. The share of total
income received by the top half falls from 81 per-
cent to 70 percent.

As Chart 6 shows, the Census Bureau represents
the top half of society receiving $4.24 in income

for every $1.00 received by the bottom half. In
reality, the correct figure is $2.28 for every $1.00.
The real level of inequality in the economy is effec-
tively half that represented by the conventional
Census figures.

The revised level of income equalization in the
United States is quite surprising. Even after the
Stage 3 population adjustments, the more affluent
half of the population still provides 59.5 percent of
the hours of work in the overall economy. More-
over, the top half contains the bulk of the most
skilled and productive laborers and provides most
of the vital investment in plant equipment, which
IS necessary to sustain the prosperity of all Ameri-
cans. Given these realities, the 70 percent share of
post-tax income going to the most affluent half of
society seems remarkably low; it is striking evi-
dence of the high degree of income equalization
already occurring in American society.
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DETAILED ANALYSIS:
UNDERREPORTING OF INCOME
AND OMISSION OF TAXES

The conventional Census income distribution
data are based on the concepts of “money income.”
Money income includes earnings, interest, divi-
dends, rents, Social Security retirement benefits,
pension or retirement income, survivors benefits,
disability benefits, veterans benefits, workers’
compensation, alimony, and some cash welfare
benefits. Despite this list, it is now widely
acknowledged that the Census Bureaus money
income figures grossly underreport the economic
resources available to Americans.'® For example,
the aggregate “money income” figures reported by
the Census Bureau in 1996 equaled only 70 per-
cent of the comparable personal income figures
reported in the U.S. Department of Commerce’s
National Income and Production Accounts (NIPA)
that serve as the basis for measuring the gross
national product.t’

The Census Bureau’s annual Current Population
Survey (CPS), which serves as the basis for its
income distribution data, collects data on the
receipt of many additional types of income beyond
those included under “money income.” These
additional income data, however, are excluded
from Censusss official income distribution figures,
which are based on money income only. The Cen-
sus Bureau does publish data using expanded con-
cepts of income in technical tables in some
publications; however, these tables, which offer 17
alternative definitions of income, are bewildering
even to professionals in the field. Yet in its texts
describing inequality, and in briefing materials
given to the press, the Census Bureau continues to
promote figures based on limited “money income.”

As a result, nearly all discussions of income ine-
quality in the popular media and among policy-
makers and government officials rely on data that
can be misleading.

Fortunately, the additional income data col-
lected in the Current Population Survey are made
available to researchers in electronic form, and we
have used these data as the basis for the analyses
provided in this report.

Table 1 shows the effects of incorporating a
more complete count of income and taxes. (This is
the same as the Stage 2 adjustment made earlier,
except that the adjustments are shown in greater
detail.) First, capital gains and losses are added
(Stage 2A). This adjustment raises total annual
income by some $200 billion and increases
income inequality. Next, employee health benefits
and government transfers are added (Stage 2B).
Government transfers include the earned income
tax credit, food stamps, school lunch programs,
public housing, Medicaid, and Medicare. Medicaid
and Medicare benefits are counted at their insur-
ance or market value, which equals the average
government expenditures on benefits to individu-
als in specific age and risk categories. These
adjustments add nearly $500 billion to the total
annual income and decrease income inequality.
Finally, the effects of federal income tax, state
income tax, property taxes, and Social Security
taxes are shown in Stage 2C. This adjustment
reduces annual total income by some $1.2 trillion
and markedly decreases inequality. We have
termed these figures in Stage 2C “comprehensive
post-tax income.” They are the same as the com-
pleted Stage 2 figures presented in Chart 2 and
elsewhere in this report.18

16. See D. T. Slesnick, “Gaining Ground: Poverty in the Postwar United States,” Journal of Political Economy, Vol. 101, No. 1

(1993), pp. 1-38.

17. The undercount of income in the CPS results from both the underreporting of the types of income included in the
Census definition of money income and the exclusion of other important sources of income from the money income
definition. For a more detailed discussion of CPS underreporting, see Robert Rector, Kirk Johnson, and Sarah Youssef,
“The Extent of Material Hardship and Poverty in the United States,” Review of Social Economy, September 1999.

18. The “Comprehensive Post-Tax Income” figures of Stage 2 are the same as the Census Bureau’s income definition 14,
except that Census employs a “fungible method” for valuing Medicaid and Medicare. The fungible method begins with
the insurance value of benefits and then arbitrarily reduces the value of benefits received by lower-income persons.
This technique, which assigns one value to benefits received by the middle class and a reduced value to the same ben-
efits received by lower-income persons, is obviously inappropriate for the measure of income distribution.
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Lowest Quintile
Second Quintile
Middle Quintile
Fourth Quintile
Highest Quintile
Total

Lowest Quintile
Second Quintile
Middle Quintile
Fourth Quintile
Highest Quintile
Total

Lowest Quintile
Second Quintile
Middle Quintile
Fourth Quintile
Highest Quintile
Total

Lowest Quintile
Second Quintile
Middle Quintile
Fourth Quintile
Highest Quintile
Total

Lowest Quintile
Second Quintile
Middle Quintile
Fourth Quintile
Highest Quintile
Total

Percent of
Total Income

3.56%
8.90%
14.94%
23.23%
49.37%
100.00%

Percent of
Total Income

343%
8.60%
14.49%
22.61%
50.87%
100.00%

Percent of
Total Income

477%
9.53%
14.81%
22.30%
48.58%
100.00%

Percent of
Total Income

5.62%
10.75%
15.79%
22.52%
45.31%

100.00%

Percent of
Total Income

9.38%
13.31%
16.51%
21.15%
39.65%

100.00%

Analysis of Income Quintiles

Total Income
in Quintile

$181,152,718,115
$453,283,241,970
$761,306,772,416
$1,183419,711,503
$2,515413170,779
$5,094,575,614,782

Total Income
in Quintile

$181,715,877 556
$455,853,855,756
$768,114,878,636
$1,198,645,014,190
$2,696,577,651,520
$5,300,907,277,658

Total Income
in Quintile
$275,720,861,920
$550,452,786,064
$855,731,332,557
$1,288,324,353,881
$2,805,965,998,047
$5,776,195,332,469

Total Income
in Quintile

$259,001,624,057
$495,162,707,613
$727,196,293,390
$1,037,218,231,837
$2,086,203,806,239
$4,604,782,663,136

Total Income
in Quintile

$431,766,604,993
$612,757,951 514
$760,273,306,035
$974,018,853,970
$1,825,965,946,623
$4,604,782,663,136

Lower Limit
of Quintile

$0
$15,400
$29,204
$46,000
$71,705

Lower Limit
of Quintile

$0
$15,462
$29,412
$46,400
$73,100

Lower Limit
of Quintile

$0
$20,336
$33,707
$50,709
$77,722

Lower Limit
of Quintile

$0
$18,986
$29,376
$42,041
$60,603

Lower Limit

of Quintile

$0
$23127
$34,650
$47,676
$66,501

Upper Limit
of Quintile

$15,396
$29,200
$45,996
$71,700

NA

Upper Limit
of Quintile

$15,460
$29,406
$46,397
$73,097

NA

Upper Limit
of Quintile

$20,335
$33,704
$50,706
$77,721

NA

Upper Limit
of Quintile

$18,985
$29,375
$42,038
$60,599

NA

Upper Limit
of Quintile

$23124
$34,649
$47,673
$66,496

NA

Persons
in Quintile

39,187,685
46,643,865
53,508,972
60571,132
64,154,445
264,066,099

Persons
in Quintile

39,199,810
46,627,592
53,828,391
60,456,576
63,953,729
264,066,099

Stage 2B: Equals Stage 2A Plus Government Non-cash Transfers, EITC and Employee
Health Benefits; Unequal Numbers of Persons in Quintiles

Persons
in Quintile
37,257,056
46,819,164
55,025,768
60,718,178
64,245,933

264,066,099

Stage 2C Comprehensive Post-Tax Income: Equals Stage 2B Less Taxes; Unequal
Numbers of Persons in Quintiles

Persons
in Quintile
35,275,989
46,928,017
55,069,301
60,885,127
65,909,664

264,066,099

Stage 3: Equals Stage 2C and Adjustment to Provide Equal Numbers of Persons in Quintiles

Persons
in Quintile

52,884,659
52,746,569
52,739,921
52,832,030
52,862,920
264,066,099

Stage 1: Conventional Census Data, Pre-Tax Money Income and Unequal Numbers of Persons in Quintiles

Percent of
Population

14.84%
17.66%
20.26%
22.94%
24.29%
100.00%

Stage 2A: Equals Stage 1 Plus Capital Gains and Losses; Unequal Numbers of Persons in Quintiles

Percent of
Population

14.84%
17.66%
20.38%
22.89%
24.22%
100.00%

Percent of
Population

14.11%
17.73%
20.84%
22.99%
24.33%
100.00%

Percent of
Population

13.36%
17.77%
20.84%
23.06%
24.96%
100.00%

Percent of
Population

20.03%
19.97%
19.97%
20.01%
20.02%
100.00%

10
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Percent of Population in Each Income Quintile:
Official Census Figures for 1997
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DETAILED ANALYSIS: POPULATION
AND INCOME DISTRIBUTION

When decisionmakers, journalists, and the pub-
lic view the governments official income distribu-
tion figures, there is a common and implicit
assumption that the quintiles contain equal shares
of the population. After all, the notion that we
should measure “inequality” by comparing the
aggregate incomes of groups that are, themselves,
unequal in size is at best confusing. However, as
noted, the official Census income “quintiles” do
not contain equal shares of the population, and
this fact skews the Census Bureau’s measure of
income distribution.

No one would think it valid to measure inequal-
ity between New York State and Delaware by sim-
ply comparing the aggregate incomes in the two
states. In such a comparison, income differences
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would mainly reflect vast differences in state popu-
lations. But the Census Bureau makes precisely
this sort of unbalanced comparison whenever it
compares quintiles of unequal size.

Chart 7 shows the percent of the population
contained within each Census “quintile.” While
the middle quintile does contain roughly one-fifth
of the population, the others do not. The high dis-
parity in population between the highest-income
and lowest-income quintiles is of particular inter-
est. While the top quintile contains 24.3 percent of
the population, the bottom quintile contains only
14.8 percent. In raw numbers, there are 64.2 mil-
lion persons in the top quintile, compared with
39.2 million in the bottom quintile. Thus, for
every person in the lowest quintile, there are 1.64
persons in the top. This imbalance in population is
a major factor contributing to the apparent levels
of inequality in Census Bureau figures.
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The Census Bureau quintiles are unequal in size
because they are based on a count of households
rather than persons. A household is defined as a
person or group of persons living in a single hous-
ing unit. In the United States, high-income house-
holds tend to be married couples with many
members and earners. Low-income households
tend to be single persons with little or no earnings.
It should be no surprise, then, that the average
household in the Census Bureau’s top quintile con-
tains 3.1 persons, while the average household in
the bottom quintile contains 1.9 people. Overall,
54.9 percent of the households in the bottom
quintile have only one person compared with 7
percent in the top quintile.
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Although the disparity in the population sizes of
the Census quintiles is striking, an analysis of the
types of individuals in each quintile reveals even
greater disparity. Chart 8 shows the number of
people in each official quintile divided into age
categories: children (under 18), elderly (over age
64), and working age adults (ages 18 to 64). The
elderly comprise about one-tenth of the total pop-
ulation. Elderly persons are generally retired and
thus tend to have lower incomes than families
headed by working adults. It should be no sur-
prise, then, that the lowest three official quintiles
contain the bulk of elderly persons. Children, by
contrast, are more abundant in the higher-income
quintiles. For example, the top two quintiles con-
tain some 34 million children, compared with 24
million in the bottom two quintiles.
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& chart9 CDA99-07
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However, the greatest differences occur among
working age adults. The highest official quintile
has 2.4 working age adults for each such adult in
the bottom quintile. In fact, the 44.1 million
working age adults in the top quintile by them-
selves outnumber the entire population (adults,
elderly, and children combined) of the bottom
quintile. The number of working age adults in the
top quintile alone is greater than the number of
such adults in the lower two quintiles combined.

The high-income and low-income quintiles con-
structed by Census differ radically in population
and age as well as family structure, which signifi-
cantly affects the amount of income in each quin-
tile. The Census practice of measuring inequality
by comparing aggregate incomes between “quin-
tiles” that contain widely differing numbers of per-
sons can be extremely misleading. A far clearer
picture of income inequality can be obtained by
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adjusting the quintiles so that each actually con-
tains 20 percent of the population. The large
effects of equalizing the number of persons within
each quintile (in Stage 3) are shown in Chart 9.
Natural differences between the quintiles still
exist; the bottom quintile has more elderly persons
and fewer working age adults than the other quin-
tiles. But these differences are quite modest com-
pared with those shown in Chart 8.

It appears obvious that the quintiles shown in
Chart 9 offer a fairer basis for comparing income
equality that the official unbalanced “quintiles” in
Chart 8. To a large degree, the relative poverty of
the Census Bureaus official bottom quintile shown
in Chart 8 results from the simple lack of people
within the quintile rather than from economic fac-
tors. By contrast, differences in incomes between
the quintiles in Chart 9 will be the result mainly of
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economic factors rather than of mere differencesin is affected by marital status.?® As Chart 10 shows,

the size of the quintiles.19 only about 30 percent of all persons in Census’s
bottom quintile live in married couple families; the

Rich and Poor, Married and Unmarried. One rest either live in single-parent families or reside
frequently overlooked dimension of the gap alone as single individuals. In the top quintile, the

between the “rich” and the “poor” is how much it situation is reversed: Some 90 percent of persons

19. It can be argued reasonably that larger multi-person households have certain economies of scale that are not available
to single-person or smaller households. It is cheaper for two persons to live together than to live separately. Thus, a
married couple living together with an income of $40,000 might be said to have a higher standard of living than two
individuals living separately with incomes of $20,000 each. However, the economies of scale of larger households do
not justify giving the persons living in such households lower weight or importance in measuring income distribution,
as is done with the Census quintile allocation. If the goal is not to measure income per se, but rather to measure the
consumer utility derived from income, then making allowance for the economies of scale implicit in larger families is
reasonable. The best procedure for doing this would be to adjust family income by an economy of scale factor. This
can be done, for example, by dividing the family income by the official poverty income thresholds. (The thresholds are
themselves adjusted to take account of economies of scale in large households.) Ranking households by the ratio of
comprehensive post-tax income to the appropriate poverty threshold for the family produces distribution of income
figures that are considerably more equal than the official Census figures but less equal than the data from Stage 3 of
our analysis. The ratio of income in the top to bottom quintiles is $7.31 to $1.00. Additional data on this are available
upon request from the authors.

20. For a brief review of new research on marriage and income inequality, see “Poor and Single,” The Economist, January
16, 1999.
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live in married couple families. In this case, equal-
izing the numbers of persons within the quintiles
makes little difference; even after each quintile is
adjusted to contain the same number of persons,
85 percent of persons in the top quintile continue
to live in married couple families compared with
one-third in the bottom.

The prevalence of marriage in the higher quin-
tiles and its near absence in the bottom quintile
should not be a surprise. Marriage provides the
opportunity to bring two incomes into the home.
Equally important, married parents tend to have
higher levels of ability and skill than do non-mar-
ried parents. This is particularly true in the case of
never-married mothers. Today, one child in three is
born out of wedlock to mothers who have, on
average, very low levels of math and verbal ability.

The collapse of marriage among the less capable
members of society has tended to magnify pre-
existing tendencies toward inequality. Research by
Robert I. Lerman of the Urban Institute has shown
that half the increase in income inequality in
recent years is a product of the growth of single
parenthood.??

DETAILED ANALYSIS:
INEQUALITY OF INCOME AND
INEQUALITY OF WORK

As noted, the official Census Bureau income
quintiles contain unequal shares of the population.
However, even greater inequality results from the
amount of work performed within each quintile.
Chart 11 displays the official Census quintiles

21.Robert I. Lerman, “The Impact of the Changing US Family Structure on Child Poverty and Income Inequality,” Eco-

nomica, May 1996, pp. S119-5139.
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again. It shows both the percentage of working age
adults (ages 18-64) in each quintile and the per-
centage of total hours of work performed by the
quintile. The bottom official quintile contains only
11.5 percent of working age adults and only 5.6
percent of all hours of work performed in the
economy in 1997. By contrast, the top quintile
contains 27.6 percent of working age adults and
nearly one-third of all the hours of labor per-
formed. There are nearly five hours of paid work
performed in the Census top quintile for every
hour of work performed in the bottom quintile.

Thus, not only do the lower-income quintiles
have fewer working age adults, but each adult on
average performs significantly fewer hours of work
than his counterparts do in the higher quintiles.
Chart 12 shows the average number of hours of
work per week per working age adult for each

16

quintile. While there are 14.4 hours of work per-
formance for each working age adult in the bottom
quintile, the comparable number in the top quin-
tile is 34.6 hours. On average, non-elderly adults
in the Census Bureau’s top quintile tend to per-
form almost three times as much labor as those in
the bottom quintile.

Chart 13 shows similar data after the quintiles
are adjusted to contain equal numbers of persons
(Stage 3). The share of working age adults in the
bottom quintile rises dramatically from 11.5 per-
cent to 18.5 percent. The share of work performed
in the bottom quintile more than doubles, rising
from 5.6 percent to 13.1 percent. These large
changes underscore the degree to which apparent
inequality is a direct result of the arbitrary popula-
tion imbalance between Census quintiles.
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R Chart13 CDA99-07
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Of course, even after the quintiles are adjusted
to contain equal numbers of persons, large differ-
ences in the amount of work performed remain.
As Chart 13 shows, the amount of hours of work
in the top quintile is nearly twice that in the bot-
tom quintile. This is, in part, a result of the fact
that the top quintile still contains roughly one-fifth
more working age adults than does the bottom
quintile, even after the Stage 3 demographic
adjustment. Even more important, however, is the
continuing difference in the average number of
hours worked by adults. After the Stage 3 adjust-
ment, non-elderly adults (ages 18-64) in the top
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quintile work, on average, 34 hours per week
compared with 21 hours in the bottom quintile
(see Chart 14).

In addition, the workers in the top quintile tend
to be more highly skilled and better paid. The
average education level of working age household-
ers in the top quintile is four years greater than
those in the bottom quintile. Thus, income ine-
quality in the United States is intensified by the
fact that more highly skilled and more productive
workers tend to work more while low skilled
workers work less.
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CONCLUSION Of particular importance is the fact that Census

An accurate measurement of income distribu-
tion should meet three criteria:

1. It should utilize the most accurate and com-
plete income data available.

2. It should take into account the effects of taxes.

3. It should treat all persons as having equal
value and importance within the system of
measurement.

The conventional Census Bureau measurement
of income distribution fails on all three tests of
accuracy.
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does not treat all persons equally, but “weights” its
data to give far greater significance to some per-
sons than it does to others. When decisionmakers,
journalists, and the public view Census income
distribution figures, most will assume implicitly
that the so-called quintiles contain equal shares of
the population. After all, the idea that we should
measure “inequality” by comparing the total
incomes of groups that are themselves substan-
tially unequal in size is, at best, perplexing. But the
Census quintiles do not contain equal numbers of
persons. The lowest income quintile is signifi-
cantly underpopulated while the top quintile is
overpopulated. This fact dramatically skews the
apparent distribution of income, making it appear
less equal in the United States than it actually is.
Moreover, the critical fact that the quintiles do not
contain equal numbers of persons is not revealed
in Census reports.
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The limitations in the Census measurement of
income distribution lead to a considerable exag-
geration of income inequality. According to normal
Census data, the top quintile of society in 1997
had $13.86 of income for every $1.00 received by
the bottom quintile. However, if incomes and
taxes are counted more completely, and if the
quintiles are adjusted to contain equal numbers of
persons, then the ratio of the incomes of the top to
the bottom quintile drops to $4.23 to $1.00.
Moreover, the remaining difference is due in a
large part to the fact that working age adults in the
top quintile work almost twice as many hours, on
average, as those in the bottom quintile. If such
adults worked the same number of hours, the ratio
of incomes would fall to around $3.18 to $1.00.

Differences in income in the United States are
the natural result of vast differences in ability and
behavior between individuals. In general, those
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persons at high income levels tend to be married,
to work large numbers of hours per year, to have
high levels of skill and productivity, and to provide
higher levels of savings and investment necessary
to sustain the overall prosperity of the economy. By
contrast, individuals in the lowest income quintile
tend generally to be non-married, to work little,
and to have lower levels of skill and productivity.
Despite these factors, the average per capita
income within the bottom quintile remains over
$8,000 per year, which is slightly higher, in infla-
tion-adjusted terms, than the average per capita
income in the whole society at the beginning of
World War II.

—Robert Rector is Senior Research Fellow at The
Heritage Foundation. Rea Hederman is a Policy Ana-
lyst in the Center for Data Analysis at The Heritage
Foundation.
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Methodological Appendix

This paper examines the distribution of income
and income inequality with data extracted from
the March Current Population Survey of 1998.
Like the Census Bureau, this report studies income
at the household level. Group quarters are not
included in this survey. The authors also used data
extracted from the Internal Revenue Service’s Pub-
lic Use File for 1995 (IRS SOI), containing a sam-
ple of actual tax returns designed to replicate the
total tax returns received by the IRS. In general,
this study does not account for the underreporting
of income to the Census Bureau.

Post-Tax Income. Comprehensive post-tax
income includes money income plus realized capi-
tal gains, the earned income tax credit, employer-
provided health insurance, school lunch benefits,
food stamp benefits, government rent subsidies,
and Medicaid and Medicare benefits. Federal and
state income taxes, payroll taxes, and property
taxes are subtracted. Income variables that were
only given at the family or person level were aggre-
gated to the household level. Thus, all FICA taxes
paid by a household were added together by per-
son and then subtracted from the households final
income. Food stamps and other family-level
income data were treated in the same manner.

“Comprehensive post-tax income” is very simi-
lar to the Census income “definition 14,” as
described in the Census Bureau’s Current Popula-
tion Reports, Income, Poverty and Valuation on Non-
cash Benefits, except that it employs the basic
market or insurance value for Medicaid and Medi-
care without the “fungible” adjustment.?? The
insurance value of Medicaid and Medicare (also
called the market value) equals the average net
government outlay for persons of a specific risk
class within a given state. The risk classes used are
elderly, disabled persons, non-disabled adult, and
non-disabled child. Under this approach, the
value of Medicaid or Medicare equals the average
cost to the government of medical services pro-
vided to a given class of persons; it does not report

specific medical expenditures for particular indi-
viduals.

The fungible method of valuing Medicare and
Medicaid begins with the insurance value of bene-
fits but then alters the values based on the family’s
income class. The full insurance value is assigned
to benefits received by the middle class, but a
lower value or zero value is assigned when the
same benefits are received by a low-income house-
hold. The fungible adjustment was devised for the
measurement of poverty, not income distribution.
In measuring poverty, it is used to determine
whether a household’s income should be consid-
ered above the poverty threshold. However, the
fungible adjustment, which deliberately reduces
the value of benefits received by low-income
groups, is not appropriate for the measure of
income equality that seeks to compare the eco-
nomic resources of one household relative to oth-
ers. The fungible adjustment results in a
substantial undercounting of government transfers
to low-income groups.

Top Coding. An adjustment was made to com-
pensate for the Census Bureau’s “top coding”
restriction. Top coding limits the maximum value
of capital gains reported in the CPS to $99,999.
With normal CPS data, capital gains values that
exceed this limit are simply reported as $99,999.
In order to obtain a more thorough estimate of
high levels of capital gains income, we have
replaced those capital gains values subject to the
top coding restriction with higher values taken
from Internal Revenue Service data. This adjust-
ment was made in the following manner: The
1995 Statistics of Income file of the IRS was used
to determine the mean amount of capital gains
income for those returns which reported capital
gains income above $99,999. This value was
adjusted to 1997 dollars and substituted for each
of the CPS capital gains values subject to the top
code restriction. These adjustments mainly
increase reported incomes in the top quintile.
There also are some other top coding problems,

22.U.S. Bureau of the Census, “Money Income in the United States: 1997 (With Separate Data on Valuation of Noncash
Benefits),” Current Population Reports, P60-200 (Washington, D.C.: U.S. Government Printing Office, 1998), p. 49.
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notably limits on the amounts of earnings and
taxes reported. However, no other top coding
adjustments were made in this study.

Ranking. Adjustments to income in Stage 2 were
performed at the level of individual households.
After each adjustment, the households were re-
ranked based on their new income figures. House-
holds then were weighted according to the CPS
household weight variable. The Stage 4 adjust-
ments are more general; earnings were adjusted at
the quintile level based the aggregate earnings and
average labor data within the quintile.

Additional Missing Income. Although the com-
prehensive income figures shown in Table 1 are a
substantial improvement over conventional Cen-
sus money income data, they still fall short of real
income in the United States economy. This short-
fall is due to serious underreporting of incomes in
the basic annual Census survey instrument, the
Current Population Survey (CPS). Even the most
comprehensive measure of pre-tax income from
the CPS, which reaches $5.77 trillion (in Stage
2B), still falls short of personal income figures in
the Commerce Department’s National Income and
Product Accounts (NIPA) by some $1.5 trillion.

Clearly, the incorporation of this additional
unreported income could skew the measure of
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income distribution significantly. Correction for
this additional underreporting is beyond the scope
of the current analysis but will be the subject of
future research at The Heritage Foundation. At
present, we can only list the types and magnitudes
of unreported income and offer tentative sugges-
tions on their impact on income distribution. The
largest amount of income unreported in the CPS is
some $900 billion in interest, dividends, and rent,
which would accrue disproportionately to the
higher-income and middle-income quintiles.
However, some $300 billion in government trans-
fers and benefits is also unreported; these funds
would be concentrated in the lower two quintiles.
Some $300 billion in self-employment income is
unreported; this shortfall is mainly income in the
informal service sector and would accrue largely to
the lower half of the population. Finally, there is
over $150 million in pension and retirement
income that is reported to the IRS but does not
appear in the CPS; this would accrue largely to the
lower and middle quintiles. Clearly, there is sub-
stantial unreported income in both the top and
bottom halves of the income distribution. If all this
income were reported accurately in the Current
Population Survey, it is uncertain whether this
would significantly raise or lower the levels of ine-
quality reported in this paper.
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Lowest Quintile
Second Quintile
Middle Quintile
Fourth Quintile
Highest Quintile
Total

Lowest Quintile
Second Quintile
Middle Quintile
Fourth Quintile
Highest Quintile
Total

Analysis of Income Quintiles

Mean Income  Percent of Total Income Lower Limit Upper Limit Persons
in Quintile  Total Income in Quintile of Quintile of Quintile in Quintile
$8,837 356%  $181,152,718115 $1539 39,187,685
$22,097 890%  $453283241970  $15400 $29,200 46,643,865
$37,175 1494%  $761306,772416  $29204 $45996 53,508,972
$57,640 2323%  $1183419711503  $46,000 $71,700 60,571,132
$122,673 4937%  $2515413170779  $71,705 NA 64,154,445
$49690  10000%  $5094,575614,782 264,066,099

Mean Income  Percent of Total Income Lower Limit Upper Limit Persons
in Quintile  Total Income in Quintile of Quintile of Quintile in Quintile
$8,862 343% $181,715,877,556 $15,460 39,199,810
$22,230 8.60% $455,853,855,756 $15,462 $29,406 46,627,592
$37,466 14.49% $768,114,878,636 $29,412 $46,397 53,828,391
$58,449 2261%  $1,198,645,014,190 $46,400 $73,097 60,456,576
$131,499 5087%  $2,696,577,651,520 $73,100 63,953,729
$51,702 100.00%  $5,300,907,277,658 264,066,099

of Persons in Quintiles

Lowest Quintile
Second Quintile
Middle Quintile
Fourth Quintile
Highest Quintile
Total

Lowest Quintile
Second Quintile
Middle Quintile
Fourth Quintile
Highest Quintile
Total

Mean Income  Percent of Total Income  Lower Limit Upper Limit Persons

in Quintile  Total Income in Quintile of Quintile of Quintile in Quintile
Lowest Quintile $13446 4.77% $275,720,861,920 $20,335 37,257,056
Second Quintile $26,844 9.53% $550,452,786,064 $20,336 $33,704 46,819,164
Middle Quintile $41,732 14.81% $855,731,332,557 $33,707 $50,706 55,025,768
Fourth Quintile $62,827 2230%  $1,288,324,353,881 $50,709 $77,721 60,718,178
Highest Quintile $136,842 4858%  $2,805,965,998,047 $77,722 NA 64,245,933
Total $56,338 100.00%  $5,776,195,332,469 264,066,099

Stage 2C Comprehensive Post-Tax Income: Equals Stage 2B Less Taxes; Unequal Numbers

Mean Income  Percent of Total Income Lower Limit Upper Limit Persons

in Quintile  Total Income in Quintile of Quintile of Quintile in Quintile
$12,630 5.62% $259,001,624,057 $18,985 35,275,989
$24,149 10.75% $495,162,707,613 $18,986 $29,375 46,928,017
$35,461 15.79% $727,196,293,390 $29,376 $42,038 55,069,301
$50,586 2252%  $1,037,218,231,837 $42,041 $60,599 60,885,127
$101,734 4531%  $2,086,203,806,239 $60,603 NA 65,909,664
$44,912 100.00% $4,604,782,663,136 264,066,099

Stage 3: Equals Stage 2C and Adjustment to Provide Equal Numbers of Persons in Quintiles

Mean Income  Percent of Total Income Lower Limit Upper Limit Persons
in Quintile  Total Income in Quintile of Quintile of Quintile in Quintile
15,040 938%  $431766,604993 $23,124 52,884,659
28,647 1331%  $612,757,951514  $23.127 $34,649 52,746,569
40,775 1651%  $760,273306,035  $34,650 $47673 52,739,921
56,043 2115%  $974,018853970  $47,676 $66,496 52,832,030
111,310 3965% $1825965946623  $66,501 NA 52,862,920
44,912 100.00%  $4,604,782,663,136 264,066,099

Stage 1: Conventional Census Data, Pre-Tax Money Income and Unequal Numbers of Persons in Quintiles

Percent of
Population

14.84%
17.66%
20.26%
22.94%
24.29%
100.00%

Stage 2A: Equals Stage 1 Plus Capital Gains and Losses; Unequal Numbers of Persons in Quintiles

Percent of
Population

14.84%
17.66%
20.38%
22.89%
24.22%
100.00%

Stage 2B: Equals Stage 2A Plus Government Non-cash Transfers, EITC and Employee Health Benefits;
Unequal Numbers of Persons in Quintiles

Percent of
Population

14.11%
17.73%
20.84%
22.99%
24.33%
100.00%

Percent of
Population

13.36%
17.77%
20.84%
23.06%
24.96%
100.00%

Percent of
Population

20.03%
19.97%
19.97%
20.01%
20.02%
100.00%
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A Table A2

CDA99-07

Lowest Decile
Second Decile
Third Decile
Fourth Decile
Fifth Decile
Sixth Decile
Seventh Decile
Eighth Decile
Ninth Decile
Tenth Decile
Total

Top 5 Percent

Lowest Decile
Second Decile
Third Decile
Fourth Decile
Fifth Decile
Sixth Decile
Seventh Decile
Eighth Decile
Ninth Decile
Tenth Decile
Total

Top 5 Percent

Lowest Decile
Second Decile
Third Decile
Fourth Decile
Fifth Decile
Sixth Decile
Seventh Decile
Eighth Decile
Ninth Decile
Tenth Decile
Total

Top 5 Percent

Mean Income
in Decile

$5,349
$12,327
$18,645
$25,500
$32,992
$41,367
$51,299
$63,976
$83,300
$162,037
$49,690
$213,446

Mean Income
in Decile

$5,358
12,367
18,760
25,697
33,189
41,742
51937
64,964
85,046
177,950
51,702
241221

Mean Income
in Decile

$9,470
17421
23523
30,166
37,505
45,959
56,245
69,406
89,869
183,809
56,338
247591

Analysis of Income Deciles

Percent of
Total Income

1.08%
2.48%
3.73%
517%
6.64%
8.30%
10.33%
12.90%
16.76%
32.61%
100.00%
2147%

Percent of
Total Income

1.04%
2.39%
3.63%
4.97%
6.42%
8.07%
10.05%
12.56%
16.45%
34.42%
100.00%
23.33%

Percent of
Total Income

1.68%
3.09%
4.18%
5.35%
6.66%
8.16%
9.98%
12.32%
15.95%
32.63%
100.00%
21.98%

Total Income
in Decile

$54,839,773,703
$126,312,944,412
$189,892,191,667
$263,391,050,303
$338,229,859,754
$423,076,912,662
$526,393,244,621
$657,026,466,882
$853,941,575,655
$1,661,471,595,124
$5,094,575,614,782
$1,093911,041,564

Total Income
in Decile

$54,940,128,944
$126,775,748,612
$192,305,351,754
$263,548,504,002
$340,220,750,691
$427,894,127,946
$532,612,562,837
$666,032,451,353
$871,976,868,060
$1,824,600,783,460
$5,300,907,277,658
$1,236,817,885,886

Total Income
in Decile

$97,100,911,045
$178,619,950,875
$241,217 592,604
$309,235,193,459
$384,533,806,916
$471,197,525,640
$576,560,581,049
$711,763,772,833
$921,323,282,453
$1,884,642,715594
$5,776,195,332,469
$1,269,453,321,567

Lower Limit
of Decile

$9,215
$15,400
$22,000
$29,204
$36,990
$46,000
$57,000
$71,705
$98,262

$127,630

Lower Limit
of Decile

$9,235
$15,462
$22,040
$29,412
$37,136
$46,400
$57,740
$73,100
$100,288

$133,147

Lower Limit
of Decile

$14,518
$20,336
$26,772
$33,707
$41,486
$50,709
$62,110
$77,722
$105,425

$138,719

Upper Limit
of Decile

$9,212
$15,396
$21,996
$29,200
$36,983
$45,996
$56,997
$71,700
$98,256
NA

NA

Upper Limit
of Decile
$9,234
$15,460
$22,039
$29,406
$37,135
$46,397
$57,735
$73,097
$100,275
NA

NA

Upper Limit
of Decile
$14,517
$20,335
$26,768
$33,704
$41,484
$50,706
$62,109
$77,721

$105,418

NA

NA

Persons
in Decile

19,057,098
20,130,587
22,127,756
24,516,109
25,657,864
27,851,108
29,722,490
30,848,642
31,995,361
32,159,083
264,066,099

Persons
in Decile

19,062,211
20,137,600
22,374,662
24,252,930
25,728,359
28,100,033
29,867,708
30,588,869
31,753,001
32,200,728
264,066,099

Persons
in Decile

18,105,657
19,151,398
22372517
24,446,648
26,409,426
28,616,342
29,855,517
30,862,661
31,872,887
32,373,046
264,066,099

Stage 1: Conventional Census Data, Pre-Tax Money Income and Unequal Numbers of Persons in Deciles

Percent of
Population

7.22%
7.62%
8.38%
9.28%
9.72%
10.55%
11.26%
11.68%
12.12%
12.18%
100.00%

Stage 2A: Equals Stage 1 Plus Capital Gains and Losses; Unequal Numbers of Persons in Deciles

Percent of
Population

7.22%
7.63%
8.47%
9.18%
9.74%
10.64%
11.31%
11.58%
12.02%
12.19%
100.00%

Stage 2B: Equals Stage 2A Plus Government Non-cash Transfers, EITC and Employee Health Benefits;
Unequal Numbers of Persons in Deciles

Percent of
Population

6.86%
7.25%
847%
9.26%
10.00%
10.84%
11.31%
11.69%
12.07%
12.26%
100.00
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& Table A2 (Con’t) CDA99-07
Analysis of Income Deciles (Continued)
Stage 2C: Comprehensive Post-Tax Income: Equals Stage 2B Less Taxes; Unequal Numbers
of Persons in Deciles
Mean Income  Percent of Total Income Lower Limit ~ Upper Limit Persons Percent of
in Decile Total Income in Decile of Decile of Decile in Decile Population
Lowest Decile $8,780 1.95% $90,005,999,993 $13,876 16,772,701 6.35%
Second Decile $16,479 3.67% $168,995624,063  $13877 $18985 18,503,288 7.01%
Third Decile $21,581 4.81% $221,344078813  $18986 $24,142 22,160,907 8.39%
Fourth Decile $26,719 5.95% $273818628800  $24143 $29,375 24,767,110 9.38%
Fifth Decile $32,299 7.19% $331,157,892,883  $29,376 $35,356 26,466,611 10.02%
Sixth Decile $38,623 8.60% $396,038400506  $35357 $42,038 28,602,690 10.83%
Seventh Decile $45,981 10.24% $471,478,545,393 $42,041 $50,221 29,912,672 11.33%
Eighth Decile $55,193 12.29% $565,739,686444  $50,222 $60,599 30,972,455 11.73%
Ninth Decile $68,851 15.33% $706,006,296,863  $60,603 $79,685 32,944,135 12.48%
Tenth Decile $134,621 2997%  $1,380,197,509,376  $79,690 NA 32,963,530 12.48%
Total $44912 100.00%  $4,604,782,663,136 264,066,099 100.00%
Top 5 Percent $179,683 20.00% $921,110,304,777  $102.297 NA
Stage 3: Equals Stage 2C and Adjustment to Provide Equal Numbers of Persons in Deciles
Mean Income  Percent of Total Income Lower Limit ~ Upper Limit Persons Percent of
in Decile  Total Income in Decile of Decile of Decile per Household Population
Lowest Decile $11,080 380%  $174,998,266,659 $16,709 167 10%
Second Decile $9,881 558%  $256,768,338,334 $16,710 $23124 205 10%
Third Decile $25,909 627%  $288662,277,362 $23,127 $28,757 237 10%
Fourth Decile $31,623 704%  $324,095674,152 $28,760 $34,649 257 10%
Fifth Decile $37,646 781%  $359,787,999,423 $34,650 $40,697 277 10%
Sixth Decile $44,065 870%  $400485,306,612 $40,700 $47,673 2.89 10%
Seventh Decile $51,633 1006%  $463,066,016,745 $47,676 $55,889 2.96 10%
Eighth Decile $60,745 1110%  $510,952,837,225 $55,890 $66,496 313 10%
Ninth Decile $75,167 1341%  $617544,325639 $66,501 $86,897 323 10%
Tenth Decile $147,573 26.24%  $1,208421,620,984 $86,904 NA 321 10%
Total $44,912 100.00%  $4,604,782,663,136 2.58 100%
Top 5 Percent $198,605 17.60% $810,581,705,174 $110,028 NA 321
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& Table A3 CDA99-07

Age of Population by Income Quintile

Stage 1: Conventional Census Data, Pre-Tax Money Income and Unequal Numbers of
Persons in Income Quintiles

Adults Adults Children Children Elderly Elderly Total Percent of
Aged 18-64 Aged 18-64 Under Age 18 Under Age 18 Over Age 64 Over Age 64  Persons  All Persons
Number % of Total Number % of Total Number % of Total
Lowest Quintile 18313162  115% 11,689,332 16.1% 9,185,191 289% 39,187,685  14.84%
Second Quintile 24,924,865 15.6% 12,287,999 17.0% 9,431,001 29.7% 46643865  17.66%
Middle Quintile 32,822,293 20.5% 14,730,312 20.4% 5,956,366 18.7% 53508972  20.26%
Fourth Quintile 39,705,480 24.8% 17,135,141 23.7% 3,730,511 11.7% 60,571,132  22.94%
Highest Quintile 44121974 27.6% 16,538,873 22.8% 3493597 11.0% 64,154,445  24.29%
Total 159,887,774  100.0% 72,381,659 100.0% 31,796,666 1000% 264,066,099 100.00%

Stage 3: Comprehensive Post-Tax Income and Adjustment to Provide Equal Numbers
of Persons in Income Quintiles

Adults Adults Children Children Elderly Elderly Total Percent of
Aged 18-64 Aged 18-64 Under Age 18 Under Age 18 Over Age 64 Over Age 64  Persons All Persons
Number % of Total Number % of Total Number % of Total
Lowest Quintile 29,693,750 18.6% 13,808,628 19.1% 9,681,347 30.4% 52,884,659 20.0%
Second Quintile 29,515,348 18.5% 15,452,659 21.3% 7975378 25.1% 52,746,569 20.0%
Middle Quintile 31,715,923 19.8% 14,997,656 20.7% 6,096,653 19.2% 52,739,921 20.0%
Fourth Quintile 33,688,148 21.1% 14,778,863 20.4% 4,165,344 13.1% 52,832,030 20.0%
Highest Quintile 35,274,605 22.1% 13,343,852 18.4% 3,877,944 12.2% 52,862,920 20.0%
Total 159,887,774  100.0% 72,381,659 100.0% 31,796,666 100.0% 264,066,099  100.0%
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& Table A4 CDA99-07
Persons by Family Type and Income Quintile
Stage 1: Conventional Census Data, Pre-Tax Money Income and Unequal Numbers of Persons in Quintiles
Number of Persons
Persons in Married _Persons in  Elderly Persons in Elderly  Non-Elderly Adults, Non-Elderly Total
Couple Families Slng_lc_a Pare_nt Married Couple Persons, in Married Couple Adults, Persons
With Children Famlllles With  Families With Single With ~ Families With Single With
Children No Children No Children  No Children No Children
Lowest Quintile 6,673,569 12,982,201 2,682,950 7,245,664 2,070,812 7532488 39,187,685
Second Quintile 13,884,310 9342748 6,519,806 4,176,828 4,299,755 8420419 46,643,865
Middle Quintile 22,720,215 7,100,171 5,386,718 2,101,826 7,599,748 8,600,294 53,508,972
Fourth Quintile 31743874 4,714,841 3,636,169 1466849 11736309 7273089 60571132
Top Quintile 34,240,426 2,901,691 4,046,752 979,849 16,443,417 5,542,309 64,154,445
Group Total 109.262,394 37041653 22272396 15971016 42,150,042 37,368599 264,066,099
Stage 1: Conventional Census Data, Pre-Tax Money Income and Unequal Numbers of Persons in Quintiles
Percent of Persons
Persons in Married _Persons in Elderly Persons in Elderly  Non-Elderly Adults, Non-Elderly Total
Couple Families Slng_lg Pare_nt Married Couple Persons, in Married Couple Adults, Persons
With Children ~ Families With  Families With  Single With  Families With Single With
Children No Children No Children  No Children No Children
Lowest Quintile 6.11% 35.05% 12.05% 45.37% 491% 20.16% 14.8%
Second Quintile 12.71% 25.22% 29.27% 26.15% 10.20% 22.53% 17.7%
Middle Quintile 20.79% 19.17% 24.19% 13.16% 18.03% 23.01% 20.3%
Fourth Quintile 29.05% 12.73% 16.33% 9.18% 27.84% 19.46% 22.9%
Top Quintile 31.34% 7.83% 18.17% 6.14% 39.01% 14.83% 24.3%
Group Total 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.0%

Stage 3: Comprehensive Post-Tax Income and Adjustment to Provide Equal Numbers of Persons in Quintiles
Number of Persons

Persons in Married  Personsin  Elderly Persons in Elderly  Non-Elderly Adults, Non-Elderly Total
Couple Families Single Parent  Married Couple Persons, in Married Couple Adults, Persons
With Children  Families with  Families With Single With  Families With Single With
Children No Children No Children  No Children No Children

Lowest Quintile 10,386,737 14,303,307 2,367,298 8,223,160 4,652,161 13251061 53,183,725
Second Quintile 19,589,223 9,662,848 5,794,906 3412797 5,949,679 8533931 52,943,385
Middle Quintile 24,330,400 6,237,942 5,574,357 1,910,246 8,297,380 6459908 52,810,233
Fourth Quintile 27,628,963 4,074,847 4,142,036 1,341,400 10,520,850 4924261 52,632,356
Top Quintile 27,327,070 2,762,709 4,393,798 1083414 12,729,972 4199437 52,496,400
Group Total 109,262,394 37,041,653 22,272,396 15,971,016 42,150,042 37,368,599 264,066,099

Stage 3: Comprehensive Post-Tax Income and Adjustment to Provide Equal Numbers of Persons in Quintiles
Percent of Persons

Persons in Married  Personsin  Elderly Persons in Elderly  Non-Elderly Adults, Non-Elderly Total
Couple Families ~ Single Parent - Married Couple Persons, in Married Couple Adults, Persons
With Children  Families with  Families With Single With  Families With Single With

Children No Children No Children  No Children No Children

Lowest Quintile 9.51% 38.61% 10.63% 51.49% 11.04% 35.46% 20.03%
Second Quintile 17.93% 26.09% 26.02% 21.37% 14.12% 22.84% 19.97%
Middle Quintile 22.27% 16.84% 25.03% 11.96% 19.69% 17.29% 19.97%
Fourth Quintile 25.29% 11.00% 18.60% 8.40% 24.96% 13.18% 20.01%
Top Quintile 25.01% 7.46% 19.73% 6.78% 30.20% 11.24% 20.02%
Group Total 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
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& Table A5 CDA99-07

Work Performed by Income Quintile

Stage 1: Conventional Census Data With Unequal Numbers of Persons in Income Quintiles

Working Age Percent of Number of Average Total Weekly  Percent of Total ~ Average Weekly
Adults Working Age  Households ~ Working Age  Hours Worked  Weekly Hours ~ Hours of Work
(Ages 18-64) Adults Adults per Worked Per Working
Household Age Adult

Lowest Quintile 18,313,162 11.5% 20,499,258 089 263,675,877 5.6% 14.40
Second Quintile 24,924,865 15.6% 20,513,604 122 664,550,595 14.1% 26.66
Middle Quintile 32,822,293 205% 20,479,172 160 947,537,637 20.0% 28.87
Fourth Quintile 39,705,480 24.8% 20,531,155 193 1,327,514,964 28.1% 3343
Highest Quintile 44,121,974 27.6% 20,504,982 215 1,524,703,151 32.2% 3456
Total 159,887,774 100.0% 102,528,172 156 4727982226 100.0% 2957

Stage 3: Equal Numbers of Persons in Income Quintiles

Working Age Percent of Number of Average Total Weekly  Percent of Total ~ Average Weekly
Adults Working Age Households ~ Working Age  Hours Worked ~ Weekly Hours ~ Hours of Work
(Ages 18-64) Adults Adults per Worked Per Working
Household Age Adult
Lowest Quintile 29,527,242 185% 28,708,635 103 618,751,190 13.1% 20.96
Second Quintile 29,420,519 18.4% 21,389,931 138 813,519,866 17.2% 27.65
Middle Quintile 31,598,178 19.8% 18,645,601 1.69 944,968,793 20.0% 2991
Fourth Quintile 33,832,208 21.2% 17,379,732 1.95 1,142,081,316 24.2% 33.76
Highest Quintile 35,509,626 22.2% 16,404,273 2.16 1,208,661,060 25.6% 34.04
Total 159,887,774 100.0% 102,528,171 156 4,727,982,226 100.0% 29.57
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