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Background: Generally, social scientists and the public believe
income inequality rose in the United States over the ~35 years
following 1980.

Puzzle: Income is actually pretty hard to define. Economists
have challenged the consensus on rising inequality by using
plausible definitions of income which are nevertheless different
from the most common ones used by sociologists.

Contribution: | review four key decisions to make when
defining income, show the effects of the major possible choices,
and recommend a minimalist, common-sense definition.

Takeaway: The economics literature suggests some plausible
additions to the basic income concept (roughly, wages +
profits). Including those other components generally slows
trends in inequality. However, many of these choices are
dubious. Using my suggestion, the trend in inequality is larger
than using any other definition.
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> Arguments against including
imputed income:

» People actually pay for
two most important forms
(mortages, premia)

» Only really makes sense if
good /service is transferred
free of charge

» Practically, no one applies
this consistently b/c
impossible
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p share is common; effect
of switching harder to
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Using this paper’s definition produces sharpest upward trend

Incremental difference to top one percent share of wages + IRDSE
This paper's recommendations Common alternatives

wages -0.01 -0.01 - URHKG

IRDSE - 0.00 0.00
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» The choice of outcome measure in the literature is very
un-motivated; most papers pick an outcome measure entirely
ad hoc or falsely suggest that the Gini is a neutral,
obviously-best choice.

> National income is often negative using the real rate of return,
which many authors simply omit from their series (as does this
presentation). This deserves much more careful study.

> Most authors are pretty loose with whether they care about
growth of mean income, average differences in the top p share
of income, or differences in the average growth of the top p
share of income.

> Relatedly, the order in which elements are added to income
changes the marginal effect. Most authors simply don't
mention this; this paper has a theoretical logic to it, but it's
not simple.



