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Introduction

The United States is in an extended period of rapidly rising
inequality. Starting in the mid-197os, all measures of U.S. eco-
nomic inequality have risen, including inequality in wages,
income, and wealth. This development has made income dis-
tribution and income inequality a topic of substantial interest
among researchers and policy analysts who focus on economic
and social issues in the United States.

This book adds to the discussion about inequality in two
ways. Part 1 provides a comprehensive look at changes in the
level and distribution of income since 1979. Part 2 discusses the
forces that drive changes in inequality.

Whereas most research on inequality has focused on wages,
the first part of this book shows how changes in the distribution

“of wages combine with changes in hours and weeks of work to
affect annual earnings among workers. In turn, changes in the
distribution of annual earnings combine with changes in gov-
ernment income and other income to affect the distribution of
total income among families and individuals.
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I focus on the, changing distribution of per person income
available to nonelderly persons between 1979 and 2007. Changes
in income distribution are affected not just by changes in income
sources but also by changes in the family choices made by men
and women deciding to marry (or not) and to have children (or
not). The analysis in this book investigates the impact on the over-
all income distribution of changes in the demographic choices of
families and individuals, as well as changes in income components.

It is well known that inequality has risen sharply over the last
three decades. The results of this detailed analysis indicate that
changes in family composition and family size account for about
15 percent of the rise in U.S. income inequality, while changes in
income account for the remaining rise in inequality. Most of this
rise is due to increases in wage inequality.

Many readers may be surprised at the extent to which per
person income has risen for nonelderly adults in the United
States. This is true across the income distribution, so that the
whole distribution has shifted upward even as it has spread out
and become more unequal. The only exception occurs at the
very bottom of the income distribution, where there has been an
increase in the number of persons at the lowest levels of income.
Some of this increase in per person income is due to declin-
ing family size, but the primary reason for this change is more
hours of work in the labor market among women. This shift in
women’s work behavior has increased income in married-couple
and in single-female-headed families. After adjusting for infla-
tion, median per person income among nonelderly adults has
risen 24 percent since 1979, to $36,900 in 2007. Of course, adults
in married-couple families have higher incomes than those who
live singly or who are in single-headed families.

Hence, rising inequality is occurring in a framework of ris-
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ing overall incomes for most nonelderly adults, which may be
one reason why the policy concern with inequality has remained
muted. These changes, however, are not due to increases in
wages for many persons, but are due to increases in the work
effort within families, and particularly by women. Although
such increases in work effort may give women more financial
independence and reflect a decline in labor-market barriers, this
also means that a higher share of women’s time is dictated by the
demands of market work.

The second part of this book examines the forces that drive
changes in inequality. Economic inequality is affected by eco-
nomic shocks, which can be immediate (a natural disaster, a pan-
demic, or a war) or can unfold slowly over time (global warming,
the introduction of computer technology, or the rise of public
universities). These forces can shift the availability of human
skills and physical capital in ways that change access to income
and shift the income distribution. These economic changes are
mitigated by political institutions and policy choices. As histori-
cal examples indicate, the effects of economic shocks on inequal-
ity depend upon the institutional environment in which they
occur, so that similar economic shocks can result in quite differ-
ent long-term distributional effects.

After a review of how some past economic shocks may have
affected inequality, I look at the potential impact of future eco-
nomic changes. Reversing the rapid increase in inequality over
the past three decades will be difhicult; even large equalizing
future changes in work effort or family composition (changes
that are unlikely to occur) would not bring inequality back to
its 1979 levels. This suggests that higher inequality is likely to
remain a feature of the economic landscape in the United States
for many decades to come.
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WHY SHOULD WE CARE ABOUT INEQUALITY?

Although rapid changes in any aspect of the U.S. economy are
always of interest to economists, changes in inequality may gen-
erate broader concern, because rising inequality can have effects
on a host of other economic and social outcomes. At least four
effects of rising inequality are most commonly mentioned.

First, if increases in inequality reflect declines in the well-
being of those at the bottom of the income distribution, this raises
questions about the well-being of the poor in a rich, developed
nation. Adjusted for inflation, wages fell among less-skilled male
workers in the 1980s and have only partly recovered in the years
since then (Autor, Katz, and Kearney, 2008). The effects of fall-
ing wages have been much discussed, with particular attention
on the extent to which declining wages have led to declines in
male labor-force participation and in marriage rates among the
less skilled—both of which are associated with higher poverty.

Second, widening inequality may lead to reduced economic
mobility if greater inequality makes economic gains harder for
those at the bottom of the income distribution or if it reinforces
the economic position of those at the top. Economic mobility
is often viewed as a measure of openness and opportunity in a
society. High degrees of inequality may be more acceptable if
economic hierarchies are not stagnant and people at the bottom
of the distribution move to the top of the distribution with some
degree of frequency.

There is evidence that intergenerational economic mobility
in the United States has been lower than in other highly indus-
trialized countries over the past several decades (Jantti et al,
2006). Whereas mobility reductions may have limited short-run
effects, over time they can intensify economic and social strati-
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fication. Since a disproportionate share of low-income families
are headed by people of color or by single mothers (of all col-
ors), children from these families may face particularly reduced
economic opportunities in a time of rising inequality, intensify-
ing racial differences as well. Of course, these economic changes
may also affect social roles and increase the sense of social dis-
tance or class difference between groups.

Third, inequality may have an effect on aggregate economic
growth over time, although both the sign and size of this effect
are disputed. Milton and Rose Friedman (1979) argue that greater
inequality can spur ambitious work effort by those who want the
larger rewards available to top earners, and that this can lead
to higher economic productivity. Others argue that a growing
group of poorer and non—upwardly mobile persons create eco-
nomic costs and can impede aggregate growth. For instance, in
a recent book Richard Freeman (2007) argues that rising wage
inequality may reduce productivity. He reports on experiments
showing that as rewards become more unequal, the efforts of
those at the bottom are reduced because they believe they have
no chance of achieving these rewards.

There 1s an ongoing debate in the empirical literature about
the relationship between economic inequality and growth in
both poor and rich countries. Much of the quantitative research
on the relationship between inequality and growth suggests that
the relationship is relatively weak and that other factors have
greater effects on growth (Barro, 2000). These are difficult rela-
tionships to measure, however, because they unfold only over
long periods of time, and it is hard to isolate the causal effects
of shifting inequality when other things are changing at the
same time.

Finally, rising economic inequality may affect civic and social
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behavior outside the realm of economics. For instance, there
is evidence that inequality in the rate of voting in the United
States has widened at the same time that economic inequality
has increased (Freeman, 2004). If widening differences in eco-
nomic experience lead to different perceptions about who has
won or lost from past policy changes, it may become harder to
hold a common civic conversation about public policy concerns.
Widening inequality may increase social discontent among
lower-income groups or reduce the empathy that higher-income
groups have for lower-income groups. Regardless of its effect on
social discontent, areas with higher inequality appear to have
lower rates of self-reported happiness (Glaeser, Resseger, and
Tobio, 2008).

While some are concerned about the effects of widening in-
equality, others may believe that wide differences in economic
outcomes are, per se, undesirable. For instance, the “Scandina-
vian model” of social welfare is often associated with a belief that
a more equitable economic distribution of income is a desirable
social goal. In general, however, Americans are less concerned
with levels of inequality than are Europeans, and tend not to
place a high value on greater economic equality in itself.! Hence,
the discussion about inequality in the United States has focused
more on whether rising inequality has undesirable economic or
social side effects rather than on the fairness of these changes.

WHAT’S IN THIS BOOK?

For all of these reasons, rising economic inequality within the
United States has drawn ongoing attention. The primary goal of
the book is to describe shifts in the distribution of income among
working-age adults over the last three decades and to consider
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how and why inequality might change in the future. The book
looks at how these shifts have differed by gender and by the type
of family in which adults live. The analysis explores reasons for
these changes, investigating the different components of income
and looking at the forces that are driving widening inequality in
overall income levels.

Although much research has focused on changes in hourly or
weekly wage inequality, there has been less attention to other
components of income. Changes in annual earnings inequality
among workers are the result of changing inequality in hourly
wages and in hours of work, and of the interaction between these
two components of earnings. Changes in total-income inequal-
ity depend upon changes in family size, changes in the num-
ber of workers in a family and their wages, and the correla-
tions between these factors. They also depend upon changes in
inequality in other (i.e., unearned) income.

In the first part of this book, I look at the trends in inequality
over the past three decades in all of these components of individ-
ual earnings and of family income, to identify which of the com-
ponents that determine income have contributed the most to ris-
ing economic inequality. Chapter 1 provides a brief description
of the data that [ use in this study. I describe the groups thatI am
looking at and the years over which I study changes in inequal-
ity. I focus solely on nonelderly adults, because I am interested
in the relationship between labor-market changes (where wage
inequality has widened markedly) and overall changes in the
level and distribution of income available to individuals within
their family units.

Chapter 2 focuses on the labor market, looking at shifts in
wages among workers. The results in this chapter underscore
the different ways in which the distribution and level of earn-



