
ob growth in the United States is the
envy of the world. But many opinion

leaders believe that there is an inevitable
downside to this growth—rising earnings

inequality. The Economistargues explicitly
that vigorous job growth leads to increased earn-
ings disparities. Lawrence Katz, former chief
economist of the Department of Labor, agrees:
“In the flexible-wage United States, private
employment growth remains buoyant
but there have been dramatic
increases in wage inequality....”
Richard Freeman decries U.S.
inequality trends in his recent
article in the Harvard Bus-
iness Review,“Toward an
Apartheid Economy.” And
Robert Frank and Philip Cook
capture their view in the title of
their much-publicized book,
The Winner-Take-All Society. 

Economists seeking explana-
tions for increasing earnings inequality
attribute it in varying degrees to factors chang-
ing the structure of the U.S. economy—techno-
logical change, trade, foreign investment, the
rise in immigration, the falling real value of the
minimum wage, and the decline in union cover-
age of the work force.1 These diagnoses of U.S.
trends in earnings inequality have exerted great
influence on debates over the minimum wage,
trade agreements, labor law reform, and tax
policies, especially the Earned Income Tax
Credit (EITC).

But there is a problem here. When econo-
mists examine the effects of structural changes
in the economy, the correct measure is not total
earnings but earnings per hour (the wage rate).
When measuring earnings inequality for the
economy as a whole it is also important to
include all workers. 

Yet the analyses used to back up the argu-
ment that overall earnings inequality has
increased are typically limited to subsets of

workers and often use total earnings rather
than earnings per hour.

Ignoring part of the earnings distribution
produces potentially misleading indicators of
change for the distribution as a whole. Using
total earnings rather than earnings per hour
mixes the impacts of structural changes in the
economy with the impacts of changes in hours

worked. Even among full-time, year-round
workers, variations in hours worked

are large and have been increas-
ing over the past decade.

When the whole earn-
ings distribution is taken
into account and the focus
is on earnings per hour,
U.S. earnings inequality
has not risen since 1984.

Other studies that include all
workers or take into explicit

account hours worked also find
no increases in inequality since

1984. To clarify why this conclusion
differs so dramatically from much of the con-
ventional wisdom requires a look at defini-
tions and methods. 

Measuring Earnings 
Economists use earnings to mean income

obtained in return for work—whether earned
as wages and salaries or as self-employment
income.

If differences in the ability of workers to
contribute to their families’ living standards are
the concern, what matters are differences in the
total amounts people earn, not whether these dif-
ferences result from variations in hours people
work or variations in the amounts they earn per
hour. But if the concern is about the impacts of
market forces, the relevant measure is earnings
per unit of labor input, or earnings per hour. 

An example helps make the point.
Changes in trade or technology might induce
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When the con-
cern is about the effect

of market forces on earn-
ings inequality, the correct

measure is earnings per hour
(the wage rate). Contrary to
conventional wisdom, wage

rate inequality has not
increased since 1984. 
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firms to demand more hours of labor
at low wages and at high wages but
fewer hours of labor at middle levels
of wages. What is the impact on earn-
ings inequality? Suppose firms hired
2,000 additional hours of labor at a
very high wage, say $30 per hour. The
rise in the proportion of hours com-
pensated at the upper end of the dis-
tribution would clearly raise inequali-
ty. But measuring the change in annu-
al earnings from one year to the next
might not capture the increase. 

Certainly, if the added 2,000
hours at $30 per hour went to full-
time, year-round workers,
then the increases in workers
earning $60,000 per year
would result in higher mea-
sured inequality. But suppose
firms instead hired two work-
ers for half the year. In this
case, measured inequality
might decline because the
added workers would be earn-
ing $30,000 per year, an
amount near the middle of the
earnings distribution. Using
wage rates to measure earn-
ings inequality prevents this
problem and shows the actual
increases in inequality of pay-
ments to labor input—
whether the increased use of
high-priced labor comes
through the hiring of part-
time or full-time workers.

Dividing the work force
into subgroups, such as gender
and age, makes sense if the
focus is on family well-
being—if, for example, we
want to observe differences in
the ability of adult men to sup-
port a family, or if the issue is
differences between various
groups within the economy—
men versus women, the elderly versus
the young. But if the question is
whether the market is generating a
more unequal distribution of wage
rates overall, then the appropriate
focus is all workers. If earnings
inequality among men has increased
because females take up more of the
middle-wage jobs, that is a very differ-
ent conclusion, and it carries different
policy implications, from the conclu-
sion that firms are paying more
unequal wages.

Measuring Inequality
I use two common indices to

measure inequality: the Gini index
and the 90/10 ratio. The Gini index,
the more comprehensive of the two,
takes account of the entire earnings
distribution. Higher levels of the Gini
represent more inequality, ranging
from 0 (all workers earn the same) to
1 (one person has all the earnings).
The 90/10 ratio compares earnings at
the 90th percentile with earnings at
the 10th percentile. It is simpler, but
ignores changes between the 10th

through 90th percentile as well as
below the 10th and above the 90th
percentiles. 

Data Sources 
My data come from two major

Bureau of the Census surveys of house-
holds: the Survey of Income and
Program Participation (SIPP) and the
Current Population Survey (CPS).2

SIPP respondents report, for each
of two jobs per month and self-

employment over the previous four
months, the hourly wage rates (for
workers paid by the hour), monthly
earnings, weeks worked in each
month, and usual hours worked. For
table 1, I construct average annual
wage rates and hours worked based on
each of the monthly reports. 

The CPS March supplement pro-
vides information on each respondent’s
total earnings from the prior year as
well as last year’s weeks worked and
usual hours per week. Each individual’s
average wage rate is equal to annual
earnings divided by annual hours

worked (derived as the
product of last year’s weeks
worked times usual hours
worked per week). 

The SIPP data are
superior for measuring the
distribution of wage rates
because they consist of
detailed observations on a
monthly basis rather than
wage rates averaged over
an entire year. (An individ-
ual who earned $10 an
hour for one half of the
year and $6 an hour for the
other half would show up
in the CPS as earning $8 an
hour over the whole year.)
The strength of the CPS is
its coverage of a longer
time period than the SIPP.3

Earnings
Inequality since
the mid-1980s:
A New Look 

Contrary to the con-
ventional wisdom, wage
rate inequality for all work-
ers actually fell between

1987 and 1994. SIPP data (table 1)
reveal that the Gini coefficient, mea-
suring overall wage rate inequality, fell
by 5.5 percent. The 90/10 ratio, mea-
suring the disparity between the very
highly paid and the very poorly paid,
fell by 7.1 percent. A similar pattern
emerges for men ages 25 to 54. Even
for annual earnings, SIPP data show
no evidence of increasing  inequality.
Both measures of inequality fell for all
workers and stayed about the same for
men ages 25 to 54.
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Table 1

Wage Rate and Earnings Inequality,
1987–1994 SIPP Data

Annual Average Wage Rate Annual Earnings
Gini 90/10 Gini 90/10

Year Coefficient Ratio Coefficient Ratio

All Workers 1987 0.324 5.01 0.450 17.23
Ages 16 and Over 1994 0.307 4.66 0.431 14.28

% Change -5.5 -7.1 -4.2 -18.8

Men 1987 0.295 4.10 0.343 5.31
Ages 25–54 1994 0.281 3.91 0.339 5.43

% Change -5.0 -4.8 -1.1 +2.3

Source: Urban Institute 1997, from 1987 and 1993 SIPP panels.

Table 2

Wage Rate and Earnings Inequality, 
1987–1994 CPS Data

Annual Average Wage Rate Annual Earnings
Gini 90/10 Gini 90/10

Year Coefficient Ratio Coefficient Ratio

All Workers 1987 0.352 5.49 0.467 22.94
Ages 16 and Over 1994 0.355 5.36 0.463 20.00

% Change +0.8 -2.4 -1.0 -13.7

Men 1987 0.318 4.60 0.361 6.76
Ages 25–54 1994 0.326 4.85 0.374 7.00

% Change +2.5 +5.3 +3.6 +3.5

Men, Ages 16–64 1987 0.321 4.72 0.325 4.63
Full-Time, Full Year1994 0.327 4.94 0.339 5.23

% Change +1.9 +4.6 +4.2 +12.2

Source: Urban Institute 1997, from March 1988 and March 1995 Current Population Surveys.



The CPS data (table 2) show a
somewhat different picture, but still no
evidence that overall wage rate or
earnings inequality increased. For all
workers, wage rate inequality stayed
about the same. Overall annual earn-
ings inequality (the Gini coefficient)
stayed about the same, although the
overall earnings disparity between the
very highly paid and the very poorly
paid (the 90/10 ratio)
fell. For men ages 25 to
54 and for men ages 16
to 64 who worked full-
time, year-round, wage
rate inequality increased,
although by less than 3
percent, a smaller
amount than did annual
earnings inequality.

A longer view (chart
1), reveals an increase in
wage rate inequality for
all workers between
1980 and 1984, accord-
ing to CPS data. How-
ever, since 1984, the
inequality of wage rates
stayed the same—at a
Gini coefficient of about 0.35. SIPP
data show a small (about 3%) rise in
inequality between 1984 and 1987, fol-
lowed by a decline back to the 1984
levels by 1995.4

These Results
Contrasted with 
Other Studies

No single explanation accounts
for the differences between these find-
ings and those of other studies. My
use of SIPP is one major factor. Many
other studies use the CPS. But some of
these measure average wage differen-
tials by education instead of calculat-
ing inequality across all workers.5

Others examine annual earnings or
weekly earnings among full-time (35+
hours per week) workers6 and full-
time, year-round (35+ hours per week
and 50+ weeks per year) workers.7

The potential distortion that
arises from limiting the group of
workers in this way is clear from the
following example. Suppose that a
smaller proportion of low-wage
workers worked 50+ weeks in 1984
than had worked in 1994. In this case,

earnings inequality could rise for
year-round workers (but not necessar-
ily for all workers) simply because
the 1994 distribution included more
low-wage workers.

As noted, when other studies mea-
sure earnings as payments per hour or
include all workers, they also find no
increases in inequality since 1984. An
OECD study based on hourly earnings,

for example, shows a slight decline in
inequality between 1989 and 1992.8

Robert Haveman shows no increases
in the inequality of wage rates between
1973 and 1988, nor between 1988 and
1991.9 Kathy Bradbury reports no
change or declining inequality in earn-
ings (unadjusted for hours worked)
among all workers.10

Implications for Policy
and Interpreting
Economic Trends

These findings are relevant to con-
troversies about the U.S. labor market
model and about rising income
inequality in the United States. In par-
ticular, the fact that rising earnings
inequality has not accompanied rapid
growth in employment blunts one of
the primary critiques of the operations
of the U.S. labor market. Countries that
now experience extremely high unem-
ployment need to take another look at
the U.S. approach before dismissing it
as unduly harsh on low-wage workers. 

It is true that the United States con-
tinued to suffer increases in inequality
of family income(rather than individual

earnings) over the past decade. But
demand-side labor market forces relat-
ed to trade, foreign investment, or new
technologies can no longer be consid-
ered the causes. One must turn, instead,
to sociodemographic explanations of
rising family income inequality—such
as the increasing share of one-parent
families and increasing hours worked
by the wives of the men who are high

earners.

Notes
1. The literature on

the explanations of rising
earnings inequality is
extensive. On the impact
of trade, for example, see
Wood (1994), Borjas and
Ramey (1995), Leamer
(1996), and Burtless
(1995). See the Economic
Report of the President,
1997, p. 175, for a summa-
ry of the consensus of
economic experts on the
causes of rising earnings
inequality.

2. To the author’s
knowledge, no previous

study has employed SIPP data to examine
trends in earnings inequality.

3. Some analysts (e.g., Dinardo,
Fortin, and Lemieux, 1996) use other CPS
data on usual hourly wage rates, usual
weekly earnings, and usual weekly hours
to measure inequality. These data cover
only one job per week and take no account
of self-employment income. They may be
more subject to error than annual averages
(Rodgers, Brown, and Duncan, 1993). In
addition, the weekly data cover usual
rather than actual earnings. 

4. In chart 1, the CPS wage defini-
tion is annual earnings (including self-
employment) divided by annual hours.
The SIPP definition is the hourly wage
rate (where available) or monthly earn-
ings divided by monthly hours. Both
weight each observation by hours worked.

5. See Bound and Johnson (1995).

6. OECD (1996).

7. Bradbury (1996); Economic
Report of the President(1997).

8. OECD (1996:103).

9. Haveman (1996).

10. Bradbury (1996).
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Trends in U.S. Wage Rate Inequality Using CPS and SIPP Data,
1978–1995

Gini Coefficients of Wage Rates

Source: Urban Institute 1997, based on tabulations from March 1979–March 1996 Current Population
Surveys and from selected waves of the SIPP 1984, 1987, 1988, and 1993 panels.
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