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In this study, we set out to offer a clearer picture of changes in the U.S. income distribution since 1967. We use several measures of trends in income inequality to understand how taxes and transfers directly shaped income growth across the distribution and across household type. Our findings lead to three main conclusions. First, trends in the Gini coefficient tell an incomplete story with respect to the uneven changes in America’s income distribution. Trends in the Gini align almost perfectly with trends in the p90-p50 ratio but very poorly with trends in the p50-p10 ratio. This is not surprising. As others have shown, the Gini is particularly sensitive to income changes at the top of the distribution. However, our findings also emphasize the importance of multiple indicators to understand changes in the income distribution. We show that the American welfare state has worked particularly well to lift incomes near the 10th percentile of the distribution, to the point where lower-tail inequality actually declined from 1967 to 2015 after taxes and transfers were accounted for. This is consistent with other research showing that these benefits have become more important for the working poor, particularly since the 1990s when expansion of Social Security, the EITC, and SNAP generally offset the decline of ADFC and TANF, shifting support from the poorest families to the working poor, elderly, and disabled (Hardy et al. 2018; Moffitt and Scholz 2010). Our second main finding is that changes to the U.S. tax and transfer system have greatly strengthened income growth at the bottom of the distribution. Omitting taxes and noncash transfers when measuring a household’s resources, as is the common practice in U.S. Census Bureau reports, leaves an incomplete understanding of inequality and changes in the income distribution. Specifically, we find that food and nutrition assistance (such as benefits from the SNAP program) and refundable tax credits (such as the EITC) have increasingly benefited individuals with low pre-tax income. This increase in transfers has contributed to nearly all the income growth at the 5th percentile of the distribution from 1967 to 2015 and roughly one-half the rise of the 10th percentile. Moreover, taxes and transfers largely account for the 5th through 15th percentiles experiencing net income growth at the same rate as the 50th percentile from 1967 to 2015. We emphasize again that these are relative growth rates (the percentage change in each percentile from 1967 to 2015) rather than measures of absolute income growth. Although the American tax and transfer system is still weaker than that of other advanced economies, it appears to have strengthened considerably over time in its ability to raise the incomes of low earners. That said, our third key finding reveals a large gap in the welfare state’s treatment of households with children versus those without. Taxes and transfers tend to offer less for individuals in households without children (and working-age adults without children, in particular) relative to households with children. As a result, we see rising inequality across the income distribution of individuals in households without children but declining lower-tail inequality among households with children. As Figs. 5 and 6 demonstrate, there is much less difference in pre-tax and transfers versus post-tax and transfer resources for individuals in households without children. There are several limitations to our study. First, even our expanded definition of resources does not provide a complete picture of inequality trends. For instance, we consider only metrics based on income and ignore consumption, which could change 1848 C. Wimer et al. the picture. Future research should use hardship metrics from the Survey of Income and Program Participation—measuring households’ abilities to meet expenses for mortgages, rent, utilities, or medical care—to investigate whether trends in household hardship run parallel to our findings. In terms of income measures, even our expanded definition does not include several important components. First, income and payroll taxes are not the only taxes that affect households. Sales taxes, property taxes, corporate profits taxes, and excise taxes also matter (Newman and O’Brien 2011). Second, our figures do not account for employeror government-provided health insurance (Burkhauser and Simon 2008), which clearly impacts the well-being of families at different points in the distribution over time. Third, the figures presented here include the value of housing subsidies for low-income families but not the value of mortgage subsidies for homeowners or the use value of owner-occupied housing. Arriving at a full definition of post-tax resources that includes all these components is beyond the scope of this article (and probably beyond the scope of available data), but it is important to acknowledge that accounting for these omissions might change our revised picture of trends in economic inequality in other new ways.
Source: CP - States and Devolution - Michigan Classic 2023 JRY · Michigan · 2023




