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Recent studies of economic inequality almost always separately examine income inequality, consumption
inequality, and wealth inequality, and hence, these studies miss the important synergy between the three
measures explicit in the life-cycle budget constraint. Using the Panel Study of Income Dynamics (PSID), we
study inequality in three dimensions, focusing on the conjoint distributions of income, consumption, and
wealth for the same individuals. We find that the trends in inequality in income, consumption, and wealth
similarly increase between 1999 and 2013. We examine the pairwise distributions of our measures using the
average propensity to consume and the wealth-income ratios. Using the longitudinal nature of the PSID, we
follow people over this period and find mobility is similar using income, consumption, and wealth. We con-
clude that while all three types of inequality are rising, wealth increasingly acts as a buffer to cushion in-
come changes, which could reduce mobility—both intra- and inter-generational mobility.
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Growing interest in economic inequality and
mobility continues to dominate the headlines.
In 2013, President Obama spoke about inequal-
ity and mobility, reiterating a theme from ear-
lier speeches: “This increasing inequality is
most pronounced in our country, and it chal-
lenges the very essence of who we are as a peo-

ple.” Similarly, the chair of the Federal Reserve
System, Janet Yellen (2014), in a speech to the
Boston Federal Reserve Bank, observed that
both income and wealth inequality were rising
in the United States and that such increases
called into question American beliefs in equal-
ity of opportunity.! As for consumption, an-
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other measure of well-being and the preferred
welfare measure for most economists, Bill
Gates suggested that “It’s not that we should
ignore the wealth and income data. But con-
sumption data may be even more important
for understanding human welfare” (Gates 2014;
Piketty 2015). Hence income, wealth, and con-
sumption are all three important gauges of in-
equality in economic status and their effects
on social and economic mobility.

Most research shows, and Yellen (2014)
stresses, the increase in income and wealth in-
equality has been large. Emmanuel Saez and
Gabriel Zucman (2014) and Edward Wolff (2014)
find that income and wealth inequality are
highly related. Thomas Piketty (2015) makes
this point more dramatic by arguing that the
increase in income inequality yields more
wealth inequality, which in turn increases in-
come inequality. Jonathan Fisher, David John-
son, and Timothy Smeeding (2015) find that
consumption inequality is about 80 percent as
large as disposable income inequality and that
the rise in consumption inequality was two-
thirds that of income inequality in the United
States from 1984 to 2011.

Income, consumption, and wealth distribu-
tions inform our perceptions of inequality. Yet
most research on inequality limit analysis to
just one of these variables. Even the studies
using more than one almost invariably do so
one at a time.> The most influential studies on
income inequality examine income alone (Pik-
etty and Saez 2003; Congressional Budget Of-
fice 2011). Those studying consumption in-
equality compare the trends in consumption
inequality and income inequality, but the focus
is on the univariate distributions and not the
conjoint distribution (Fisher, Johnson, and
Smeeding 2015; Attanasio and Pistaferri 2014,
Aguiar and Bils 2015). Similarly, wealth in-

equality is studied by itself or with income in-
equality, but the focus is on the univariate dis-
tributions (Saez and Zucman 2014; Wolff, this
volume; Pfeffer and Schoeni, this issue). In
contrast, the Report by the Commission on the
Measurement of Economic Performance and So-
cial Progress states that “the most pertinent
measures of the distribution of material living
standards are probably based on jointly consid-
ering the income, consumption, and wealth
position of households or individuals. . . . Give
more prominence to the distribution of in-
come, consumption and wealth” (Stiglitz, Sen,
and Fitoussi 2009, 33).2

Studying these measures separately misses
the important synergy between the three mea-
sures explicit in the life-cycle budget con-
straint. An increase in income held by the top
of the distribution means that consumption or
wealth of the top also increases. The joint dis-
tribution between any two, and more impor-
tantly the conjoint distribution among all
three, provides more information than any of
the univariate distributions. The concern is
whether the increases over time in all three are
similar, or whether the rankings across coun-
tries are similar. Recent evidence shows that
the levels of income, consumption, and wealth
inequality are different, wealth inequality be-
ing greater than income, which is greater than
consumption (see figure 1). One must also ask
how inequality of income translates to con-
sumption or wealth. Alternatively, if one in-
creases and another remains constant—what
does that mean about well-being or the effects
of inequality on social mobility? Piketty sug-
gests that increases in wealth inequality trans-
late to increases in income inequality: “many
shocks to the wealth trajectories of families
can contribute to making the wealth distribu-
tion highly unequal (indeed, in every country

it is appropriate to ask whether this trend is compatible with values rooted in our nation’s history, among them
the high value Americans have traditionally placed on equality of opportunity” (2014).

2. One exception is the work of Markus Jantti, Eva Sierminska, and Timothy Smeeding (2008), who model the
joint distribution of income and wealth in a cross-national context.

3. Richard Blundell, in an address to the Royal Statistical Society, states the importance of all three measures:
“One thing is for sure, the results of the research presented here provide a strong motivation for collecting con-
sumption data, along with asset and earnings data, in new longitudinal household surveys and linked adminis-

trative register data” (2014, 316).
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and time period for which we have data, wealth
distribution within each age group is substan-
tially more unequal than income distribution)”
(2015, 50). Alternatively, Dirk Krueger and Fab-
rizio Perri (2006) show that the increased avail-
ability of financial markets could suggest that
increases in income inequality do not lead to
increases in consumption inequality.

Following Jonathan Fisher and his col-
leagues in their study of inequality in three di-
mensions (2015b), we focus here on the con-
joint distributions of income, consumption,
and wealth for the same individuals. We exam-
ine all three measures of inequality using the
1999-2013 Panel Study of Income Dynamics
(PSID). The PSID allows for longitudinal anal-
ysis and intra- and inter-generational mobility
issues not feasible with any other dataset.*

We compare the level and trend in inequal-
ity in income, consumption, and wealth (or net
worth) in the Panel Study of Income Dynamics
from 1999 to 2013, and find that, similar to
other research, all three measures similarly in-
crease during this period. We also examine the
pairwise distributions of our measures using
the average propensity to consume (APC) and
the wealth-to-income ratios and evaluate how
these have changed over time. We use the lon-
gitudinal aspect of the PSID to follow people
over time and find that mobility is similar us-
ing income, consumption, and wealth. Future
work will examine how the changes in income
and consumption are affected by changes in
wealth and calculate the marginal propensities
to consume for various levels of wealth.

The results improve our understanding of
inequality in the United States since 1999 by
exploring the joint relationship between vari-
ous measures of economic inequality. The re-
sults indicate that the correlation between the
three measures is high, but not perfect. There-
fore, the individuals at the top in any one mea-

sure are not necessarily at the top in another
measure. Further, individuals at the top in one
year do not necessarily stay in the top over
many years. Despite stickiness at both the top
and the bottom of individual measures, fluid-
ity also exists, especially given that the ranking
of one measure relates to the ranking of an-
other. Therefore, the picture of inequality pro-
posed here not only aligns with previous re-
search, in that it is rising, but also improves
the clarity by incorporating the relationship
between various measures of economic well-
being that constitute inequality.

DIFFERENCES IN THE MEASURES
The differences in income, consumption, and
wealth across the income distribution provide
insight into why it is necessary to look at in-
come, consumption, and wealth together rather
than individually. Previous research (see Fisher
et al. 2015a) shows that the APC falls with in-
come and is extremely high for the low-income
households. Alternatively, wealth increases
with income and yields extremely high wealth-
to-income ratios at the highest percentiles. As
a result, consumption inequality is less than
income inequality, and income inequality is
less than wealth inequality. This suggests that
households at the bottom of the income dis-
tribution appear relatively better off using con-
sumption as a measure of inequality at any
point in time, because consumption exceeds
income (and wealth) in the lower ends of the
conjoint distributions.® High-income house-
holds are better off using wealth to measure
relative well-being than either income or con-
sumption because amassed wealth can be used
for future consumption and for transfers across
generations. Hence, our perception of relative
well-being changes depending on whether we
use consumption, income, or wealth.

Some have estimated the flow value of wealth

4. In other ongoing comparable work, we combine income and wealth in the SCF with consumption in the
Consumer Expenditure (CE) Survey databases to pursue similar aims. Although the SCF does not follow indi-
viduals longitudinally, it does include a special sample of the top one percent of the income and wealth distribu-
tions, something missing from the PSID and all other household income or consumption databases. The SCF
aggregates compare well with National income and Product Accounts, suggesting an important confluence of
both macro and microeconomic accounts (Dettling et al. 2015).

5. Consumption is a better measure of permanent income (see Fisher et al. 2015); however, another method to
obtain a measure of permanent income would be to use a five- to ten-year average income measure.
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Figure 1. Gini Index for Income, Consumption, and Wealth
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Source: Wolff (2014); Hardy et al. (2015); CBO (2011); Fisher, Johnson, and Smeeding (2015); and Atta-

nasio and Pistaferri (2014).

to add to income in order to incorporate wealth
into a measure of economic well-being (Burk-
hauser et al. 2009; Smeeding and Thompson
2011). But regardless of the flow values, the
build-up of stocks of wealth presents opportu-
nities and advantages (or in the case of debt,
disadvantages) that may in the end be more
important than any flows, as Piketty (2015) ar-
gues. In our data, wealth clearly accumulates
over time and financial wealth is especially
prevalent in the top strata of the wealth distri-
bution. Wealth buildup takes place when large
shares of national income go to top income
families (top 3 to 5 percent) who have APCs of
around 0.5 to 0.6. In these cases, high wealth
and high income does not translate into con-
sumption that is relatively as high. And so the
question is what happens to unconsumed in-
come, how does it accumulate and for what
purposes, and how is economic well-being af-
fected for such high-income and high-wealth
households? None of the current analyses of
inequality have fully captured the full effect of
wealth on consumption and income by consid-
ering all three measures of well-being simulta-

neously for the same households. We know,
however, that each gives a differing and impor-
tant perspective on the distribution of eco-
nomic well-being when considering the effects
of inequality on say educational attainment of
off-spring, intergenerational mobility, or even
health.®

Figure 1 shows a variety of measures of in-
equality from 1979 through the most recent
data available for each series—one measure of
wealth inequality, three measures of income
inequality and two measures of consumption
inequality. As shown, all measures have in-
creased in the past two or three decades. The
money income measure is produced by the U.S.
Census Bureau, and includes cash incomes re-
ceived on a regular basis (exclusive of certain
money receipts such as capital gains) and be-
fore payments for personal income taxes, but
gross of cash income transfers such as social
security. This is the most commonly refer-
enced income measure, dating back to 1967 for
households, with adjustments for household
size. This measure suggests the income in-
equality Gini for the United States increased

6. Elsewhere in this volume, Thompson and Conley show how wealth inequality affects consumption and health.
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from 0.39 in 1979 to 0.44 in 2007 and 0.46 in
2012.7

A second income measure shown in figure
1is from the U.S. Congressional Budget Office,
or CBO (2011). The CBO merges CPS household
survey data with tax records and thus provides
a more accurate picture of incomes at the very
top of the distribution. According to this mea-
sure, the Gini for household income increased
from 0.37 in 1979 to 0.49 in 2007. The CBO se-
ries with the more comprehensive income and
an accurate top end suggests a steeper rise in
inequality than does the census series. Be-
cause this CBO series suggests the importance
of capital income and capital gains, it also
makes the case for why changes in wealth are
an important cause of growing inequality. The
final income measure uses SCF income, which
includes capital gains and oversamples the
high end of the income distribution using an
IRS list sample (see Wolff 2014). Given its more
complete and more accurate coverage of the
wealthy and high income (Dettling et al. 2015),
the SCF income inequality measure is higher
than the other measures, yet shows a similar
rise in inequality. All three income Ginis in-
crease over this period. If the purpose is to ar-
gue that inequality in the United States is or is
not rising, all income measures regardless of
source yield the same conclusion. If the ques-
tion is by how much it is rising, that depends
on the series used.

Figure 1 also shows two measures of con-
sumption inequality using both the CE (Fisher,
Johnson, and Smeeding 2015) and PSID (Atta-
nasio and Pistaferri 2014). Both show an in-
crease between 1985 and 2006, but consump-
tion inequality fell (or remained flat) during
the Great Recession, and has only started to
increase again in the last few years. As with in-
come and consumption, various researchers
have examined inequality in wealth. Elsewhere
in this issue, Wolff reports Gini coefficients for
wealth using the SCF, which also increase dur-
ing this period. Showing the changes in wealth

held by the top 5 percent, Yellen also shows
rising wealth inequality across the SCF years
(2014).

In summary, all three measures of well-
being matter, wealth inequality being higher
than income inequality, which is higher than
consumption inequality. Consumption and
income inequality have diverged since 2007
(Fisher, Johnson, and Smeeding 2015), mainly
because of the fall in house prices. Consump-
tion from assets, especially housing, rose in
the early 2000s and then fell sharply after the
financial crisis (Cooper and Dynan 2013). The
role of assets, debts, and changes in net worth
are the key missing elements that connect in-
come and consumption to produce a complete
picture of economic inequality. The rise, fall,
and change in wealth (net worth) over the past
twenty-five years has been instrumental in fi-
nancing consumption generally, and school-
ing, health care, entrepreneurship, and retire-
ment especially.

DATA AND DEFINITIONS

Using a consistent theoretical framework to
define these measures is critical. The most
comprehensive concept of income and con-
sumption is drawn from the suggestions of
Robert Haig (1921) and Henry Simons (1938),
where income represents the capacity to con-
sume without drawing down net worth. Econ-
omists have used the equation that income (Y)
equals consumption (C) plus the change in net
worth (A) as the working definition of Haig-
Simons income. No studies use this definition
to the fullest extent because no household sur-
vey has the necessary variables to create a full
measure of Haig-Simons income.® Our research
goal is to have measures of disposable income,
consumption, and net worth that are accurate
and as closely linked as possible given the data
limitations. Our measures of income and con-
sumption do not completely characterize the
Haig-Simons income measure. One particular
item missing from both income and consump-

7. This series is adjusted to remove the break in series between 1992 and 1993 that is attributable to survey
changes (see Atkinson, Piketty, and Saez 2011; Hardy et al. 2015).

8. Timothy Smeeding and Jeffrey Thompson (2011) discuss the Haig-Simons income measure and construct a
“More Complete Income” measure that attempts to account for the realized and unrealized returns on asset

income.
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tion is government-provided in-kind health
benefits, which would lead to lower levels of
inequality (see Hardy et al. 2015).

To evaluate all three measures it is impor-
tant to have one data set with all three mea-
sures. Most evaluations use different data sets
to examine income inequality or wealth in-
equality, or consumption vs income inequality.
As Jonathan Heathcote, Fabrizio Perri, and
Giovani Violante write, “The conclusion we
draw is that one should be very cautious when
combining data on inequality in wages and
earnings from the CPS or PSID, and data on
inequality in net worth from the SCF” (2010,
41). Building on earlier results that use the SCF
and impute consumption (Fisher et al. 2015b),
we use the PSID that includes all three mea-
sures.

Since 1968, the PSID has collected a broad
range of socioeconomic and other information
on families on an annual basis and since 1997
on a biannual basis. The PSID first introduced
an extensive wealth module in 1984, which was
repeated every five years until 1999 and on a
biannual basis since then. The PSID first intro-
duced something approaching a full measure
of consumption in 1999. Before 1999, the PSID
only had spending on food and housing. Thus
our analysis starts in 1999 because it is the first
year with all three measures in every wave.

Data are collected in the year of the survey;
income is reported for the previous taxable
year, wealth is reported for the time of inter-
view (the survey year), and consumption is a
mixture of time periods. In our analysis, we use
the survey year to represent the year for the
resource means and convert measures to con-
stant 2013 dollars, we adjust by family size us-
ing an equivalence scale given by the square
root of family size, and we use the family level
file and longitudinal weights.’

Total family income is the sum total of tax-
able, transfer, and social security income of
the head, wife, and other family units. We use
after-tax income, by imputing taxes using a
model that Sara Kimberlin, Jiyoun Kim, and
Luke Shaefer constructed using NBER TAXSIM
(2014).

Total household wealth is the sum total of
eight asset variables minus debt. Asset vari-
ables are farm and business, checking and sav-
ings, other real estate (such as second home,
land, rental real estate, or money owed on a
land contract), stocks, vehicles, other assets
(such as life insurance policy), annuity or indi-
vidual retirement account (IRA), and home eq-
uity. Until 2007, debt was total debt. Beginning
in 2009, debt is the sum total of debt from farm
or business, real estate, credit card, student
loan, medical, legal, family loan, or other. The
PSID wealth module also covers all major
wealth components—namely, housing wealth,
arange of financial and real assets, retirement
wealth, and various types of liabilities—but it
draws on fewer survey items than the SCF
does. Total wealth estimates produced from
the PSID are comparable to those from the
SCF. The primary exception is for the wealthi-
est1to 3 percent of households, which the SCF
reaches through its IRS oversample and the
PSID does not (Juster, Smith, and Stafford 1999;
Pfeffer et al. 2016).

The definition of consumption changes in
the PSID. Until 2003, consumption is the sum
of food, housing, transportation, education,
and child care." Beginning, in 2005, consump-
tion also includes spending on travel, clothing,
other recreation, home repair, home furnish-
ings, and home phones. Hence, we use a con-
sistent measure of consumption over the entire
period and include a rental value of home own-
ership given by 6 percent of the house value.”

9. Results are similar if we exclude the supplemental low-income (SEO) sample, and restrict the analysis to the
Survey Research Center (SRC) sample. We also compare the cross-section results using the family weights;

results are qualitatively similar.

10. Wealth does not include defined-benefit retirement or Social Security holdings (see Wolff, this issue). Future
work will attempt to include this pension wealth following Sebastian Devlin-Foltz and his colleagues (this issue).

11. Following Fisher and David Johnson (2006) and Orazio Attanasio and Luigi Pistaferri (2014), we include the
amount of food stamps (SNAP) in the total food consumption.

12. We also compare the cross-section results using the family weights, and results are qualitatively similar.
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Figure 2. Gini Coefficients for Income, Consumption, and Wealth
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As Patricia Andreski and her colleagues
show (2014), the consumption measure from
PSID is similar to that in the CE. Other re-
search also shows the consistency between the
PSID and SCF wealth measures: Dirk Krueger,
Kurt Mitman, and Fabrizio Perri (2015) confirm
that the trends in income and consumption
from the PSID are similar to the trends shown
in the national accounts from the Bureau of
Economic Analysis (BEA).” Fisher and Johnson
demonstrate that the PSID captures more in-
come than the CE (2006). Andreski and her col-
leagues compare the income levels in the PSID
to the CPS (2014). However, Bruce Meyer, Wal-
lace Mok, and James Sullivan demonstrate that
all of the income and consumption surveys do
not fully capture the level of government trans-
fers in their income measure (2015).

RESULTS

Between 1999 and 2013, inequality has in-
creased. As shown in figure 1, using the equiv-
alized money income from the Census Bureau
yields an increase in the Gini of 4.6 percent
between 1999 and 2012; all of the other mea-
sures also increase. Our measures for income,
consumption, and wealth are shown in figure
2 and display increases in all three measures

2007 2009 2011 2013

(comparable to other measures shown in fig-
ure 1)—consumption Gini increases 6 percent,
income increases 9 percent, and wealth in-
creases 6 percent. Wealth inequality increases
substantially during the Great Recession (see
also Wolff, this issue). These results are similar
to those obtained using the SCF (Fisher et al.
2015b). In fact, the level and trend in wealth
inequality using the PSID and SCF are almost
identical, even though the SCF captures more
wealth than the PSID (see also Pfeffer, Danz-
inger, and Schoeni 2014), whereas income and
consumption inequality differ because of the
slightly different definitions used.

Top Shares

Inequality can also be examined using the
share of the resource measure held by the top
percentages of each resource (as in Piketty and
Saez 2003; Saez and Zucman 2014). Table 1
shows the shares for the top 5, 10 and 20 per-
cent for each measure. The increases are more
apparent in the changes in the top 20 percent,
the wealth share increasing the most. The
shares for the top 5 percent for income and
wealth are lower than those found using the
SCF (from Fisher et al. 2015b); this is mainly
because the SCF captures more wealth and in-

13. Dettling and her colleagues, however, suggest that only the SCF has levels of wealth accumulation that cor-
respond well to the national aggregates in the Financial Accounts from the Federal Reserve (2014).

RSF: THE RUSSELL SAGE FOUNDATION JOURNAL OF THE SOCIAL SCIENCES



INEQUALITY AND MOBILITY 51

Table 1. Shares for Income, Consumption, and Wealth

Top 5 Percent

Top 10 Percent

Top 20 Percent

w | C W | C W I C
1999 51.2 18.9 16.4 64.9 29.3 26.2 79.9 45.4 41.5
2001 48.8 20.7 16.1 62.8 30.9 26.1 78.8 46.4 41.5
2003 51.9 19.6 16.0 65.2 29.9 26.1 80.7 45.7 41.6
2005 49.6 22.1 16.9 64.1 32.4 27.2 80.4 47.9 42.9
2007 52.3 20.4 17.7 66.2 31.1 28.0 82.1 46.9 43.8
2009 57.0 20.1 17.1 70.7 30.7 27.1 85.6 46.6 42.5
2011 53.1 19.5 17.8 69.0 30.0 27.9 85.8 46.1 43.1
2013 52.7 21.2 16.5 68.6 32.0 26.8 85.6 48.2 42.4

Source: Authors’ calculations based on PSID.
Note: | = income; C = consumption; W = wealth.

come at the top of the distribution than the
PSID.* Thus the rest of the results using the
PSID focus on the top 20 percent.

For the top 20 percent of the consumption
distribution, we again see an increase in the
share of consumption held by the top between
1999 and 2007 and then a fall during the Great
Recession (similar to Fisher, Johnson, and
Smeeding 2015). The income and wealth shares
tend to show a consistent rise over the period,
with the income share showing a slight dip af-
ter the recession. Wolff (this issue), Killewald
and Bryan (this issue), and Fisher, Johnson,
and Smeeding (2015) show that changes in
home values substantially affected the change
in inequality during the Great Recession.

These separate (or marginal) changes are
similar to previous measures of inequality. But
as Krueger, Mitman, and Perri explain, “Al-
though the marginal distributions of earnings,
income and wealth are interesting in their own
right, the more relevant object for our pur-
poses is the joint distribution of wealth, earn-
ings, disposable income and consumption ex-
penditures” (2015, 7). The PSID allows us to
examine the conjoint distribution of all of
these measures.

One method to evaluate the joint distribu-
tion is to examine the shares of income and
consumption held by the top 20 percent of
wealth holders. Table 2 shows the separate

shares of the other resources held by the top
20 percent of wealth, income, and consump-
tion. For example, in 2013 the top 20 percent
of wealth holders (86 percent of wealth) also
have about 37 percent of income and 34 per-
cent of consumption. The proportion of con-
sumption held by the top 20 percent of wealth
holders increases between 1999 and 2007, and
decreases during the Great Recession, similar
to the patterns for consumption inequality
found in Fisher, Johnson, and Smeeding (2015).
Although the share of wealth held by the top
20 percent of wealth-holding households in-
creases after 2007, the share of consumption
falls slightly and the share of income remains
fairly constant. This suggests that the wealthy
decreased consumption by a greater percent-
age than lower wealth households did over the
course of the Great Recession. Another way to
consider these relationships is that only 34 per-
cent of consumption can be attributed to the
top 20 percent of wealth holders. This is con-
sistent with Krueger, Mitman, and Perri (2015)
and suggests that a significant amount of con-
sumption occurs outside the wealthy.
Because wealth is so skewed toward the top
end, those in the top 20 percent of wealth hold-
ers are likely better off than those in the top 20
percent of the consumption or income distri-
butions. However, households in the top 20
percent of the consumption distribution ap-

14. These are also comparable to Krueger, Mitman, and Perri (2015), who find the top 10 percent of wealth holds
67.4 percent, income holds 31.6 percent, and consumption holds 29.8 percent.
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Table 2. Shares of Resources Within Top 20 Percent

Top 20% Wealth

Top 20% Income

Top 20% Consumption

W I C I C w C I W
1999 79.9 33.1 32.4 45.4 31.9 52.3 41.5 35.3 58.2
2001 78.8 34.4 32.2 46.4 32.7 56.3 41.4 36.6 58.0
2003 80.7 33.3 33.4 45.7 33.6 57.1 41.6 36.7 60.7
2005 80.4 36.4 35.9 47.9 35.4 53.3 42.9 40.2 57.3
2007 82.1 36.9 35.8 46.9 36.1 59.9 43.8 38.7 65.3
2009 85.6 34.9 34.9 46.6 33.5 50.9 42.5 36.2 55.9
2011 85.8 35.1 35.2 46.1 35.4 55.6 43.1 37.5 63.5
2013 85.6 36.9 34.4 48.2 35.4 61.3 42.4 40.2 63.5

Source: Authors’ calculations based on PSID.
Note: | = income; C = consumption; W = wealth.

pear to be well off by all three measures. A con-
sistent pattern for the entire period is that
households in the top 20 percent of consump-
tion own slightly more of the wealth than those
in the top 20 percent of income, and house-
holds in the top 20 percent of consumption
earned slightly more income than the top 20
percent of wealth holders.”” Regardless, look-
ing at the top 20 percent of income is less in-
formative than looking at the top 20 percent of
wealth or consumption when using all three
measures, despite the fact that most of the re-
search attention in the general inequality lit-
erature as well as the top shares literature has
focused heavily on the top 5 or top 1 percent’s
shares of income alone (see Fisher et al. 2015a).

Average Propensity to Consume

Another measure of the joint distribution un-
folds when considering the APC and wealth-to-
income ratios. Figures 3 and 4 show the APCs
and wealth-to-income ratios for each income
vingtile (each 5 percentile point) using the
PSID for 1999 to 2007 and 2013." These APCs
are slightly lower than those found using the
CE because the PSID consumption measure
captures about 80 percent of CE consumption
on average.

Figure 3. APC and Wealth-to-Income Ratio, APC
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Source: Authors’ calculations based on PSID.

Figures 3 and 4 confirm that the APC falls
and wealth-to-income increases with income.
However, the numbers change over the years.
The APC uniformly increases between 1999 and
2007, except for the bottom vingtile, and then
falls in 2013. The wealth-to-income ratio dis-
plays a similar pattern for much of the income
distribution, except that the highest income

15. This may be because many higher wealth households are living on retirement incomes, which are below their

preretirement income levels. The elderly are more likely to be in the top of the wealth and consumption distribu-

tion and thus the impacts of the shares may be sensitive to the age distribution of the population.

16. The figures use the ratios of median income, consumption, and wealth for each vingtile.
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Figure 4. APC and Wealth-to-Income Ratio,
Wealth to Income
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Source: Authors’ calculations based on PSID.

households experience an increase in the
wealth-to-income ratio between 2007 and 2013.
This confirms other research that the top 5 per-
cent are experiencing much of the gains in
wealth as well as income during this latter pe-
riod (Yellen 2014).

A third measure of the joint distribution
would be the transition matrices for each pair
of measures (as in Fisher et al. 2015b). Income
and consumption are more highly correlated
than income and wealth or wealth and con-
sumption (see also Fisher et al. 2015b).”” The
distribution of each of the measures by age dif-
fers (see Fisher et al. 2015a). Specifically, elderly
are more likely to be in the top wealth and con-
sumption quintiles. This suggests that the
high APCs for higher wealth households at the
bottom of the income distribution are in large
part due to retirees, and that the joint distribu-
tions will be affected by the age distributions.

Intragenerational Mobility

Finally, we can exploit this longitudinal avail-
ability of all three measures in the PSID to ex-
amine the mobility of people across the vari-
ousdistributions. To examine intragenerational

mobility, we restrict the sample to those adults
who are between twenty-five and fifty in 1999,
and construct transition matrices between
1999 and 2013 for these adults (we also exam-
ined mobility between 1999 and 2007, and 2007
and 2013). Fisher and Johnson use the PSID to
show that income mobility and consumption
mobility were similar between 1984 and 1999
using an imputed measure of consumption
(2006). Table 3 shows the transition mobility
matrices for income, consumption, and wealth.
All three show the standard twin peaks phe-
nomenon seen in the relative mobility litera-
ture—larger percentages remaining in the top
and bottom quintiles (see Fisher and Johnson
2006). These tables suggest that mobility for
all three measures is similar. The main differ-
ence is that the stickiness at the top is more
apparent in wealth than in income and con-
sumption. Table 3 shows that 64 percent of
people in the top wealth quintile in 1999 re-
main there in 2013, and only 53 percent for in-
come and 50 percent for consumption remain
in the top quintile. The respective percentages
remaining in the bottom quintiles are much
more evenly split, 51 percent for both income
and consumption and 46 percent for wealth.

The PSID is viewed as the cornerstone sur-
vey to examine mobility (see Haskins, Isaacs,
and Sawhill 2008; Pew Charitable Trusts 2012).
Fabian Pfeffer and Alexandra Killewald (2015)
examine intergenerational wealth mobility and
also find that the top is more immobile, 44 per-
cent of children being in the top wealth quin-
tile at the same age as when their parents were
in the top quintile, and 34 percent having both
in the bottom wealth quintile at the same age.
Given that this is a longer period than fourteen
years, it could be that extending our results to
twenty-five years (or a generation) may yield
similar levels of individual mobility as com-
pared to intergenerational mobility (and this
extension is part of future research).

One method to summarize the levels of mo-
bility is to use the Shorrocks mobility index (as
in Fisher and Johnson 2006)." These summary
measures, shown in table 4, confirm that mo-

17. Results from the PSID are not shown but are available on request.

18. The Shorrocks measure for a quintile transition matrix is (5—sum of main diagonal)/4. A higher Shorrocks
number indicates higher mobility. Another measure Fisher and Johnson use is the Gini index of mobility (2006).
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Table 3. Mobility Transition Matrices Between 1999 and 2013

Q1 Q2 Q3 Q4 Q5
Income
Q1 51 28 14 4 3
Q2 27 29 25 14 5
Q3 10 21 27 30 12
Q4 7 15 21 30 27
Q5 3 8 14 22 53
Consumption
Q1 51 25 15 7 2
Q2 27 28 21 17 7
Q3 11 24 24 24 17
Q4 6 16 24 29 25
Q5 4 7 16 24 50
Wealth
Q1 46 32 14 5 3
Q2 27 33 25 13 4
Q3 16 22 33 22 6
Q4 7 9 19 39 25
Q5 3 4 8 21 64

Source: Authors’ calculations based on PSID.
Note: Figures are percentages; rows add to 100.

Table 4. Shorrocks Mobility Coefficient

Income Consumption Wealth
1999-2013 0.775 0.794 0.713
2001-2007 0.677 0.741 0.668
2007-2013 0.664 0.731 0.674
1984-1999 (Fisher/Johnson) 0.815 0.819
1984-1990 (Fisher/Johnson) 0.701 0.676
1990-1999 (Fisher/Johnson) 0.745 0.702

Source: Authors’ calculations based on PSID.

bility for all three measures is similar over the
1999 to 2013 period. This is also similar to the
results of Fisher and Johnson (2006) shown in
the bottom part of table 4. The Shorrocks in-
dex can be interpreted as the proportion of in-
dividuals moving across the distribution.
Hence, between 1999 and 2013, 77.5 percent of
individuals move across the income distribu-
tion and 79.4 percent move across the con-
sumption distribution and fewer, 71.3 percent,

move across the wealth distribution. As usual,
shorter periods yield less mobility. Although
consumption mobility is slightly smaller than
income mobility in Fisher and Johnson (2006),
we find it to be slightly larger in the more re-
cent time periods.

Finally, we can examine the mobility for in-
come and consumption by the level of wealth
by creating separate mobility matrices for each
wealth quintile. Results show less income mo-

19. Because Fisher and Johnson (2006) use a different sample, one cannot make the claim that mobility has
fallen between decades even though both sets of results use the PSID.
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Table 5. Percentage Who Remain in Same
Quintile

1999- 2007- 1999-

2007 2013 2013
Q1 income 35.0 45.5 23.4
Q1 consumption 31.5 38.2 20.3
Q1 wealth 32.8 28.8 16.4
Q5 income 37.5 47.2 27.1
Q5 consumption 35.1 40.1 25.1
Q5 wealth 47.0 55.7 39.0
Q1 for all three 8.7 5.6 3.8
Qb5 for all three 12.1 15.7 8.0

Source: Authors’ calculations based on PSID.

bility at lower wealth quintiles. Although half
of those in the bottom income quintile in 1999
remain in the bottom in 2013, 60 percent of
those in the bottom wealth quintile remain in
the bottom income quintile in 2013, but only
20 percent of those in the top wealth quintile
do. Wealth creates more stickiness at the top,
suggesting that intragenerational income mo-
bility decreases with wealth.

These measures show the stickiness at the
bottom and top of the distributions, but they
also show a fair amount of intertemporal mo-
bility. One manifestation of overall economic
inequality comes from the number of people
who continuously remain in the top or bottom
of the distributions. We can examine the per-
manency of the lack of mobility by finding the
percent of people who are always in the top
and bottom quintiles for each period between
1999 and 2013. Table 5 shows the percentage of
people who were in the top or bottom quintiles
in 1999 and remained there for each period un-
til 2013. As expected, because the period before
the recession began (in 2007) is longer, fewer
people are stagnant for all years. But for the
entire period, 23 percent of people in the bot-
tom income quintile are stuck there for all pe-
riods, and 4 percent of those in the bottom
wealth quintile in 1999 remain there for all
three measures in 2013. Similarly, 8 percent of
those in the top quintile in 1999 remain in the
top for all three measures for all years.

As before, the top is stickier; 7.5 percent of

people in the top quintile remain in the top
quintile of all three measures from 1999 to
2013, compared with 4 percent in the bottom
quintile of all three measures over the same
span of years. In fact, 40.7 percent of all people
in the top wealth quintile in 1999 remained
there for all eight periods (2001, 2003, 2005,
2007, 2009, 2011, and 2013). Additionally, 8 per-
cent of people in the top quintile (for one mea-
sure) in 1999 remain in the top quintiles for all
three measures for all years.

CONCLUDING REMARKS

Our work on the conjoint distributions of in-
come, consumption, and wealth is just begin-
ning. Inequality in all three measures is rising,
but the changes are not perfectly correlated.
Many households have relatively high con-
sumption but low income, suggesting spend-
ing out of wealth (or increases in wealth not
recorded in standard income definitions).
Many high-wealth households consume mod-
estly and have lower incomes, suggesting that
retirees play a role in what we see here. How-
ever, when the elders are removed from the
sample in our SCF work, the patterns observed
are not much changed (see Fisher et al. 2015b).
Still, we find a high correlation where 20 per-
cent of all people in the top quintile and 10
percent of those in the bottom quintile for all
three measures in 1999 remain there for all
three measures in every year between 1999 and
2013.

By presenting results using income, con-
sumption, and wealth for the same house-
holds, we have improved our understanding of
inequality in the United States. The three mea-
sures are not perfectly correlated, but correla-
tion in the tails of the distribution is much
higher, suggesting that unidimensional in-
equality understates the true level of overall
economic inequality. Most research on in-
equality focuses on income alone, but that may
well not be the best single measure of inequal-
ity. Economists prefer consumption as a mea-
sure of permanent income, and wealth incor-
porates both the ability to increase income and
the ability to consume directly. Although this
paper focuses on the overall population with-
out a complete examination of the differences
by age, race, or other demographics, future
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work will follow the methods of Fisher and his
colleagues (2015a) to evaluate the demograph-
ics of mobility.

Wealth is a stock that can be used to stabi-
lize consumption in times of misfortune, or
to increase realized income flows. Because
wealth is so highly skewed and becoming more
skewed over time, it also allows the wealthy to
ensure the economic success of their children.
That is, personal and business wealth provides
an ever-increasing cushion against economic
misfortune and a dynastic advantage to main-
taining social position over time. Alicia Eads
and Laura Tach demonstrate elsewhere in this
issue that wealth increases family stability,
which affects the well-being of children, and
hence could affect the level of intergenera-
tional mobility. This advantage can also extend
across generations, providing the ability to
save, purchase durables, finance education,
and borrow at less cost. This can also increase
the ability to provide more inter-vivos trans-
fers, which affects intergenerational mobility
(see Rauscher, this issue). Accumulated wealth
clearly leads to benefits for the children of
high-wealth households over other children,
and thus may compromise equality of oppor-
tunity and diminish intergenerational mobil-
ity (Fisher et al. 2015a).

Increasing wealth inequality also provides
the wealthy with increased ability to use their
wealth and power to shape public policy and
receive favorable legal treatment and tax treat-
ment (Stiglitz 2012). One method to shift more
benefits to lower and middle-income families
could be to modify the personal and child tax
exemptions, which are of equal value to all
(Smeeding 2016). This increase in inequality
and concentration of power may also lead to
lower rates of human capital accumulation,
and hence slow economic growth (OECD 2014).
The accumulations of wealth suggest that
policy is needed to limit the influence of the
wealthy without diminishing overall savings
behavior.

We document the rise in income, consump-
tion, and wealth inequality in the United States
and identify some of the ways in which these
three are correlated. We also argue that the
most serious inequality is that of wealth as it
influences consumption, income, and tax pol-

icy. Because this increase in inequality reduces
equality of opportunity and mobility, policy
could focus on methods to reduce the concen-
tration of wealth as it passes from generation
to generation and to lessen its impact on mo-
bility and political life.
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