DISTRICT OVERVUVI

E W

Income Inequality Is Growing

in the District,

but Not as Fast as in the Nation

By Maximiliano Dvorkin and Hannah Shell

he evolution of national income

inequality is a major topic in current
economic discussions. In a recent speech,
Federal Reserve Chair Janet Yellen described
the issue as one of the most important of
our time: “By some estimates, income and
wealth inequality are near their highest lev-
els in the past hundred years, much higher
than the average during that time span and
probably higher than for much of American
history before then.”!

Less discussed is the evolution of income
inequality on a subnational level. Not all
regions in the U.S. exhibit the same inequal-
ity patterns as the nation does. Using data
from the annual March supplement of the
Current Population Survey, we analyzed the
long-term trends of income inequality in
the Eighth District. We found that although
inequality in the District has increased, it has
done so at a slower pace than has occurred in
the nation as a whole.?

There are several ways to measure inequal-
ity. The most common is in terms of income,
but inequality can also be measured by
consumption and by wealth.’ Each measure
has different implications for the level of
inequality found. In general, measuring
inequality through wealth yields the most
unequal distribution, while income inequal-
ity is slightly less unequal, and consumption
inequality is even less unequal.*

This article focuses on income inequality,
using total earnings and disposable income
as the variables for analysis. We chose total
earnings because this variable represents
gross labor income—it excludes income
earned from financial wealth, income from
government transfers (such as welfare) and
deductions due to income taxes. Disposable
income is the amount individuals have left
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from all income sources after paying taxes
and receiving government benefits. Com-
paring disposable income to total earnings
can show how effective the government is at
mitigating inequality.

Income Inequality in the District

Opverall, income inequality has increased
in the Eighth District. From 1979 to 2009,
the income ratio of a person in the top 10
percent of the income distribution to that of
a person in the bottom 10 percent has grown
from 5.7 to 6.2.% This means an individual at
the top of the distribution now earns slightly
more than six times as much as someone at
the bottom. Moreover, the entirety of this
increase is due to larger earnings in the top
of the distribution.

Over the 30 years studied, income in the
90th percentile has grown by more than
8 percent in real terms, while income in the
10th percentile has remained essentially
flat in those same inflation-adjusted terms.
These numbers indicate that the top-echelon
income earners are taking home more,
but the rest of the population’s purchasing
power is about the same or even less than
30 years earlier.

Eighth District vs. U.S.

Clearly, income inequality has increased
in the Eighth District, but how does this
compare with the evolution of income
inequality in the U.S.? Economists com-
monly use Gini coefficients to answer
these types of questions. A Gini coefficient
measures inequality across a distribution
of individuals, giving a value between zero
(expressing perfect equality) and 1 (express-
ing perfect inequality). The table shows the
average Gini coeflicients over two five-year
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periods for the U.S. and the Eighth District.
In terms of inequality measured by annual
earnings, inequality in the Eighth District
rose 0.03 points, from 0.36 in the first period
to 0.39 in the second period. In the U.S,,
inequality increased 0.05 points, from 0.36
to 0.41. By this measure, the U.S. and the
Eighth District started at the same place in
the beginning of our analysis but ended with
income inequality for the nation higher than
income inequality in the Eighth District.

In terms of inequality measured by
disposable income, the Eighth District has
kept pace with the U.S. The Gini coeflicients
on disposable income have increased 0.07
points in both the U.S. and the District
between the two periods. However, the
absolute level of inequality in the Eighth
District remains below the U.S. in both
periods reported.

Average Gini Coefficients for Annual
Earnings and Disposable Income

Eighth District Us.
Earnings
1979-1984 0.36 0.36
2004-2009 0.39 041
Disposable Income
1979-1984 0.33 0.34
2004-2009 0.40 041

SOURCES: Authors’ calculations using data from the U.S. Census Bureau and
the U.S. Bureau of Labor Statistics provided by Unicon Corp.

Another way to compare inequality over
time and regions is to calculate ratios of var-
ious percentiles of the income distribution.
For example, the 90th to 50th percentile
ratio compares the income of a person who
stands at the 90th percentile of the income
distribution, that is, a top earner, to that of
a person who stands at the 50th percentile



Income Inequality Ratios for Total Earnings and Disposable Income
A) Percentile Ratios, Total Earnings
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ENDNOTES

1 See Yellen.
2 There are some limitations when using data from
the annual March supplement of the Current
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the Eighth District, we decided to exclude it in the
analysis since most of Illinois’ population, includ-
ing that of the city of Chicago, does not.

For more details on various measures of inequality
in the U.S,, see speech by St. Louis Fed President
James Bullard to the Council on Foreign Relations
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subtracts government transfers. Therefore, before
government transfers take place, we would expect
income to be more unequal than earnings.

SOURCES: Authors’ calculations using data from the U.S. Census Bureau and the U.S. Bureau of Labor Statistics provided by Unicon Corp. REFERENCES

Heathcote, Jonathan; Perri, Fabrizio; and Violante,

of the distribution, that is, a middle-income
earner. Figures A and B show the 90th to
50th and the 50th to 10th percentile ratios
for earnings and disposable income in the
Eighth District and the U.S. In 1979, the
90th to 50th percentile ratios for earnings
and disposable income started out at about
2 in both the U.S. and the Eighth District.
A ratio of 2 means that the top-income
earners in both the measures studied made
about twice as much as the middle class.
In the 30 years since, the ratios for the U.S.
(dashed lines) have increased more rapidly
than the ratios for the District. Both ratios
appear to have followed a similar trend until
the early 1990s, when the income inequality
in the U.S. began to increase more rapidly
than in the Eighth District. In 2009, the U.S.
top-income earners were earning more than
2.4 times the middle class. In the District,
these top individuals were earning about
2.3 times more.

In sum, income inequality is increasing
primarily in the upper end of the distribu-
tion, between the top-income earners and

the middle-income earners. Although the
level of income inequality is higher in the
lower end of the distribution, this level has
not dramatically increased over the period
studied. In the upper end of the distribution,
an increasing trend is clearly visible.

conclusion

Economists continue to debate the source
of the increase in inequality in the past few
decades. The above analysis shows that
although income inequality in the Eighth
District has increased, it has done so at a
slower pace than in the nation as a whole.
Moreover, despite the different paces of
increase, both the U.S. and the Eighth
District have experienced increased income
inequality primarily in the upper end of the
distribution.
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