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June 26, 2018 
 

 
                                     ADDITIONAL AGENDA MATERIAL #1 

 
 
 

ITEMS: 
 
6.22 & 6.23  Emails from the Public 



From: Bielinski, Bob
To: Frenzer, Tim; Braiman, Michael
Subject: Fwd: Opt-out of Cook County Minimum Wage and Paid Sick Leave
Date: Sunday, June 24, 2018 10:21:54 PM

Bob Bielinski
President, Village of Wilmette
bielinskib@wilmette.com

Begin forwarded message:

From: Bruce Miller <bruceamiller@comcast.net>
Date: June 24, 2018 at 7:36:25 PM CDT
To: bielinskib@wilmette.com, doddk@wilmette.com, kurzmanj@wilmette.com,
pearceg@wilmette.com, plunketts@wilmette.com, sullivand@wilmette.com,
wolfj@wilmette.com
Subject: Opt-out of Cook County Minimum Wage and Paid Sick Leave
Reply-To: Bruce Miller <bruceamiller@comcast.net>

President Bielinski and Trustees,

I encourage you to retain opting-out of the Cook County Minimum Wage
and Paid Sick Leave.

We have lived in Wilmette since 1977, and raised two children here.  Both
got their first jobs at local businesses, who hired the children despite their
lack of customer-facing experience.  This is less likely to happen with the
ordinances.

Wilmette prides itself on attracting and retaining small businesses (not
chains).  These folks will be burdened with yet more paperwork.  Nothing
prevents them from paying above minimum wage or providing paid sick
leave.

Please keep the opt-out.

Thank you,

Bruce A. Miller

1007 Lake Avenue, Wilmette
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From: Bielinski, Bob
To: Frenzer, Tim; Braiman, Michael
Subject: Fwd: Minimum wage and paid sick leave
Date: Friday, June 22, 2018 9:42:58 PM

Bob Bielinski
President, Village of Wilmette
bielinskib@wilmette.com

Begin forwarded message:

From: Carol Moschandreas <cvcm2006@gmail.com>
Date: June 22, 2018 at 8:47:42 PM CDT
To: bielinskib@wilmette.com
Subject: Minimum wage and paid sick leave

 
Dear Village President Bielinski,
 
By voting on June 26 to repeal Wilmette’s opt out, you will
have an immediate, positive effect on the lives of thousands of
workers in our community.  You will also be defining positively
who we are as a community. I ask that you vote to opt back in
for the following reasons.
 
By repealing and opting back in, you will end Wilmette’s
disadvantaging of the people who work within our
community. By opting out for this past year, Wilmette has
cost a full-time minimum wage worker in our community
$3,640.  This is the additional money she would have earned
in a minimum wage job in dozens of other suburbs including
Skokie, Evanston, Winnetka, Kenilworth, and Glencoe. From
the Working Group’s Report (“Report”), we know that probably
over a thousand employees in Wilmette work for minimum
wage and 70-80% of them are working to support a family.
 Working in Wilmette is a high-cost “privilege” for these
workers.
 
The Report also tells us of the opt-out costs regarding paid
sick leave.  Data from the Report’s  employers’ survey show
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that those responding do not provide sick leave for 25% of
their full-time employees and 66% of their part-time
employees.  Extrapolating these percentages to Wilmette’s
6,557 employees (Report, p.7), creates a range of between
1,637 to 4,327 employees  lacking paid sick leave because of
the opt out. The absence of paid time off to care for oneself or
one’s family and the risk job loss for absences due to illness
are costs Wilmette workers pay because of the opt-out.
 
By repealing and opting back in you will be fulfilling your
representation of the people of Wilmette.  In probably no
other issue before you previously or in the future will you have
a clearer sense of what the majority of the people you
represent want you to do.  In 2014 and 2016 respectively,
about three quarters of Wilmette voters voted for $10 minimum
wage and for paid sick leave.  
Quibbling about the wording of the referenda does not negate
the powerful message voters were sending of their support for
these ideas. 
 
The Report shows these earlier votes are consistent with and
underscore the will of the people today.  In the Report’s
scientifically conducted survey, 300 Wilmette residents spoke
clearly about the issues before you. Over 66% want Wilmette
of follow the County minimum wage provisions and 67 % want
our village to follow the County’s paid sick law.  This is the
clear “voice of the people.”
 
Potential harm to business and claimed lack of authority
are two ideas used to supposedly “require” maintaining
the opt-out status quo, but they are not really issues. The
supposed harm to business that will allegedly flow from opting
in finds essentially no support in the studies cited in the
Report. The Report also shows that the data concerning
Chicago’s experience after enacting minimum wage and sick
leave show no differences between Chicago and its suburbs
for two years following their enactment.  Harm to business is a
speculative shibboleth that is confounded by the Report’s



data.  In contrast, the continuing economic harm to workers in
Wilmette is substantive and certain.
 
The 30-year old case, People ex rel. Beranrdi v. Highland
Park, 121 Ill. 2d 1, 520 NE. 2d 316 (1988),  pointed to as
evidence that the County and Wilmette lack authority to enact
these ordinances, makes no finding regarding either the
relationship between a state statute and the ordinances or the
circumstances and purposes of the ordinances. The case
concerns Highland Park’s attempt to pay less for public works
by stiffing the workers.  It did so through an ordinance that
authorized the village to pay less than the state-set prevailing
wage.  The Illinois Supreme Court held that the state
prevailing wage law preempted Highland Park’s passage of
such an ordinance because the local law contradicted the
minimum requirements of the statute’s  protections to workers
and unions and in doing so went beyond its home rule
authority.
 
The Court in dicta (non-controlling language) discussed
hypothetical situations in which various statutes protecting and
regulating labor and workers would be undermined if home
rule allowed municipalities 

to trample the basic minimum requirements of protection
provided in the state’s statute.   Nothing in its opinion
discusses local governments’ authority under home rule to
provide greater protections to workers than under state law, as
is the case with the minimum wage ordinance.  Nor does the
opinion discuss home rule prerogatives when no state statute
is in play, as is the case with the
sick leave ordinance.
 
The Court made clear that each decision of preemption and
home rule must be fact-based.  Thus, determining the legality
of these ordinances requires a careful examination of both the
particular facts and the purposes served by the exercise of
home rule.
 



Under the Sate Constitution, 1970  Ill. Const., Art. VII, Para. 6
(a),
home rule governments may exercise any power and perform
any function pertaining to their government and affairs,
including but not limited to regulating for the protection of the
public welfare and to tax.
 
Both at federal and state levels, courts generally uphold local
worker protection statutes vis a vis broader state or federal
laws when the local laws add to protections already set by the
broader statute, i.e., the minimum requirements of protection,
“the floor.”  Similarly, local laws creating new worker
protections in an area not included in broader state or federal
statutes generally are upheld as being a valid exercise of
authority for promoting the general welfare.
 
As a retired attorney, I believe that in light of the facts and the
purposes these ordinances serve, both would be found a valid
exercise of the County’s and Wilmette’s authority.
 
By repealing and opting back in you will be shaping
positively who we are as a community.  Our lives as
individuals and as a community speak through our actions,
telling who we are and who we want to become.  Have no
doubt that what you do on June 26 will speak to the world
about Wilmette, its trustees, and our community.
 
Indeed, the world has already heard.  Did you note that 44%
of the Wilmette residents surveyed held a less favorable
opinion of our village because it opted out of the County
laws? (Report, p.26)  What will be the impact if Wilmette votes
to continue to opt out? 

Is this what we want for Wilmette?
 
You may alter these negative opinions by repealing and opting
in on June. 26.                                                        
 

* * *



 
The questions you are answering on Jun 26 are more complex
than whether  you vote for or against opting in.  At minimum,
the core questions at the heart of you vote are:

·      How does our community want to treat the people
who serve us?
·      How well does our government listen to the voice of
the majority?
·      What are our values as a community and what do we
want to become?

Please vote for Wilmette, its residents and its workers.
 
Sincerely,
 
 
Carol Moschandreas
 
 



From: Bielinski, Bob
To: Frenzer, Tim; Braiman, Michael
Subject: Fwd: Cook Co Min Wage Proposal
Date: Friday, June 22, 2018 9:38:13 PM

Bob Bielinski
President, Village of Wilmette
bielinskib@wilmette.com

Begin forwarded message:

From: vaughn leath <vcleath@sbcglobal.net>
Date: June 22, 2018 at 1:11:07 PM CDT
To: "bielinskib@wilmette.com" <bielinskib@wilmette.com>, 
"doddk@wilmette.com" <doddk@wilmette.com>,  "KurzmanJ@wilmette.com"
<KurzmanJ@wilmette.com>,  "PearceG@Wilmette.com"
<PearceG@Wilmette.com>,  "Plunketts@Wilmette.com"
<Plunketts@Wilmette.com>,  "SullivanD@Wilmette.com"
<SullivanD@Wilmette.com>,  "WolfJ@Wilmette.com" <WolfJ@Wilmette.com>
Subject: Cook Co Min Wage Proposal
Reply-To: vaughn leath <vcleath@sbcglobal.net>

Protect Wilmette jobs. We don't need Cook Co. interference in our affairs.
  OPT OUT.
 
Vaughn C. (Chuck) Leath vcleath@sbcglobal.net
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From: Bielinski, Bob
To: Frenzer, Tim; Braiman, Michael
Subject: Fwd:
Date: Friday, June 22, 2018 9:37:18 PM

Bob Bielinski
President, Village of Wilmette
bielinskib@wilmette.com

Begin forwarded message:

From: cattlam@aol.com
Date: June 22, 2018 at 11:40:13 AM CDT
To: bielinskib@wilmette.com, doddk@wilmette.com, KurzmanJ@wilmette.com, 
PearceG@Wilmette.com, Plunketts@Wilmette.com, SullivanD@Wilmette.com, 
WolfJ@Wilmette.com

Please vote to OPT out.  Do you want all Wilmette small Business to leave.  These should
be starter jobs as KFC was for me in 1977 while going to NTW.  If you want to see the true
cost please call I will give you a  tour of my Factory in Evanston.  I live in Wilmette since
1959.  Please join Evanston West End manufacturing Day in October.

Debbie Levitan
428 Skokie blvd
Wilmette, IL 60091
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From: Ellen Krupp
To: Plunkett, Senta; Wolf, Julie; Pearce, George; Dodd, Kathy; Sullivan, Dan; Kurzman, Joel; Bielinski, Bob; Braiman,

Michael
Subject: Cook County ordinance
Date: Sunday, June 24, 2018 8:08:44 PM

Hello all
I am a 31 year resident of Wilmette. Together with my husband we have owned two homes and sent two kids
through the school system. We currently reside at 400 Brookside Drive.
I am writing to urge you all to opt back in to the Cook County minimum wage and sick leave ordinances.
We have been proud to live in this village because of the neighborly attitude of the residents and all the people we
meet every day. That includes those who do the work to keep our village running as well as those who work among
us.
Thank you for your consideration.
Ellen Krupp

Sent from my iPhone
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June 12, 2018 

Dear President Bielinski & Trustees: 

• As a Wilmette business owner, I am opposed to the Village of Wilmette “opting back 
into” to the Cook County Ordinances on Minimum Wage and Paid Sick Leave. 

• Complying with these ordinances will create a significant financial hardship for many 
Wilmette businesses. 

• The cost of administrating paid sick leave benefits, plus the additional burden of 
increased payroll taxes and social security, will strain my resources. 

• Many business owners will have to increase prices and reduce staff in order to 
continue operating in Wilmette. 

• An increased minimum wage in Wilmette will make paying overtime to employees 
unsustainable. 

• Many businesses in Wilmette will have a difficult time compensating experienced 
employees fairly if they must pay inexperienced employees $11 or more.  

• In my experience as a Wilmette business owner, I have found Wilmette consumers to 
be cost conscious and unwilling to pay more so that employees receive higher wages 
and paid sick leave. Rather than pay higher prices, residents will increase on-line 
shopping and purchase goods/services in other towns. 

• On-line and out-of-town shopping have already reduced sales tax revenue stream for 
Wilmette businesses, thus negatively impacting all Wilmette residents. 

• With the closure of Carson’s, and the lost sales tax revenue that comes with it, it 
would be detrimental to both residents and business owners for the Village to risk 
the loss of additional small businesses in Wilmette by “opting in” to the ordinances.  

• Laws governing minimum wage and paid sick leave should be handled by the State of 
Illinois in order to create a level playing field.   

• I ask that the Trustees remember that the businesses are the primary group that stands 
to be negatively affected by your decision and that a majority of Wilmette businesses 
oppose both ordinances. I strongly encourage you to adhere to your original decision 
to opt out. 

Sincerely, 

The following businesses have requested that their names be added to this group letter: 

• Carol Schaner, Yellow Bird Stationery and Gifts 
• Laurie Jacobs, Staley Martial Arts 
• Amy Lafontant, The Bottle Shop 
• Mark Barats, Antiques & Jewelry by Barats 
• John Beljan, Norm’s Car Wash 
• Debora Morris, Personal Fitness Training 
• Laura Saleh, North Shore Associates in Gyne/OB 



• Dr. Jacob Saleh, North Shore Associates in Gyne/OB 
• Alejandro Urzagaste North Shore Music 



 
 

  Anne Kustner  L ight ing Design    847.475.2010 P H  

  517 4 t h  St .        847.475.3310 F X  

  Wi lmette,  I l l inois  60091     www.akld.net 

 
       June 22, 2018 
 
President Bob Bielinski 
Village of Wilmette 
 
 
Dear Bob, 
 
Anne Kustner Lighting Design, Ltd. relocated from Evanston to Wilmette in 
August of 2017.  One of the reasons that we relocated was the fact that we found 
that the Village of Wilmette is a more business friendly environment to both the 
employer and employees, with a “can do” attitude. 
 
Aside from being a Wilmette business owner and job creator, I am a second 
generation Wilmette resident.  I was also on the “Working group” that was 
Chaired by John Jacobi that put the very diverse study that the Village Board was 
given to help with your decision as to how you will vote. On a personal note, I 
have been an active member of the Screen Actors Guild union, which is part of 
the AFL-CIO, for over 35 years. 
 
Like the approximate 80% of communities in Cook County, I am asking you to 
vote for the Village of Wilmette to stay opted out to both Cook County 
Ordinances on Minimum Wage and Mandatory Paid Sick Leave. 
 
Anne Kustner Lighting Design, Ltd. is a firm that competes on a National and 
international level.  The most valuable asset that we have are our employees 
whom we truly cherish.  Our largest competition comes from other design firms 
located throughout the United States. 
 
Architectural lighting design is a very unique niche with only 5 universities in the 
US offering degrees in this field.  Some of our best employees have come from 
right out of Architecture, Art, Engineering or Interior Design schools.  We hire 
them with the understanding that we are all taking a risk.  The employee is then 
trained, sent to seminars, conferences and various schools.  Within six months to 
a year it is determined whether or not they have a career with us.  If they do they 
are moved from a minimum wage position to a full time career with a lot of room 
for advancement with all of the benefits that come with it including health 
insurance.  If they do not then we part company with the understanding that we 
have incurred all the costs, which is thousands of dollars, for their training.  Many 
of our competitors throughout the US conduct their business in a similar fashion.   
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If our costs of taking the risk of hiring someone with no experience in our field are 
increased compared to our competition, then our fees will be higher than our 
competition, which in many cases will prevent us from getting the job.  This will 
not only affect our entry level employees, it will also affect the salaries and 
bonuses of all of our employees.   
 
If the costs and risks of filling the entry level positions is increased compared to 
our competition, not only will we be placed in an unfair advantage, we will hire 
fewer employees.  We normally hire 2 entry level candidates every summer.  The 
majority of our employees eat their meals in Wilmette, and often shop for various 
merchandise in Wilmette. 
 
As a member of the Working group I would like to address to 3 specific issues: 
 
1.  The studies: We were given instruction by Chairman Jacobi to consider all 
points of view and to be inclusive rather than being exclusive.  That being said, 
Members of the Wilmette Justice Team and League of Women’s voters would 
present us with hundreds of pages studies, which they had thoroughly reviewed.  
We were expected to read and vote on during the limited time that we had.  I did 
address that fact that I found some of the studies to be misleading and were 
misrepresented.  I was told that since they were already included that they would 
not be removed and the members of the Village Board could figure it out.  
 
2.  Minimum Wage vs. Living Wage: During the Working Groups meetings there 
was a considerable attempt to blur the lines between “Minimum wage” and 
“Living wage”.  I asked at various meetings for clarification and was assured by 
Chairman Jacobi that we are dealing with “Minimum Wage not Living Wage.”   
 
3.  The Surveys: There was considerable debate regarding these surveys. 
We found that the survey sent to every business in Wilmette was much more 
likely to get a response.  The phone survey to the public is much more 
questionable.  Unlike the majority of citizens and business owners of Wilmette 
who did not attend nor were they aware of the Working groups meetings due to 
raising families, running businesses or having a life, there were always members 
of the Wilmette Justice Team and League of Women’s voters.  These groups 
instructed their members to answer their phones during the 3 day period that the 
survey was supposed to be conducted. Most Wilmette citizens I spoke with do 
not like to participate in phone surveys. One of the citizens of Wilmette was hung 
up when she answered in the negative to the first question and was not allowed 
to answer the remainder of the survey. 
As an employer we value our employees and want to keep them and keep them 
challenged and content in their careers.  One of the ways we do this is by 
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providing them with a competitive salary and benefits which includes health care, 
time off and personal time which is not charged to their vacation time. 
 
As a citizen of Wilmette I find it quite offensive that there is a very small, but 
vocal group of people that feels that they know better than entrepreneurs who 
take risks daily, who forgo paying themselves so as to keep their employees 
paid, who make sure to put food not only on their tables but the tables of those 
who work for them, who genuinely care about the welfare of their employees.  I 
was truly stunned by some of the comments I heard at the Working Group 
meetings about the business owners located in Wilmette. 
 
Opting into these misguided Cook County ordinances, is not only bad for 
business, but is bad for the Village of Wilmette, the Citizens of Wilmette, and 
most importantly the Employees who work in Wilmette.  I urge you to vote to 
NOT OPT IN. 
     
Please feel free to contact me if you have any questions regarding this letter or 
my involvement in the Working Group. 
 
Thank you for your time. 
 

 
John B. Haser 
Director of Administration and Marketing 
 
 
 



From: John P Jacoby
To: Braiman, Michael
Subject: Comments Regarding John Haser Letter
Date: Monday, June 25, 2018 2:28:51 PM

Mike,

I have been made aware of a letter that John Haser sent to one or more members of the Village Board
regarding the process followed by the Working Group in preparing its report on the subjects of minimum
wage and paid sick leave.

As John mentions, he was a member of the Working Group.  He was one of three members representing
the business community.  While the charge to the Working Group was to prepare a report about the
minimum wage/paid sick leave issues without any bias or recommendation, I believe that John and two
other members saw their role, in part, as one of assuring that the business community's input was
reflected in our report, while three other members saw their role, in part, as one of assuring that
the employees' side was reflected.  I tried to play the role of mediator to bring both sides together.  As you
well know, Village Staff joined me in trying to achieve this goal.  I believe that all seven members and
Staff sought to produce, at the end of the process, a fair and balanced report, and I was very pleased that
the final report was approved UNANIMOUSLY by the Working Group and has been generally well-
received.

There are three points made in John's letter that raise questions about the Working Group's process and
thus, I believe, require an explanation, and I request that you include this response with materials you
furnish the Village Board and the public before tomorrow night's meeting.

Regarding the studies, John seems to suggest that the studies included in the final report originated with
the Wilmette Justice Team and the League of Women Voters, and that the vigor of these organizations in
pushing certain studies slanted the material in the report.  Actually, the studies that we considered came
from an array of sources besides the Justice Team and LWV, namely Village Staff, Working Group
members themselves, and persons opposed to "opting-in".  John himself proposed the inclusion of the
Congressional Budget Office minimum wage study that's included in our report.  Members of the Working
Group evaluated the studies and selected those that we regarded as the most valid on both sides of the
issues.  I never told John that studies "already included . . . would not be removed and the members of
the Village Board could figure it out," although I certainly suggested that the Working Group should
include the most reliable studies that presented both sides of the issues so the Village Board could see
the best available pro and con information.  At any time prior to our final vote, John and other members of
the Working Group could have sought to add or eliminate studies by making a motion to that effect, and
votes of this type were taken as late as our final meeting.

Regarding "living wage", I do recall John's questioning the distinction between "minimum wage" and
"living wage".  As I recall, I attempted to explain why the working group might include "living wage"
information in our report.  I said that the issue before the Village Board is whether to opt-in to the
"minimum wage" levels set forth in the County ordinance, not whether to adopt a "living wage".  I
explained, however, that living wage data is relevant to the minimum wage issue, because minimum
wage proponents are arguing that the proposed minimum wage levels would help employees move out of
poverty and in the direction of achieving a living wage, and in order to evaluate this argument, the Village
Board would need information about what a living wage is in this geographic region.  There was very little
debate, if any, over including the living wage data in the report.

Regarding the surveys, the resident survey was professionaly done and is a valid indicator of resident
opinion.  The survey results are corroborated by the outcome of earlier referenda on similar issues.  The
incident in which one resident's survey was terminated after she responded to the first question is fully
explained in my report of the incident contained in the Working Group's final report.  The business survey
was not a random-selection, professionally-designed and conducted survey producing statistically valid
results, but I do believe that given the high rate of response, its results are entitled to weight as input from
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a large segment of the business community.  Incidentally, we asked our professional surveyor to look at
the business survey responses to see if there was any detectable evidence of multiple submissions from
one party, and no such evidence was found.

Finally, the rest of John's letter is his own experience with and opinion about the merits of the issues
before the Village Board, which he is certainly entitled to explain and express as a resident.  I emphasize,
however, that the Working Group's report was intended to be informative and fair, and it was approved
UNANIMOUSLY by the Working Group.

This response is in no way intended to be critical of John.  He was a dedicated and helpful contributor to
the Working Group, and I greatly respect his opinions and those of the other members of the Working
Group.

John Jacoby
June 25, 2018



From: Bielinski, Bob
To: Frenzer, Tim; Braiman, Michael
Subject: Fwd: Wilmette should Opt Out of Cook County"s mandate
Date: Monday, June 25, 2018 8:35:04 AM

Begin forwarded message:

From: John Marquardt <John.Marquardt@transwestern.com>
Date: June 25, 2018 at 6:49:25 AM CDT
To: "bielinskib@wilmette.com" <bielinskib@wilmette.com>,
"doddk@wilmette.com" <doddk@wilmette.com>, "KurzmanJ@wilmette.com"
<KurzmanJ@wilmette.com>, "PearceG@Wilmette.com"
<PearceG@Wilmette.com>, "Plunketts@Wilmette.com"
<Plunketts@Wilmette.com>, "SullivanD@Wilmette.com"
<SullivanD@Wilmette.com>, "WolfJ@Wilmette.com" <WolfJ@Wilmette.com>
Subject: Wilmette should Opt Out of Cook County's mandate

Please know my support for you to Opt out, thanks!
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From: Julie Yusim
To: Braiman, Michael
Subject: letter for the Trustees
Date: Friday, June 22, 2018 10:54:48 AM

Here is another scenario for you to consider regarding mandatory paid sick leave. A Wilmette service
business owner who wishes to remain anonymous asked me to present this to you.
 
Some service businesses pay their employees straight commission. These employees make a very
high hourly wage – much higher than the Cook County minimum.
 
This particular employer also pays for numerous benefits for his employees (AT THEIR REQUEST), like
continuing education, association memberships (where they get lower cost insurance), matches
contributions to savings plans, and holiday bonuses in lieu of health insurance and PTO.
 
The employer currently tracks hours manually, but with 13 employees, he would need to increase
his expenses dramatically by purchasing software or hiring a bookkeeper to track their hours. He will
also have difficulty tracking employees who work fluctuating schedules and are sometimes on call.
 
Moreover, he always sends employees home when they are sick. He has to cancel client
appointments in this case, reducing revenue. If you “opt in” to paid sick leave, his expense will
increase in order to pay the employee and accrue hours, but the business will not have received any
revenue form that appointment.
 
Furthermore, this employer knows from his long experience with Wilmette customers that he
cannot increase his prices or he will lose customers. He says that Wilmette customers are extremely
cost-conscious.
 
This puts the employer in a bad situation – he knows his Wilmette clientele won’t sustain a price
increase, yet his overhead will increase tremendously if there is mandatory paid sick leave.
 
The employer says he would have to stop paying for the other benefits (which his employees love) in
order to afford paid sick leave. He knows this will also be terrible for employee morale.
 
Thank you for taking this scenario into account when you are making your decision.
 
 
 
Julie Yusim, Executive Director
Wilmette/Kenilworth Chamber of Commerce
351 Linden Ave, Wilmette 60091
847-251-3800
 
***Please note that the chamber’s new email address is julie@wilmettekenilworth.com and
info@wilmettekenilworth.com.  Please update our contact information.***
 

mailto:julie@wilmettekenilworth.com
mailto:braimanm@wilmette.com
mailto:julie@wilmettekenilworth.com
mailto:info@wilmettekenilworth.com




From: Bielinski, Bob
To: Frenzer, Tim; Braiman, Michael
Subject: Fwd: Opt Out!
Date: Friday, June 22, 2018 9:35:45 PM

Bob Bielinski
President, Village of Wilmette
bielinskib@wilmette.com

Begin forwarded message:

From: Katherine White <ktwint@aol.com>
Date: June 22, 2018 at 8:49:11 AM CDT
To: bielinskib@wilmette.com, doddk@wilmette.com, KurzmanJ@wilmette.com,
PearceG@Wilmette.com, Plunketts@Wilmette.com, SullivanD@Wilmette.com,
WolfJ@Wilmette.com
Subject: Opt Out!

To Village Board Members,

I have just learned that our own Wilmette government will not have to be part of
the new minimum wage laws, that Cook County is following, if it is enacted in
Wilmette.   If this law is such a great law, why are you not following it
yourselves?   Why are you exempted?   We know the answer - “What’s good for
the goose, is good for the Gander" - NOT!!    This is an example of government
overreach - passing laws for citizens, that they themselves do not have to adhere
to.   Government does not like the outcome for themselves, but it’s okay to
impose these regulations on our struggling business community.

PLEASE, PLEASE, PLEASE do the right thing for our business community -
what the businesses want to thrive, not what citizens (who are not business
owners) want to feel good about themselves.   Wilmette is facing some very
serious revenue issues in the next years, due to the loss of large revenue providers
in the community.   The bottom line is - are we going to do what’s best to attract
businesses or not.   By Opting Out - you will be doing what BUSINESS
OWNERS WANT.  By opting in, watch our business community decline, and tax
revenues decline.   Is that a risk and a gamble worth taking?    The answer most
definitely, must be no.

Regards,
Katherine White
1042 Pontiac Rd.
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From: Bielinski, Bob
To: Frenzer, Tim; Braiman, Michael
Subject: Fwd: Minimum Wage Opt Out
Date: Friday, June 22, 2018 9:38:27 PM

Bob Bielinski
President, Village of Wilmette
bielinskib@wilmette.com

Begin forwarded message:

From: Laura Saleh <lasaleh60@gmail.com>
Date: June 22, 2018 at 1:15:14 PM CDT
To: bielinskib@wilmette.com, doddk@wilmette.com, KurzmanJ@wilmette.com, 
PearceG@wilmette.com, Plunketts@wilmette.com, SullivanD@wilmette.com, 
WolfJ@wilmette.com
Subject: Minimum Wage Opt Out

Hello,

Once again, and finally I might add, I wish to implore the trustees to remain opted
out of the Cook County minimum wage ordinance. My husband and I are 25 year
residents and also own a small business in Wilmette.

I have attended most meetings including the meeting last June where we all had
quite a night. I was a member of the Working Group committee.  I find it very
disheartening to have the small but very vocal group continue to tell business
owners in Wilmette things such as "if this small difference is too much then they
shouldn't be in business" to "it's the right thing to do so Wilmette workers can
afford to live here".  First of all nobody making even the increased minimum
wage can afford to live in Wilmette. WGN news ran a story on June 14th, 2018
stating that the Federal minimum wage does not allow any full time worker the
ability to rent a 2 bedroom apartment anywhere in the country. No where in this
country! Then why we do we feel that we in Wilmette which has a higher cost of
living than many other communities across the nation think we can fix this?
Minimum wage jobs were never meant to be permanent jobs. They were meant to
be entry level, minimum education jobs that were a first stepping stone to one's
future after gaining experience and additional education. If we pay these entry
level positions higher wages, then we must continue thge ripple effect and pay
others more as well, only furthering the cost. Add on FICA and unemployment
taxes that we as business owners are responsible for and it becomes even more. I
know. I run our payroll twice a month. Most of those speaking against have
probably never run a payroll for one much less 25 employees.

Furthermore, the nuances of many businesses don't fall into a cookie cutter mold.
For example, we hire ultrasound technicians who work in several office every
week in our area. They may even work in 2 offices in one day. We pay them by
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the scan which gets put into our payroll system as hours worked. So while one of
my techs may scan 12 patients in 4 hours, she gets paid for 12 hours not 4. If I
now must calculate sick time it would be an inflated number based on her hours
worked. We all agree to the arrangement and financially it makes sense for the
techs, but I would no longer be able to offer this model if I am forced to calculate
sick time on those "hours worked". There is another massage business person near
me here in WIlmette who has similar situations for the technicians he hires. These
vocal opponents cannot understand all of these individual situations we as small
business owners deal with on a daily basis.

Finally, I found it very disheartening the number of opponents who spoke at the
various meetings who either had their business outside of Wilmette or spoke as
small business owners but really are not. One example is the doctor who spoke.
Her office is in  Evanston and she is not a small business. I also was curious how
many of the letters that were read at last meeting by "WIlmette business owners"
were actually licensed business owners or simply individuals who run a business
out of their home illegally with no licenses and therefore would not fall under the
new law.

I ask you all listen to the Wilmette residents and business owners who will be
impacted by this change. Not people who want to feel good at night believing
they are helping their fellow man.

Respectively,
Laura A Saleh, R.N.
Practice Manager
North Shore Associates in Gynecology and Obstetrics, S.C.
(W)847-475-1224
(F) 847-475-0150



From: Bielinski, Bob
To: Frenzer, Tim; Braiman, Michael
Subject: Fwd: Min. wage sick leave
Date: Friday, June 22, 2018 9:40:08 PM

Bob Bielinski
President, Village of Wilmette
bielinskib@wilmette.com

Begin forwarded message:

From: malcolm caskey <mcaskey329@sbcglobal.net>
Date: June 22, 2018 at 2:20:58 PM CDT
To: "bielinskib@wilmette.com" <bielinskib@wilmette.com>, 
"doddk@wilmette.com" <doddk@wilmette.com>,  "KurzmanJ@wilmette.com"
<KurzmanJ@wilmette.com>,  "PearceG@Wilmette.com"
<PearceG@Wilmette.com>,  "Plunketts@Wilmette.com"
<Plunketts@Wilmette.com>,  "SullivanD@Wilmette.com"
<SullivanD@Wilmette.com>,  "WolfJ@Wilmette.com" <WolfJ@Wilmette.com>
Subject: Min. wage sick leave
Reply-To: malcolm caskey <mcaskey329@sbcglobal.net>

Small business owners appear to have the necessary figures
supporting opt out. There are, as always 2 sides to every issue.
In this case one falls with the mind and the other with the heart.
With the heart of a business district, empty stores will only add
to the overall loss. Please be careful on your vote and be
prepared for the results either way. So far to me, the loss to
business will be the more overall costly.

Malcolm & Kristin Caskey
811 Greenwood Ave
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From: Bielinski, Bob
To: Frenzer, Tim; Braiman, Michael
Subject: Fwd: Minimum Wage
Date: Friday, June 22, 2018 9:36:11 PM

Bob Bielinski
President, Village of Wilmette
bielinskib@wilmette.com

Begin forwarded message:

From: Mike Henn <mhenn1010@gmail.com>
Date: June 22, 2018 at 10:32:29 AM CDT
To: bielinskib@wilmette.com, doddk@wilmette.com, KurzmanJ@wilmette.com, 
PearceG@wilmette.com, Plunketts@wilmette.com, SullivanD@wilmette.com, 
WolfJ@wilmette.com
Subject: Minimum Wage

My name is Mike Henn and I reside at 533 Forest in Wilmette.   I have been an
entrepreneur and I know hoe difficult it is to keep a business afloat.  Managing
wage cost, often the single largest expense for many businesses, is challenging.

While I support a fair, living wage for American workers, I also strongly believe
in the core principles of the free market.  I encourage those business owners who
choose to raise their pay and benefits packages to do so.  This is their choice.  If
enough of them do so, then this will put upward pressure on other businesses to
do so given a tight labor supply market.  We should let the free market do so.

Therefore, I encourage you to opt out of the minimum wage mandates put in front
of you.

Appreciate your time and service to Wilmette,

Mike Henn
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From: Bielinski, Bob
To: Frenzer, Tim; Braiman, Michael
Subject: Fwd: Opt Out of the minimum ordinance
Date: Monday, June 25, 2018 1:55:36 PM

Bob Bielinski
President, Village of Wilmette
bielinskib@wilmette.com

Begin forwarded message:

From: North Shore Music Wilmette <nsmwilmette@gmail.com>
Date: June 25, 2018 at 1:32:21 PM CDT
To: undisclosed-recipients:;
Subject: Opt Out of the minimum ordinance

Dear Village President Bob Bielinskian and Village Trustees, 

I own North Shore Music located on Linden and 4th. We currently exceed the
minimum hourly wage to keep wages commensurate with cost of living expenses
for our employees. 

Adhering to a mandatory sick leave policy would be a back breaker for a small
business like mine. We find that compensation for sick leave would cause us to
scale back wages which our at $15 per hour. 

We already struggle to stay within the budget of  what I find as fair compensation
and policies. Having the noted changes from the proposed ordinance would be
duplicitous with added stress from the compensated sick leave. 

Please Opt Out of the ordinance proposed at tomorrow’s meeeting.

Kindest,
Alejandro 

Group Member Letter to Trustees.pdf 

June 12 min wg pd lv letter to… 

-- 
Alejandro Urzagaste
owner
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North Shore Music
(847)906-4401
www.northshoremusicwilmette.com
@NSMWilmette Facebook, Twitter, Instagram

http://www.northshoremusicwilmette.com/


From: Bielinski, Bob
To: Frenzer, Tim; Braiman, Michael
Subject: Fwd: Minimum Wage
Date: Friday, June 22, 2018 9:36:34 PM

Bob Bielinski
President, Village of Wilmette
bielinskib@wilmette.com

Begin forwarded message:

From: Paul Nowicki <nowickipaul@aol.com>
Date: June 22, 2018 at 10:37:13 AM CDT
To: bielinskib@wilmette.com, doddk@wilmette.com, KurzmanJ@wilmette.com,
PearceG@Wilmette.com, Plunketts@Wilmette.com, SullivanD@Wilmette.com,
WolfJ@Wilmette.com
Subject: Minimum Wage

Dear Board Members:
Minimum wage jobs are typically the only jobs available for the least skilled
workers.  Raising the minimum wage will reduce the number of such jobs
available, thus there will be fewer opportunities for unskilled workers to get the
basic training they need to secure higher paying positions.  This is akin to
removing the lowest rung on the ladder to economic success.  

With fewer entry level jobs, some low skilled workers may be forever prevented
from climbing the ladder of economic success.

I urge you to opt out of the destructive Cook County minimum wage!

Thanks for serving on the Board!  

Sincerely, 
Paul Nowicki
201 Broadway Avenue
Wilmette, IL 60091

Sent from my iPhone
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June 22, 2018 

Dear President Bielinski & Trustees: 

• As a Wilmette business owner, I am opposed to the Village of Wilmette “opting back into” to 
the Cook County Ordinances on Minimum Wage and Paid Sick Leave. 

• Complying with these ordinances will create a significant financial hardship for many Wilmette 
businesses. 

• The cost of administrating paid sick leave benefits, plus the additional burden of increased 
payroll taxes and social security, will strain my resources. 

• Many business owners will have to increase prices and reduce staff in order to continue 
operating in Wilmette. 

• An increased minimum wage in Wilmette will make paying overtime to employees 
unsustainable. 

• Many businesses in Wilmette will have a difficult time compensating experienced employees 
fairly if they must pay inexperienced employees $11 or more.  

• In my experience as a Wilmette business owner, I have found Wilmette consumers to be cost 
conscious and unwilling to pay more so that employees receive higher wages and paid sick 
leave. Rather than pay higher prices, residents will increase on-line shopping and purchase 
goods/services in other towns. 

• On-line and out-of-town shopping have already reduced sales tax revenue stream for Wilmette 
businesses, thus negatively impacting all Wilmette residents. 

• With the closure of Carson’s, and the lost sales tax revenue that comes with it, it would be 
detrimental to both residents and business owners for the Village to risk the loss of additional 
small businesses in Wilmette by “opting in” to the ordinances.  

• Laws governing minimum wage and paid sick leave should be handled by the State of Illinois in 
order to create a level playing field.   

• I ask that the Trustees remember that the businesses are the primary group that stands to be 
negatively affected by your decision and that a majority of Wilmette businesses oppose both 
ordinances. I strongly encourage you to adhere to your original decision to opt out. 

 
Sincerely, 
 
 Bill Conroy, Owner 
 Scandia Catering and Delicatessen 
 1193 Wilmette Avenue 
 Wilmette, Il 60091 
 847-251-3340 
  



From: Steven Zuckerman
To: Braiman, Michael
Subject: Minimum Wage and Sick Leave
Date: Monday, June 25, 2018 12:00:20 PM

Dear Village Board,

As a Wilmette resident, I felt deep shame when the Board refused to adopt the county
ordinance around paying our workers a minimum wage and to provide basic benefits.  I see
this as a moral issue.  We are an affluent community in a society that allows the rich to get
richer and the poor to get poorer.  Who are we as people if we cannot even guarantee the
workers who provide our services with the most minimal of rights and income?  

I've read some of our local business owners' rationale for denying pay to members of my
community.  I find it unconvincing and self-serving.  Obviously for some of our business
owners, it would never be justified to raise wages or benefits.  My expectations for them are
low.  

I can guarantee you that if the Board does not reverse its initial decision about this, that I will
take my displeasure to the ballot box, and will encourage my neighbors to follow suit.  Please
rethink your decisions.

--Steven Zuckerman
623 Gregory Ave.
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Thomas C. Scanlan 
1005 Chestnut Ave 
Wilmette IL 60091 

          

June 24, 2018 

Dear Village Board: 

I commend your year ago decision to opt-out of the county minimum wage and paid sick leaves 
mandatory for Wilmette small businesses. Your vote to support the Wilmette small businesses 
indicated that you trusted the manner in which these businesses operate and treat their employees 
in a free market economy. It showed respect for the small Wilmette retail businesses by refusing 
to implement the county’s requirement, which was, for the most part, is intended for Chicago 
businesses-not Wilmette. 

To reverse your decision on Tuesday, will result with unintended consequences to Wilmette 
businesses. Changing the established rules will cause some of our merchants to suffer as 
dramatically as closing their shops in Wilmette. As you know, the majority of the Wilmette 
businesses pay more than minimum wage; which is a testament to the fact that one of the most 
difficult parts of running a business is finding and retaining your employees. Your decision to 
opt-out of the county ordinance indicated that the Wilmette small retail businesses are paying the 
best wages and offering the best benefits they can currently afford. In other words, not “all” 
small businesses can meet the county’s ordinance, and your vote to opt-out supported these local 
small merchants with a reasonable degree of protection. 

Let’s consider the unintended consequences of voting to implement the county ordinance. For 
example, the Wilmette Bicycle & Sport Shop pays minimum wage and does not offer sick leaves 
to some of their employees. Your vote last year supported their small business management. 
They have many employees who are working there because they enjoy it, want work experience 
and are OK earning the minimum wage. Their business is like nearly all Wilmette small 
businesses that pay minimum wages, it’s not intended to be a “living wage.” 

Another example of the unintended consequence of supporting the county ordinance in 
Wilmette: Consider a large business, such as the Panera Bread store at 400 W Division 
St.,Chicago. Their Chicago operation is now primarily a kiosk operation.  

Also, I wanted to point out an interesting statistic. I recently read a Harvard research paper 
published in March 2018 that examined over 35,000 restaurants across 101 cities in California 
“Survival of the Fittest: The Impact of the Minimum Wage on Firm Exit”. The data showed that 
for every $1 increase in the minimum wage, it created a 14% increase in a restaurant leaving the 
market that had a 3.5 star rating on Yelp.1  One look at downtown Wilmette shows how drastic 
an increase of $8.25 to $13.00 per hour could be for our restaurant market which is already 
engaged in heavy competition. 



Small retail merchants are having a significant struggle due to online commerce. Your 2017 opt-
out vote offers our Wilmette merchants a reasonable degree of protection. Please continue your 
protection of Wilmette merchants and the consumers. 

I appreciate your volunteer work. 

 

1. https://www.hbs.edu/faculty/Publication%20Files/17-088_d2ac7c57-7f86-4626-a6b4-
9d90a9aeffe4.pdf 
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From: Bielinski, Bob
To: Frenzer, Tim; Braiman, Michael
Subject: Fwd: Please find a few moments to read this.
Date: Monday, June 25, 2018 3:32:47 PM
Attachments: PastedGraphic-2.png

Begin forwarded message:

From: Chris Karabas <chrisk@rsafilms.com>
Date: June 25, 2018 at 3:28:57 PM CDT
To: "bielinskib@wilmette.com" <bielinskib@wilmette.com>
Cc: "doddk@wilmette.com" <doddk@wilmette.com>,
"kurzmanj@wilmette.com" <kurzmanj@wilmette.com>,
"Pearceg@wilmette.com" <Pearceg@wilmette.com>, "plunketts@Wilmette.com"
<plunketts@Wilmette.com>, "sullifand@wilmette.com"
<sullifand@wilmette.com>, "wolfj@wilmette.com" <wolfj@wilmette.com>
Subject: Please find a few moments to read this.

Dear President Bielinski and Trustees,

I’ve been on the road constantly,the past few months, without time to put my
thoughts down.  
Please forgive me for sending another. 

This is an incredibly emotional issue.  When emotions run high it becomes
difficult, for many, to articulate themselves accurately and, sometimes, honestly.
 Once emotion enters a debate things change.  
A sophisticated and intelligent debate can change from a “quest for the truth,”
 into an “argument that must be won.”  Sadly, this issue has morphed into the
latter.

I’m pleading with you to avoid voting on a “feel good measure” that will
ultimately backfire.  It will hurt the people we all want to help.  I promise it will
not have the intended consequences.   I only know this because I have used
numbers as my guide, not emotion.   I’m FOR the dream....trust me.  I’ve done
more for unemployed people than most of people that have been criticizing me:  I
actually started a business and put over 40 people to work. 

I feel I’m uniquely qualified to look at this issue without emotion.  I say this
because I never started The Rock House so I could make money.  I’m blessed
with a job I love that pays the bills.  But, I also love music and providing an
alternative to the kids who don’t have an outlet through sports or something else.  
Therefore, I don’t “Need” the Rock House in order to make a living.   However,
we do have to run it like a business so I’m intimately familiar with every aspect
that this debate touches; and can say, without emotion and full confidence...  This
is a bad way to achieve a good goal. 
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I believe in good wages.  That’s why I’ve exceeded minimum wage when we first
opened.   I took many, many musicians who were forced to work at UPS or Home
Depot for 9$ per hour and gave them jobs where they make over 30/Hour, doing
what they love and still have evenings open for their personal music projects.

Our cafe runs on a VERY SLIM profit margin or even a slight loss.  Starbucks
does over 7K per day we do under 1,000.
That being said: I’ve still tried very hard to provide health insurance.  The money
just isn’t there. But we will keep trying. Any profit we might make  goes back to
the business and to supporting the community. 

My wife, with an MBA, is quite valuable in the open job market. However, she
prefers to use the Rock House as her hub of operation where she can volunteer for
the community; serving on the D39 board for many years....among other things.  I
only mention this to push back on the people that have suggested “You’re just
greedy, that’s why you’re against this”

Here’s why the idea doesn’t work.. and, again, this is factual.
I’ll give examples of how it will affect us, but know that these truths will be
shared by all small businesses, and they will likely be forced to take similar
action.
I’ll try to be brief (too late for that) and give only a couple examples of why this is
the wrong approach.

1.  Paying everyone equally gives us less money to reward the best workers.

Real World Scenario:  
We hire many baristas...they come and go in the service industry (and it costs us a
lot of money to train them, just to have them leave months later). 
Once in a while we see someone with potential, whom we feel we can be trained
to be more than a minimum wage worker. By abruptly jacking up labor costs we
wont have the money to reward this person and give them a new life.  
By paying everyone more, just for showing up, you’ve taken away a huge
opportunity for someone to turn an entry level job into a career.

2. Frankly not everyone is worth the same.  Some workers don’t work as hard as
others. 
    Some take months to train (at our expense). Some show up late consistently.
 Some don’t show up for a shift, forcing       us to come in and miss our kids dance
recitals, volleyball games etc….why should bad workers be rewarded? I truly
don’t understand this concept.  

Real World Scenario
On many occasions we’ve had people not show up for work.  We don’t fire
people generally.  We give them a million “last chances” because we want to help
people become better.   These sub par employees need the supervision.  If we
can’t afford to pay a great worker more money, then WE have to be that
supervisor.   At that point, it’s not worth it and we let the lease expire.  Many of
the small businesses here, that give the community character, (and added value)
are in similar situations.   Because we will never attract “Big retail” in downtown



Wilmette, the Village will rely on people that open small, unique, businesses for
fun.   There is a point where the fun isn’t worth the trouble.  We are currently
stand upon that threshold like so many businesses.

3. Employee Retention is essential for successful businesses.
It’s a huge expense to train staff.  Employee training is  the single most disruptive
thing to a small business.

Real World Scenario:
I have a great worker.  He has not always been great but we recognize his passion
and he one day wants to have his own coffee shop.  We said “give us 2 years and
we’ll teach you everything you need to know.  Learn from us.. make your
mistakes... learn the business ...we’d love to see you open your own shop some
day.” 
If this minimum wage/paid vacation bill passes,  we won’t be able to afford to
keep him, he’ll have to go work at Starbucks, and he will likely cap out at being a
shift manager at rather than an owner of his own shop.  And, it’s a shame.  He has
potential.

4.  Paid Sick Leave/Vacation

IT’s not a matter of public health.  We all work when we feel a little sick.  So let’s
talk about how this really works.   If someone loses a day or two due to illness, we
usually get them extra shifts to make up for the lost revenue.  That never seems to
be an issue as coworkers are usually happy to give up a shift to another. 

Real World Scenario:
Coffee Shop:
A barista decides to take a new job elsewhere.  They realize they have 5 days of
paid vacation/sick leave (isn’t that what it should be called?).  They take the 5
days.  We have to pay for that, then they quit.  NOBODY will move to another
job without taking the Paid vacation they’ve been given.  I grew up in the
restaurant business, I know hundreds of restaurant owners.... I can tell you this is
true.  Please trust me.

Music School: 
A teacher calls in sick 5 times.  I call in a substitute.  The School gets $0.00.  I
don’t get to tell my landlord, insurance company, utility company, etc... that i
didn’t make money for some lessons; Can I have a break?   Now, multiply that by
25 teachers because that’s how many subs I have in rotation.

The unintended consequence:   I’ll take all teachers off payroll and make them
independent contractors.  They will now bear the full burden of payroll and more
complicated tax returns.  Teachers LOSE.

There are many more ramifications and some we don’t even know about :  they
will be significant and irreversible 

The issue is a huge one that cannot be solved by small businesses
I think we can all come up with a better solution than the one that lies before us.  



Please don’t be tempted by the notion of “Let’s try it for a year and see how it
goes”   The damage this will cause will be felt quickly, deeply, and be
irreversible.  

I thank you for your time.  I thank you for your commitment to the village,  and I
thank you for the careful consideration you have given  to get to this matter.

I am available to speak, in person, about this if you desire just let me know.  

One more thing to consider.  
Big Business can absorb these changes because they have real profits to tap into.

Consider this:  Starbucks average single store profit is said to be around 200K per
year.  
Their profit approaches our GROSS SALES.   
Whomever wrote this legislation, could not possibly have considered the David vs
Goliath scenario that small business lives in.  
I could write an entire essay on the financial advantages Big Biz has over small;
but much of it seems obvious.

Small business is not “owning a business”  it’s simply “owning a job.”  
There are no real profits or savings.  Small business is a hand to mouth existence.
 
Please don’t take that job away from those who have risked it all to create it.

With appreciation for all you give,

Chris Karabas 

Chris Karabas | Executive Producer
The Ridley Scott Creative Group
634 N. La Peer Drive, Los Angeles, CA 90069
Studio | 310.659.1577
Direct. |. 847.778.7625 
Chris Karabas
Executive Producer  
The Ridley Scott Creative Group
RSA | Scott Free | Black Dog | 3AM

Studio:  310.659.1577

x-apple-data-detectors://2/0
http://www.rsafilms.com/
http://scottfree.com/
http://www.blackdogfilms.com/
http://www.its3am.com/


From: Bielinski, Bob
To: Frenzer, Tim; Braiman, Michael
Subject: Fwd: Minimum Wage - Sick Leave
Date: Monday, June 25, 2018 1:55:13 PM
Attachments: Cato Institure Study - Income Inequality.pdf

ATT00001.htm

Bob Bielinski
President, Village of Wilmette
bielinskib@wilmette.com

Begin forwarded message:

From: "Joe Lunkes" <joelunkes@gmail.com>
To: "Bielinski, Bob" <bielinskib@wilmette.com>, "Sullivan, Dan"
<sullivand@wilmette.com>, "Kurzman, Joel" <kurzmanj@wilmette.com>,
"Wolf, Julie" <wolfj@wilmette.com>, "Dodd, Kathy" <doddk@wilmette.com>,
"Plunkett, Senta" <plunketts@wilmette.com>
Subject: Minimum Wage - Sick Leave

Dear Board of Trustees,

I have written you several times in opposition to adoption of the Cook County
minimum wage and sick leave ordinances.   One of the arguments I make is
the proponents of the ordinance like to present it as the only entitlement that
will provide the "working Poor" with a living wage.  In fact there are multiple
Federal, state, and local entitlements, state and Federal tax “credits” (which are
often payments to taxpayers who have no income tax liability), other “safety
nets” (New Trier Township food pantry comes to my mind); not to mention the
fine work of many private sector charities sponsored by religious and secular
organizations.
 
The attached Cato Institute study, which was the subject of a Wall Street
Journal opinion piece in today’s paper, highlights my argument.
https://www.wsj.com/articles/how-income-equality-helped-trump-1529862473
The opinion piece is a quick read and summary.
 
There should be a limit to governmental intervention in our free market economy.  I am
concerned that enactment of the ordinance may discourage retailers from leasing
vacant space in Wilmette, particularly three of our biggest vacant retail locations:
Carson’s department store, Imperial Motors and Carson’s Furniture store.  A recent
Beacon article noted that the Village administrators have a watch list of other
struggling retailers.  Why compound their problems?
 
Vote no to both ordinances.

 Sincerely Joe and Kay Lunkes

mailto:/O=VOW/OU=EXCHANGE ADMINISTRATIVE GROUP (FYDIBOHF23SPDLT)/CN=RECIPIENTS/CN=A058A4A7B2EC4CB2AE8753CC3FE1170B-BIELINSKI, BOB
mailto:frenzert@wilmette.com
mailto:braimanm@wilmette.com
mailto:bielinskib@wilmette.com
mailto:joelunkes@gmail.com
mailto:bielinskib@wilmette.com
mailto:sullivand@wilmette.com
mailto:kurzmanj@wilmette.com
mailto:wolfj@wilmette.com
mailto:doddk@wilmette.com
mailto:plunketts@wilmette.com
https://www.wsj.com/articles/how-income-equality-helped-trump-1529862473
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Reassessing the Facts about 
Inequality, Poverty, and 
Redistribution
By John F. Early


EXECUTIVE SUMMARY


Many U.S. politicians are promoting 
policies to reduce income inequality 
and poverty by increasing taxes and 
transferring more income to lower- 
income households. These proposals 


rest in part on claims that income inequality in the United 
States is greater than that in other Western democracies 
and is growing, and that poverty persists at high levels. 


The usual statistics invoked to support those claims, 
however, are misleading. Those statistics exclude about 
$1 trillion in annual transfer payments to lower-income 
households and do not account for the effects of taxes. 


When those transfers and tax effects are included, income 
inequality in the United States is lower than that in many 
Western democracies and has grown at rates similar to 
income inequality in other nations. Improved estimates of 
poverty show that only about 2 percent of today’s popula-
tion lives in poverty, well below the 11  percent to 15  per-
cent that has been reported during the past five decades.


The estimates of inequality and poverty developed 
here do not, by themselves, determine whether existing 
redistribution is excessive or insufficient. They do show 
that the claims of proponents that the current situation 
is severe and growing worse are exaggerated or inaccurate.


John F. Early is president of Vital Few, LLC, a consultancy in mathematical economics, and has served twice as an assistant commissioner at the 
Bureau of Labor Statistics.
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INTRODUCTION
Modern American political discourse fre-


quently includes calls to do something about 
income inequality and poverty. President 
Lyndon Johnson declared a “War on Poverty” 
in 1964. Fifty years later, President Barack 
Obama made income inequality a priority of 
his second administration, claiming there was 
“a dangerous and growing inequality . . . . It 
drives everything I do in this office.”1


In her 2016 bid for the presidency, Demo-
crat Hillary Clinton pledged to attack the 
“cancer of inequality.” Republicans have not 
adopted this theme as broadly, but some of 
them have promoted policies such as higher 
minimum wages, government-mandated child 
care, expansions of Medicaid, and higher taxes 
on “the wealthy” as a means to reduce inequal-
ity or poverty.


Any discussion of interventions to reduce 
income inequality or poverty should begin 
with accurate measures of the actual levels of 
each. This analysis evaluates the commonly 
cited numbers and develops better metrics. 
These improvements provide a better foun-
dation for future analyses on topics such as 
the causes of the observed income distribu-
tions, the ethical case for any intervention, 
the efficiency and efficacy of existing and pro-
posed remedies, and the economic effects of 
these policies.


Income inequality and poverty are often 
conflated, but they are different. We can all 
be equally poor on $4,000 per year, or equally 
rich on $1 million per year, but in both of those 
cases incomes are perfectly equal. And most 
people would be satisfied in an unequal soci-
ety with all incomes above $250,000, no mat-
ter how much the richest persons might earn. 
Both topics are considered here because both 
measures share many technical foundations 
and rely on the same data source.2


By design, the official estimates of income 
inequality and poverty omit significant gov-
ernment transfer payments to low-income 
households; they also ignore taxes paid by 
households. This paper synthesizes evi-
dence from prior research, provides new 


quantification for additional gaps, and calcu-
lates improved measures of income inequality 
and poverty. 


These more complete estimates show that 
income inequality and poverty are both small-
er than is officially publicized. They coun-
ter the claim that inequality is higher in the 
United States than in other Western democra-
cies, and they show that poverty has declined 
sharply while income inequality has risen only 
modestly, in line with trends in other nations.


HOW UNEQUAL ARE 
INCOMES, REALLY?


The inequality debate is most frequently 
framed in terms of the differences in money 
income as measured by the Current Popu-
lation Survey (CPS) from the U.S. Census 
Bureau. The Census Bureau defines money 
income as the sum of the following:3


 ■ Earnings (wages, salaries, and self- 
employment income)


 ■ Interest income
 ■ Dividend income
 ■ Rents, royalties, estate, and trust income
 ■ Nongovernment retirement pensions 


and annuities
 ■ Nongovernment survivor pensions and 


annuities
 ■ Nongovernment disability pensions and 


annuities
 ■ Social Security
 ■ Unemployment compensation
 ■ Workers’ compensation
 ■ Veterans’ payments other than pensions
 ■ Government retirement pensions and 


annuities
 ■ Government survivor pensions and 


annuities
 ■ Government disability pensions and 


annuities
 ■ Public assistance (includes Temporary 


Assistance to Needy Families [TANF] 
funds and other cash welfare)


 ■ Supplemental Security Income (SSI)
 ■ Veterans’ pensions


“The more 
complete 
estimates in 
this paper 
show that 
income 
inequality 
and poverty 
are both 
smaller than 
is officially 
publicized.”
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 ■ Government educational assistance
 ■ Nongovernment educational assistance
 ■ Child support
 ■ Alimony
 ■ Regular contributions from persons not 


living in the household
 ■ Money income not elsewhere classified 


Table 1 summarizes the distribution of 
household money income in 2015, using data 
from the Census Bureau supplemented with 
estimates for the top 1  percent of income- 
earning households. The Census Bureau 
sorts all surveyed households by their money 
income and then separates the ranked set into 
five groups with equal numbers of households 
and arranged from the lowest to the highest 
income. Each fifth, or quintile, represents 
about 25 million households with income in 
the ranges shown in Table 1. Thus, the second 
quintile has about 25 million households with 


annual incomes greater than $22,800 and less 
than or equal to $43,511. Because 40  percent 
of the households have income less than or 
equal to $43,511, this value is also called the 
40th  percentile. Note that the upper limit 
of one quintile is also the lower limit of the 
next-higher quintile. The highest quintile and 
other “top”  percentile groups are defined by 
their lower limits.


The published differences in the average 
income between the highest and lowest groups 
have been offered as proof of significant 
inequality. For example, the reported aver-
age income for the top quintile is 16.2 times 
larger than the average income for the bot-
tom quintile. But comparisons using the CPS 
estimates are misleading because they exclude 
$1 trillion in government transfer payments 
to lower-income households and they do not 
account for taxes that reduce the spendable 
income for higher-income households. 


Table 1
Distribution of United States household income, 2015


Limit Income range Percentile


Households  
(thousands)  


in range Limit (dollars)
Average for range 


(dollars)


Upper limit of Lowest fifth 20 25,164 22,800 12,457


Upper limit of Second fifth 40 25,164 43,511 32,631


Upper limit of Third fifth 60 25,164 72,001 56,832


Upper limit of Fourth fifth 80 25,164 117,002 92,031


Lower limit of Top fifth 80 25,164 117,002 92,031


Lower limit of Top 10 percent 90 12,582 162,285 265,068


Lower limit of Top 5 percent 95 6,291 214,462 350,870


Lower limit of Top 1 percent 99 1,258 390,000 853,866


Lower limit of Top 0.1 percent 99.9 126 1,700,000 3,577,266


Lower limit of Top 0.01 percent 99.99 13 8,400,000 10,162,775


Source: United States Census Bureau, Current Population Survey, 2016 Annual Social and Economic Supplement, 2016. Estimates of the 99th percentile and above 
are from Mark Price, Estelle Sommeiller, and Ellis Wazeter, “Income Inequality in the U.S. by State, Metropolitan Area, and County,” Economic Policy Institute, June 
16, 2016. See Appendix A, Online Technical Appendixes, https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf, for adjustments to 
make these estimates more comparable with Census Bureau estimates.



https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf

https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
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The Missing Transfers
Census money income estimates explicitly 


exclude the following:4


 ■ The Earned Income Tax Credit (EITC)
 ■ The monetary value of benefits from the 


Supplemental Nutrition Assistance Pro-
gram (SNAP), more commonly known 
as food stamps 


 ■ Free or subsidized medical care such 
as Medicaid and the Children’s Health 
Insurance Program (CHIP)


 ■ Free, subsidized, or controlled rent or 
other “affordable housing” schemes


 ■ Heating subsidies
 ■ Free or reduced-fee social services such 


as daycare, tax preparation, or meal 
services 


The EITC is given to low-income families 
with at least one employed person. In 2015, the 
annual credit was as much as $6,242 per house-
hold and was given to households with incomes 
as high as $53,267. The EITC is a “refundable” 
tax credit, meaning that if an individual owes 
no income taxes, money equal to the entire 
credit is sent to the filer. The EITC has all the 
characteristics of money income, but it is not 
counted as such by the Census Bureau. 


The government has defined the EITC 
and other refundable credits as “negative 
taxes.” Government reports of expenditures 
are understated because the money paid for 
the EITC payments is not included. Taxes are 
also understated by the amount of the EITC 
because it is subtracted from the reported 
tax collections.


SNAP funds are paid as money on a debit 
card, but they are defined as in-kind income 
and not counted because they can nominally be 
spent only on food. Rent subsidies, free medi-
cal care through Medicaid, and any free social 
services are also deemed as in-kind income 
and are excluded from the calculations.


Missing Retirement Income
The Census Bureau acknowledges that 


retirement income is underreported.5 The 


underreporting results in part from exclud-
ing lump-sum payments. Many retirement 
income payments are monthly, but Individual 
Retirement Account (IRA) and 401(k) retire-
ment plan disbursements are often lump sums 
that are put into a bank for the recipient’s later 
use. The Census Bureau’s money income sta-
tistic excludes these lump sums, and the sub-
sequent withdrawals from the bank are not 
counted either. 


Compared with amounts reported to the 
Internal Revenue Service (IRS), the CPS 
underestimates retirement income by at least 
60 percent in each income quintile. IRS data 
show 50  percent more households with pri-
vate pension income, and for those house-
holds reporting pension income the IRS 
shows 50 percent more income than the CPS 
does.6 No one would report too much income 
to the IRS, so the higher IRS comparisons are 
reliably the minimum limit of underreporting. 


Missing Taxes
Official income statistics make no adjust-


ments for taxes paid. Taxes reduce spendable 
income at every income level. Most people 
pay sales taxes. Almost all working people are 
assessed payroll or self-employment taxes. 
The tax burden rises sharply with income so 
that a household in the top 5  percent of the 
income distribution pays half or more of its 
marginal income for federal and state taxes 
that are not paid by households in the lowest 
40 percent of income.


The net effect is that pretax data overstate 
the true income of upper-income house-
holds by as much as 50  percent, and miss-
ing transfers understate the true income of 
lower-income households by a factor of two 
or more. If the government were to raise tax-
es on the wealthy tomorrow and transfer all 
the additional money to the lowest income 
groups through a larger EITC, the official 
metrics of inequality would not budge by a 
single cipher because neither the new taxes 
taken from the top nor the additional income 
transfers given to the bottom would be used 
in the calculations.


“Data overstate 
income of 
upper-income 
households by 
as much as 50 
percent, and 
understate 
income of 
lower-income 
households by 
a factor of two 
or more.”
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THE CONGRESSIONAL 
BUDGET OFFICE PLUGS 
SOME OF THE HOLES


The Congressional Budget Office (CBO) 
provides more comprehensive income esti-
mates than the Census Bureau, although they, 
too, are unnecessarily incomplete. The CBO’s 
chief improvements are as follows:7


 ■ It estimates “market income” by adding 
capital gains, employer-paid benefits, 
and the share of corporate taxes that 
are ultimately borne by workers to the 
earned income portion of the Census 
Bureau’s money income.


 ■ In addition to the transfers included 
by the Census Bureau, the CBO adds 
food stamps, Medicaid, and CHIP. But 
it still excludes about $900 billion in 
other transfers. 


 ■ The CBO subtracts 93  percent of fed-
eral taxes. It does not subtract state and 


local taxes, and it counts the EITC as a 
negative tax.


 ■ Finally, market income plus trans-
fers minus federal taxes equals the net 
income after transfers and taxes, or 
spendable income.


The CBO results are shown in Table 2, with 
one modification. The EITC has been reclas-
sified from a negative tax to an “other trans-
fer.” The table shows the proportion of market 
income, transfers, and federal taxes received 
or paid by each fifth of the population. For 
example, the lowest income fifth makes only 
2.2  percent of the total market income. This 
low earned income is augmented by a 32.3 per-
cent share of Social Security and Medicare 
transfers and 39.4  percent of other transfers. 
Households in the lowest fifth contribute only 
0.8 percent of all federal taxes. The net result 
is that although the lowest income group has 
only 2.2 percent of earned income, it receives 


Table 2
Percentage of selected financial totals contributed by each market income group, 2013


Income fifth Market income


CBO estimates


Social Security and 
Medicare Other transfers Federal taxes


Net income after 
taxes and transfers


Lowest 2.2 34.3 39.4 0.8 8.3


Second 7.0 24.3 32.0 4.2 11.1


Middle 12.6 16.9 20.7 8.6 14.5


Fourth 20.5 14.1 7.8 17.2 19.8


Highest 57.7 10.4 0.0 69.2 46.2


Ratios          


High to low 26.6 0.3 n/a 91.6 5.6


Mid to low 5.8 0.5 0.5 11.4 1.7


High to mid 4.6 0.6 n/a 8.0 3.2


Source: Congressional Budget Office, “The Distribution of Household Income and Federal Taxes, 2013,” November 2016. 
Notes: Author adapted data to (a) move EITC from a negative tax to a positive transfer, (b) reconcile taxes to a market-income-group basis, and (c) adjust round-
ing to ensure consistency with other data. CBO = Congressional Budget Office; n/a = not applicable. 
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8.3 percent of spendable income available for 
consumption and savings.


The ratios in the last three rows of Table 2 
show the degree of inequality in the compo-
nents that determine spendable income. Aver-
age market earnings in the highest income 
group are 26.6 times those in the lowest. But 
the lowest income group gets 3.3 times more in 
Social Security and Medicare. It also receives 
39.4  percent of other transfers, whereas the 
highest group gets essentially none. The high-
est income group pays 91.6 times more taxes. 
The net result is that the highest group aver-
ages 5.6 times more spendable income than 
the lowest. As measured by the CBO, govern-
ment intervention with transfer payments and 
taxes has cut the difference between the top 
and bottom quintiles by a factor of five.


Market Income
Higher-income households have more 


earners per household, work longer hours, 
have completed higher levels of education, 
have greater experience, and saved more for 
retirement. In the lowest quintile, 66  per-
cent of the households have no one working. 
With 36  percent of the heads of household 
in this group over the age of 65, many of the 
nonworkers are retired, but 30 percent of the 
households have working-age individuals, 
none of whom are working.


Social Security and Medicare
Because most individuals earn less after 


retirement, a greater proportion of Social 
Security and Medicare transfers goes to peo-
ple in lower market-income groups. But some 
transfers from Social Security and Medicare 
go to seniors in higher income groups because 
those individuals continue to work beyond 
the official retirement age or have income 
from savings. 


The design of Social Security benefits con-
tributes to the downward shift in the senior 
income. People can start drawing benefits 
as early as age 62. Monthly benefits for early 
claimants are reduced by as much as 25 percent 
for life. Despite the lower benefit, 66 percent 


of beneficiaries choose to retire early. Only 
1.5  percent delay their claims until age 70, 
when their benefits would be 32 percent higher 
than at the full-retirement age.8 The choice of 
early benefits accounts for many beneficiaries 
being in the first income quintile rather than 
the second and in the second quintile rather 
than the third. 


Not only do the Social Security and Medi-
care benefit structures increase incentives to 
retire early at smaller monthly benefits; they 
also create substantial transfers from indi-
viduals who earned more during their working 
years to those who earned less. Beneficiaries in 
the lowest income quintile during their work-
ing years receive 10 times more benefits per 
dollar contributed than those in the top two 
quintiles.9 


Other Transfers
The CBO data still exclude substantial 


transfer payments to the lower-income groups. 
“Other transfers” in the CBO data average 
$4,300 per household, which implies a total of 
$526 billion. The Bureau of Economic Analy-
sis, in its preparation of the National Income 
and Product Accounts (NIPA), reports a total 
of $1,124.5 billion—more than twice as much as 
the CBO data—for the same period. 


The Congressional Research Service 
(CRS) has listed 83 federal welfare programs 
with total appropriations of $746 billion. The 
CBO estimates include only seven of them.10 
Many of these programs require state match-
ing funds. The CRS identified only the federal 
portion. The Senate Budget Committee (SBC) 
staff identified $283 billion in state matching 
funds for these same 83 programs, yielding a 
grand total of $1.03 trillion per year, with most 
of it going to lower-income households.11


The CRS/SBC numbers do not include 
some transfers that are not entirely need 
based but that still flow disproportionately 
to low-income families.12 They also exclude 
state welfare programs without federal 
matching funds.


Table 3 reconciles the estimates from these 
three data sources.13 Each source is shown in a 


“As measured 
by the 
Congressional 
Budget 
Office, 
government 
intervention 
has cut the 
difference 
between 
the top and 
bottom 
quintiles by 
a factor of 
five.”







7


Table 3
Reconciliation of total income transfers and computation of additional transfers


Transfer and related expenditures ($ billions), 2011


Congressional Budget 
Office


National Income and Product 
Accounts


Congressional Research Service and 
U.S. Senate Budget Committee


Total
State and 


local Total Federal
State and 


local Total Federal
State and 


local


Total transfers 1,592.0   2,316.9 1,772.5 544.3 1,029.0 746.0 283.0


Less OASI 577.4   581.3 581.3 — — — —


Less Medicare 512.4   515.9 515.9 — — — —


Less EITC   63.0 63.0 — 63.0 63.0 —


Transfers excluding OASI, 
Medicare, and EITC 502.1   1,156.6 612.3 544.3 966.0 683.0 283.0


Less unemployment 
benefits 46.6   46.6 0.9 45.7 — — —


Less workers’ 
compensation 13.5   13.5 0.3 13.2 — — —


Less disability 
benefits 126.8   126.8 126.8 — — — —


Less black lung 
benefits 0.2   0.2 0.2 — — — —


Other transfers excluding 
major federal benefits 315.0   969.5 484.1 485.4 966.0 683.0 283.0


Add unattributable 
federal transfers   198.7  


Add state-only 
transfers   202.4


Reconciled other transfers   1,168.3 682.9 485.4 1,168.4 683.0 485.4


CBO underreported and 
excluded benefits 853.3


Plus Stafford 
student loans 40.0


Additional transfer 
payments 893.3 Percent increase NIPA transfers to 2013 per house-


hold 3.79 percent


Additional transfer 
payments per household 7,294.97 2013 additional transfer payments per household 7,571.69 


Sources: Bureau of Economic Analysis, “National Income and Product Accounts,” www.bea.gov; Social Security Administration, “Annual Statistical Supplement to 
the Social Security Bulletin,” 2013 (for Social Security, Medicare, unemployment benefits, workers’ compensation, and black lung); United States Senate Budget 
Committee, “CRS Report: Welfare Spending the Largest Item in the Federal Budget,” 2013; and Congressional Research Service, “Spending for Federal Benefits 
and Services for People with Low Income, FY2008–2011: An Update of Table B-1 from CRS Report R41625,” October 16, 2012 (for means tested programs). 
Note: EITC = Earned Income Tax Credit; NIPA = National Income and Product Accounts; OASI = Old-Age and Survivors Insurance; — = not applicable.
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set of columns. The NIPA and CRS/SBC data 
are available separately for federal, state, and 
local transfers. The CBO published only fed-
eral programs.


The top of Table 3 shows how each of sev-
en identifiable transfers are included in each 
source. Other transfers are more problematic 
and constitute approximately $1,168 billion 
annually. The CBO uses only $315 billion of 
that total. In addition, another $40 billion of 
federal student loan subsidies and forgiveness 
to lower-income households is excluded by all 
three sources because the subsidies and loan 
forgiveness are not direct money payments to 
the beneficiary, are not reported on income tax 
returns, and are excluded from federal finan-
cial reports owing to legislation that forbids 
accounting for risks of defaulted loans. Add-
ing the missing student loan subsidies yields a 
total of $7,294.97 per household for transfers 
excluded by the CBO in 2011, or $7,516.33 per 
household in 2013—75 percent more than the 
number used by the CBO.


These benefits are valued at the actual tax 
dollars paid. Any extra market value to the 
recipient beyond the cost has not been added. 
For instance, government compels hospitals 
and physicians to accept below-market rates 
for Medicare and Medicaid patients, so the 
actual value of the government-provided care 
is higher than the cost. Similarly, the Federal 
Trade Commission’s free broadband mobile 
phones for low-income individuals are valued 
at the payment to the carriers, which reflects 
only the marginal cost and profit. Fixed net-
work costs are covered by paying customers 
purchasing the costlier market-priced phone 
services. As a result of using cost rather than 
market price to value benefits, the estimate for 
transfers is a conservative lower bound of the 
actual value transferred. 


Federal Taxes
The CBO excludes approximately 7  per-


cent of federal taxes, consisting primarily 
of Federal Reserve fees that are included in 
everybody’s costs of financial transactions, 
tariffs on imports, and estate and gift taxes. It 


also excludes unemployment insurance fees 
assessed on the first $7,000 of employee pay.


State Taxes
The CBO does not subtract state and local 


taxes, which are only 25 percent smaller than 
federal taxes. The tax burdens of individual 
states range from 12.7  percent of income 
in New York to less than half that amount 
in Alaska.14 


The effect of state and local taxes on dif-
ferent income quintiles varies from locale to 
locale. On average, state and local income tax-
es are about 15  percent less progressive than 
federal taxes.15 However, five states, consti-
tuting 22 percent of the U.S. population, have 
income tax rates that are more progressive, 
and seven states have no income tax at all.16


Most states impose sales taxes, which are 
theoretically somewhat regressive. But the 
regressive effects are modulated by states 
excluding such necessities as food, medicine, 
shelter, and some apparel items from sales tax. 


State and local property taxes affect 
higher-income households more directly, 
although 42  percent of poor households do 
own their own homes. The indirect effects 
of property taxes on rent are muted at low-
er incomes by rent regulations, subsidies, 
and exemptions.


Spendable Income after Missing 
Taxes and Transfers


Table 4 incorporates the income effects 
of transfers and taxes that are missing from 
the CBO calculations. These improved cal-
culations continue to be conservative under-
estimates of redistribution because reliable 
estimates have not been developed for trans-
fers such as government-compelled housing 
“affordability” regulations, hospital cost shift-
ing, and state unattributable transfers. 


The lowest income quintile in the CBO 
reports accounted for 8.3 percent of spendable 
income, but after adding some of the missing 
transfers, its share of household income rises 
by about half to 12.9  percent of spendable 
income. The highest income quintile exhibits 


“Adding the 
missing 
subsidies in 
2013 yields 
an additional 
$7,516.33 per 
household 
for transfers 
previously 
excluded 
by the 
Congressional 
Budget 
Office—75 
percent 
more than 
the number 
used by the 
agency.”
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a complementary pattern. The CBO data 
show that this group receives 46.2 percent of 
spendable income, but the effect of state and 
local taxes drops its share to 39.3 percent.


The last column in the table calculates the 
percentage change from the average market 
income earned by households in each income 


quintile to the final spendable income after 
transfers and taxes. The average income share 
for the lowest quintile rose by 493.2 percent—
a nearly sixfold increase. The second-lowest 
quintile gained 97.7  percent, almost doubling 
its earnings share. The middle-income group 
received a 21.5 percent premium over its share 


Table 4
Percentage of selected financial totals contributed by each income group, 2013, adjusted for items not includ-
ed by the CBO


    CBO estimates CBO gaps


Final net 
income 
after all 


taxes 
and 


transfers


Percent 
change 


from 
market 
to finalIncome quintile 


Percent of 
households


Market 
income


Social 
Security 


and 
Medicare


Other 
transfers


Federal 
taxes


Net 
income 


after 
taxes and 
transfers


State and 
local and 


under-
reported 
federal 


transfers


Additional 
federal 
taxes


State 
and 
local 
taxes


Lowest 23.2 2.2 34.3 39.4 0.8 8.3 42.6 1.9 1.5 12.9 493.2


Second 19.1 7.0 24.3 32.0 4.2 11.1 31.1 6.2 6.5 13.9 97.7


Middle 19.1 12.6 16.9 20.7 8.6 14.5 18.9 11.1 12.6 15.4 21.5


Fourth 19.1 20.5 14.1 7.8 17.2 19.8 7.3 18.0 20.2 18.6 –9.2


Highest 19.6 57.7 10.4 0.0 69.2 46.2 0.0 62.8 59.3 39.3 –31.9


Top  percentiles                     


 81 to 90 9.8 15.6 5.7 0.0 15.3 13.6 0.0 16.9 15.4 12.0 –23.2


 91 to 95 4.9 10.8 2.6 0.0 11.5 9.1 0.0 11.7 10.7 7.9 –27.0


 96 to 99 3.9 14.3 1.8 0.0 16.8 11.4 0.0 15.4 14.0 9.8 –31.3


 Top 1 percent 1.0 17.4 0.3 0.0 25.5 12.5 0.0 18.8 19.1 10.1 –42.2


Ratios                      


 High to low   26.6 0.3 n/a 91.6 5.6 n/a 32.6 40.0 3.0 –88.5


 Mid to low   5.8 0.5 0.5 11.4 1.7 0.4 5.8 8.5 1.2 –79.5


 High to mid   4.6 0.6 n/a 8.0 3.2 n/a 5.6 4.7 2.6 –44.0


Sources: Market income and CBO estimates are from Congressional Budget Office, “The Distribution of Household Income and Federal Taxes, 2013,” November 
2016. CBO gaps columns were calculated by the author by reconciliation with Bureau of Economic Analysis, “National Income and Product Accounts,” https://www.
bea.gov. Social Security Administration; “Annual Statistical Supplement to the Social Security Bulletin,” 2013 (for Social Security, Medicare, unemployment benefits, 
workers’ compensation, and black lung); United States Senate Budget Committee, “CRS Report: Welfare Spending the Largest Item in the Federal Budget,” 2013; 
Congressional Research Service, “Spending for Federal Benefits and Services for People with Low Income, FY2008–2011: An Update of Table B-1 from CRS 
Report R41625,” October 16, 2012 (for means-tested programs).
Note: CBO = Congressional Budget Office; n/a = not applicable.
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of market earnings. The two highest income 
groups lost 9.2  percent and 31.9  percent of 
their respective earnings shares through 
taxation. 


The last three rows in Table 4 display the 
ratios between selected income groups for 
the various contributing factors. The “High to 
low” row shows the following dynamics:


 ■ The highest income quintile earned 
an average of 26.6 times more market 
income than the lowest group.


 ■ The lowest quintile added to its income 
share by receiving 3.3 times more Social 
Security and Medicare and captur-
ing more than 40  percent of all other 
transfers. 


 ■ The highest income group lost income 
share by paying 91.6 times more federal 
tax and 40.0 times more state and local 
tax.


 ■ The net result was that the aver-
age spendable income for the highest 
income group was only three times high-
er than that for the lowest group. 


 � Government redistribution elimin-
ated 88.5 percent of the ratio between 
the highest and lowest market 
income quintiles.


 � The 3.0:1 ratio in spendable income 
between the highest and lowest quin-
tiles is more than five times smaller 
than the 16.2:1 ratio highlighted by 
the annual Census Bureau money 
income estimate.


The ratios show that the middle-income 
group averages only 20  percent more spend-
able income than that of the lowest group. 
Government income redistribution basically 
flattens out the bottom 60 percent of income 
to within 20 percent of each other. The differ-
ence in taxes reduces the distance between the 
highest group and the middle group, lowering 
the ratio of highest to middle by 44  percent, 
from 3.2:1 to 2.6:1. 


Figure 1 summarizes the same data graphi-
cally. The solid area at the bottom shows the 


market earnings that the household retains 
after net taxes. The two lowest income groups 
receive net welfare transfers, which are shown 
as the vertical stripes stacked on top of their 
earned income. For the middle group, trans-
fers and taxes approximately offset each other, 
with a small overall addition from redistri-
bution. Net transfers continue through the 
52nd  percentile, after which households pay 
net taxes. As income rises above the 52nd per-
centile, the horizontally striped area displays 
the taxes that the average household in each 
group paid net of transfers. 


Figure 1 illustrates the dynamics of redis-
tribution in the United States. On average, 
households with $63,136 in earned market 
income get to keep it all. They pay taxes aver-
aging approximately $17,000 per year, but on 
average they also get an equal amount of gov-
ernment transfers. Households with earned 
income less than $63,136 constituted 52.5 per-
cent of all households and on average received 
net benefit payments from government. Some 
of the 47.5  percent of households above the 
break-even point also got transfer payments, 
but they paid more taxes than the transfers 
they received. 


The top 47.5  percent of households were 
taxed to do the following:


 ■ Transfer enough money to the bottom 
52.5 percent of households, to give them 
average spendable incomes close to the 
median income


 ■ Pay for the many activities of govern-
ment that require 40 percent of all gov-
ernment spending 


 ■ Pay the interest on the national debt, 
which constitutes 12 percent of govern-
ment expenditures17


THE GINI COEFFICIENT 
MEASUREMENT OF INEQUALITY


Advocates of “doing something” about 
income inequality often use a computation 
called the Gini coefficient to claim that income 
inequality in the United States is greater than 


“Government 
redistribution 
eliminated 
88.5 percent 
of the ratio 
between the 
highest and 
lowest market 
income 
quintiles.”
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that in other Western democracies and that it 
has been increasing.


The Gini coefficient has a theoreti-
cal minimum of 0.000 that represents no 
inequality, with everyone having exactly 
the same income. Its theoretical maxi-
mum is 1.000, representing total inequality 
with one person having all the income and 
everyone else having nothing. Intermedi-
ate values are designated as proportions of 
inequality; for example, 0.500 is defined to 
mean half unequal.18


A widely used source for Gini coefficients 
is the CIA’s World Factbook, which is read-
ily available on the internet.19 There are three 
problems with using this source: 


 ■ It mixes two different types of data, 
using money income for some countries 
and spendable income after taxes and 


transfers for others, which results in 
false comparisons between countries. 


 ■ Many of the data it uses are as much as 
seven years older than others. 


 ■ The numbers for the United States 
do not agree with the official Census 
Bureau numbers, and the World Fact-
book provides no documentation for the 
difference. 


The Census Bureau calculates the Unit-
ed States Gini coefficients using household 
money income, with no reductions for taxes 
paid or additions for missing transfers. Most 
other countries calculate their coefficients 
using income after subtracting taxes and add-
ing most transfers. The World Factbook uses 
the money income for the United States and 
Japan and after-tax-and-transfer income for 
most other nations, so the United States and 


Figure 1
Average income, transfers, and taxes by income groups, 2013


Sources: Market income from Congressional Budget Office, “The Distribution of Household Income and Federal Taxes, 
2013,” November 2016. Others computed by author from Congressional Budget Office, “The Distribution of Household 
Income and Federal Taxes, 2013,” November 2016; Bureau of Economic Analysis, “National Income and Product Accounts,” 
https://www.bea.gov; Social Security Administration, “Annual Statistical Supplement to the Social Security Bulletin,” 2013 (for 
Social Security, Medicare, unemployment benefits, workers’ compensation, and black lung); United States Senate Budget 
Committee, “CRS Report: Welfare Spending the Largest Item in the Federal Budget,” 2013; and Congressional Research 
Service, “Spending for Federal Benefits and Services for People with Low Income, FY2008–2011: An Update of Table B-1 
from CRS Report R41625,” October 16, 2012. 


“Most other 
countries 
calculate their 
coefficients 
using 
income after 
subtracting 
taxes and 
adding most 
transfers.”
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Japan are biased toward higher coefficients. 
(See Figure 2.)


The Organisation for Economic Co-operation 
and Development (OECD) has created a set 
of more closely comparable coefficients for 
after-tax-and-transfer spendable income. Nev-
ertheless, OECD explicitly excludes Medicaid 
transfers and state and local taxes. The OECD 
claims that the Medicaid exclusion is required 
because there is no easy way to make a compa-
rable comparison with other nations that have 
national health services paying for everybody. 
Failing to include it at all is far more biasing, 
however, and as the aforementioned CBO 
calculations indicate, inclusion is entirely pos-
sible. The exclusion of state and local transfers 
and taxes creates a comparative upward bias 
for the United States because its state and local 
governments are a greater part of the total.


Figure 2 contains both the CIA and OECD 
Gini coefficients for the United States plus 
six other large, well-developed economies 
and Denmark and Sweden, which are the 


two OECD nations with the smallest (least 
unequal) Gini coefficients. 


Even if we accept the Gini coefficient as 
meaningful, the OECD data for the United 
States show only a modest difference from 
those of other countries, accounting for only 
26  percent of the total range of values. The 
other countries account for 74 percent of the 
range. Furthermore, per capita income in 
the United States is between 16  percent and 
40 percent higher than that of any of the oth-
er countries (see Figure 3). Even if there really 
are some small differences in income equal-
ity, on average a household at any point in the 
income distribution for the United States will 
have higher income than a household at the 
corresponding point for the other countries.


The “USA Complete” Gini coefficient in 
Figure 4 includes Medicaid, other missing 
transfers, and state and local taxes. Adjusting 
for these missing elements reduces the coef-
ficient to 0.23, lower than that of any of the 
comparison countries. Although some other 


Figure 2
Gini coefficients of various income measures in advanced nations


United States
United Kingdom
Australia
Japan
Canada
France
Germany
Sweden
Denmark


United States
United Kingdom
Australia
Japan
Canada
France
Germany
Sweden
Denmark


Sources: Central Intelligence Agency, The World Factbook, https://www.cia.gov/library/publications/resources/the-world-
factbook/rankorder/2172rank.html; and Organisation for Economic Co-operation and Development, “OECD (2017), Income 
Inequality (indicator),” DOI: 10.1787/459aa7f1-en, https://data.oecd.org/inequality/income-inequality.htm. 
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national coefficients may also be missing com-
ponents, it is unlikely that the effects would 
be as large. The OECD’s explicit omission of 
Medicaid is the only item it identifies for any 
nation, and Medicaid is the largest nonsenior 
transfer in the United States. 


The omission of state and local taxes also 
does not affect any of the other nations sig-
nificantly. Even in Canada, Australia, and 
Germany (the only nations in the set with 
substantial state governments), the central 
government collects most of the taxes and 
reapportions them to the states and localities. 
Any adjustments for these taxes would, there-
fore, be small for countries other than the 
United States.


Promoters of the Gini coefficient argue 
that the United States has become more 
unequal over time. The historical Gini coef-
ficients in Figure 5 show that every country 
except France rose similarly during the past 
three decades. The United States trend is 
exaggerated by the exclusions noted earlier, 


particularly because Medicaid grew more rap-
idly than other transfers. The USA Complete 
line reflects the more accurate accounting of 
transfers and state taxes.20


The consistency of the trends among the 
nations is striking, despite their differences 
in economic and finance policies. Whatever 
is driving this slow trend must be affecting 
most developed nations in roughly the same 
way. Global economic forces are at work here, 
not some idiosyncratic explanations for the 
United States.


Two Swedish economists evaluated trends 
in the proportion of total income earned by 
the top 1 percent of earners over the last 100 
years in Australia, Canada, France, the Nether-
lands, Sweden, the United Kingdom, and the 
United States.21 The economists noted that 
irrespective of the policy differences among 
the seven, all showed the same basic trends, 
much as Gini coefficients do. Economist Allan 
Meltzer of Carnegie Mellon University noted 
that this commonality likely arises from the 


Figure 3
Per capita national income by country, 2016


Source: Organisation for Economic Co-operation and Development, OECD Factbook 2016, “Gross Domestic Product 
(GDP): GDP per Head, US $, Constant Prices, Constant PPPs, Reference Year 2010 Data,” OECD.Stat.


“Global 
economic 
forces are at 
work here, 
not some 
idiosyncratic 
explanations 
for the United 
States.”
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global shifts that affected all seven countries, 
such as adding several hundred million Chi-
nese and Indian workers and consumers to 
global markets and more “knowledge work” 
that places a premium on capability.22 Eco-
nomic growth inherently creates more jobs 
at the upper end of the compensation range, 
with higher returns to their occupants because 
those people create more value, which natu-
rally increases the distance between the bot-
tom and top.


THE INCIDENCE OF POVERTY 
HAS FALLEN SIGNIFICANTLY


As noted earlier, poverty is a different sub-
ject than income inequality. Poverty denotes 


living on an income deemed less than suffi-
cient to provide for basic needs. As such, mea-
suring the incidence of poverty starts with a 
poverty threshold: the point on some financial 
measure below which people are designat-
ed “poor.” 


The U.S. government stipulates poverty 
thresholds of money income for each of 48 dif-
ferent types and sizes of families. The thresh-
olds were first set for 1963 using a 1955 U.S. 
Department of Agriculture Food Consump-
tion Survey showing that, on average, fami-
lies spent one-third of their after-tax income 
on food, combined with data on the cost of a 
nutritionally adequate but economical diet 
for each family type in 1963. The thresholds 
were then set at three times the cost of the 


Figure 4
Gini coefficients of spendable income in advanced nations, including more complete 
USA coefficient


United States


Australia


Japan


Canada


France


Germany


Sweden


Denmark


USA complete


United Kingdom


Sources: Organisation for Economic Co-operation and Development, OECD (2017), “Income inequality (indicator),” DOI: 
10.1787/459aa7f1-en, https://data.oecd.org/inequality/income-inequality.htm; USA Complete: Author’s calcula tions from 
Congressional Budget Office, “The Distribution of Household Income and Federal Taxes, 2013,” November 2016; Bureau of 
Economic Analysis, “National Income and Product Accounts,” https://www.bea.gov; Social Security Administration, “Annual 
Statistical Supplement to the Social Security Bulletin,” 2013 (for Social Security, Medicare, unemployment benefits, workers’ 
compensation, and black lung); United States Senate Budget Committee, “CRS Report: Welfare Spending the Largest Item 
in the Federal Budget,” 2013; and Congressional Research Service, “Spending for Federal Benefits and Services for People 
with Low Income, FY2008–2011: An Update of Table B-1 from CRS Report R41625,” October 16, 2012.


“Economic 
growth 
creates 
more jobs 
at the upper 
end of the 
compensation 
range, with 
higher returns 
to their 
occupants 
because 
those people 
create more 
value, which 
naturally 
increases 
the distance 
between the 
bottom and 
top.”



https://data.oecd.org/inequality/income-inequality.htm

https://www.bea.gov





15


economical diet. Since then, each threshold 
has been escalated by the rate of change in the 
Consumer Price Index for All Urban Consum-
ers (CPI-U).


The Census Bureau uses the CPS fam-
ily money incomes to identify families with 
incomes below their relevant thresholds and 
calculates the proportion of all individu-
als residing in those families.23 For 2015, the 
Census Bureau reported that 13.5  percent of 
the population lived in poverty, the same as 
the  average for the preceding 48 years. Fig-
ure 6 shows the oscillation of the poverty rate 
between 11.1 percent and 15.2 percent with no 
meaningful trend.24


During the 15 years before President 
Johnson’s announcement of the War on Pov-
erty, the measured poverty rate had fallen 
from 34.8 percent to 19.0 percent. Two years 
after Johnson’s speech and before most of 
the new programs were fully implemented, 
the rate had dropped to 14.7  percent, well 
within the range that would prevail for the 
next 48 years. 


The official measures seem to show that 
the War on Poverty failed to reduce the inci-
dence of poverty. Even more strikingly, the 
data show that the systematic improvement 
trend of the mid-20th century stopped after 
the War on Poverty began. However, a large 


Figure 5
International trends in Gini coefficient of household income 


Sources: Organisation for Economic Co-operation and Development, OECD (2017), “Income inequality (indicator),” DOI: 
10.1787/459aa7f1-en, https://data.oecd.org/inequality/income-inequality.htm; USA Complete: Author’s calcula tions from 
Congressional Budget Office, “The Distribution of Household Income and Federal Taxes, 2013,” November 2016; Bureau of 
Economic Analysis, “National Income and Product Accounts,” https://www.bea.gov; Social Security Administration, “Annual 
Statistical Supplement to the Social Security Bulletin,” 2013 (for Social Security, Medicare, unemployment benefits, workers’ 
compensation, and black lung); United States Senate Budget Committee, “CRS Report: Welfare Spending the Largest Item 
in the Federal Budget,” 2013; and Congressional Research Service, “Spending for Federal Benefits and Services for People 
with Low Income, FY2008–2011: An Update of Table B-1 from CRS Report R41625,” October 16, 2012.
Note: Many countries publish their data on a less-than-annual basis. The time scale reflects the approximate timing. Individual 
observations may be as much as four years different from the reference point.
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part of the apparent failure results from flaws 
in the way poverty is measured.


Effect of Uncounted Income 
on Poverty Measures


In 1963, almost all welfare benefits were 
delivered by direct monetary payments, all of 
which were counted in the income published 
from the CPS survey. But the War on Pov-
erty and many subsequent programs such as 
Medi caid, food stamps, and the EITC were 
excluded from the CPS measure of money 
income. The $1 trillion-plus in annual trans-
fer payments that are not counted in the 
official inequality measurements are also 
omitted from the income used for the pov-
erty measures. As a result, the count of peo-
ple in poverty is inflated. In effect, the new 
programs, by definition, could not improve 
the official measurement of poverty, even as 
they were raising the spendable incomes of 
low-income people.


Figure 7 shows the average annual income 
for the 20 lowest percentiles for 2015. The low-
er curve is the CPS money income data used to 
calculate poverty incidence. The upper curve 
includes the transfers that the Census Bureau 


omits. The threshold intersects the CPS mon-
ey income curve at point A, the official pov-
erty rate of 13.5 percent of the population.


The “CPS + excluded transfers” curve 
reflects the higher actual incomes resulting 
from a fuller accounting of transfer payments. 
It intersects the poverty threshold just below 
3 percent of the population, point B. Missing 
transfer payments have caused poverty to be 
overstated fourfold.


Upward Bias from Escalation
Escalating the poverty thresholds by the 


CPI-U overstates the money needed to main-
tain the standard of living established by the 
1963 poverty benchmark. This excess arises 
from economic constructs and technical 
methods used in price-index construction.25 
The Bureau of Labor Statistics publishes an 
alternative research estimate of consumer 
price change, the CPI-U-RS, that overcomes 
some of these limitations.


Researchers have also identified additional 
biases not addressed by the CPI-U-RS. Bruce 
Meyer and James Sullivan have integrated 
the CPI-U-RS with several of these research 
results to create estimates for poverty rates 


Figure 6
Percentage of population below poverty threshold, 1947–2015


Sources: For 1959–2015, U.S. Census Bureau, “Income and Poverty in the United States: 2015,” Table B-1. For earlier data, 
Gordon Fisher, “Estimates of the Poverty Population under the Current Official Definition for Years Before 1959,” U.S. 
Department of Health and Human Services, Office of the Assistant Secretary for Planning and Evaluation, 1986.
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based on a reduced-bias calculation of price 
change.26 The results are compared with the 
official numbers in Figure 8. 


These improved estimates of price change 
yield a different picture of the trend for pov-
erty. The official measure’s downward trend 
ended in the 1960s. The improved measure 
continued to decline for another 30 years 
until the turn of the millennium, albeit more 
slowly and with some cyclical bumps. The 
bias-adjusted poverty measure stabilized just 
below 5  percent, less than half the minimum 
11.1  percent achieved by the official num-
ber in 1973.


Figure 9 combines these improved price 
adjustments for the thresholds with the more 
complete accounting of income to create a 
still-lower estimate of poverty incidence. 


As in Figure 7, point A in Figure 9 is the 
current official estimate of 13.5  percent pov-
erty incidence, and point B shows the 3  per-
cent result when missing income transfers 
are added. Point C identifies the 4.5  percent 


result from applying the reduced-bias pov-
erty threshold to the official income defini-
tions. Finally, point D shows that using both 
the improved threshold and the more com-
plete income estimates yields a 2 percent inci-
dence rate.


THE TEMPORARY NATURE OF 
POVERTY AND UNEQUAL INCOME


Some individuals remain in poverty for 
much, if not all, of their lives. But for most 
people, poverty is a temporary condition. 
Even the biased official measures show the 
following transient nature of poverty and 
income status:


 ■ Between 2009 and 2012, 34.5 percent of 
the population had at least one episode 
of poverty lasting two or more months.27 


 ■ Only 2.7 percent of the population lived 
in poverty for all 48 months during that 
period.28 


Figure 7
Incidence of poverty adjusted for excluded transfers, 2015


 
Sources: For CPS money income data: United States Census Bureau, “Current Population Survey, 2016 Annual Social and 
Economic Supplement,” 2016. Excluded transfers: author calculations on Congressional Budget Office, “The Distribution of 
Household Income and Federal Taxes, 2013,” November 2016; Bureau of Economic Analysis, “National Income and Product 
Accounts,” https://www.bea.gov; Social Security Administration, “Annual Statistical Supplement to the Social Security 
Bulletin,” 2013 (for Social Security, Medicare, unemployment benefits, workers’ compensation, and black lung); United States 
Senate Budget Committee, “CRS Report: Welfare Spending the Largest Item in the Federal Budget,” 2013; Congressional 
Research Service, “Spending for Federal Benefits and Services for People with Low Income, FY2008–2011: An Update of 
Table B-1 from CRS Report R41625,” October 16, 2012. For poverty thresholds: U.S. Census Bureau, “Income and Poverty in 
the United States: 2015,” November 2016, p. 43. Calculations by author.
Note: CPS = Current Population Survey.
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 ■ Some 61  percent of households earn in 
the top quintile for at least two consecu-
tive years during their lives.29 


 ■ About half of all households in the bot-
tom quintile will rise to a higher quintile 
within 10 years.30


 ■ Two-thirds of children reared in the 
lowest quintile escape to a higher one 
as adults, and two-thirds of children 
reared in the highest quintile drop to a 
lower one.31


OTHER ALTERNATIVES FOR 
MEASURING POVERTY


Several alternatives have been suggested 
to replace or supplement the current official 
measure of poverty. One would be to define 
poverty thresholds in terms of consumption 
rather than income. Individuals’ well-being is 
likely determined more by the goods and ser-
vices consumed than by the income received. 


The two are related, but a family’s consump-
tion usually varies less over time. A majority of 
the officially poor experience only short epi-
sodes of poverty. During those episodes, they 
can compensate for lost income by using assets 
such as savings, owned homes, and owned auto-
mobiles, or they may borrow. Consumption 
includes in-kind support that families receive 
that is not counted in the official figures. Con-
sumption will also rise when after-tax income 
increases as the result of reduced taxes. Mea-
sures based on this consumption approach 
show a pronounced decline in the incidence of 
poverty over the last half-century.32 


The Census Bureau publishes a single 
supplemental measure of poverty that is 
based largely on a report from a 1995 National 
Academy of Sciences committee. This mea-
sure includes food stamps and the EITC as 
part of income, but it still ignores transfers to 
low-income families amounting to more than 
three-quarters of a trillion dollars.


Figure 8
Effect of adjusting poverty threshold to remove pricing biases


Sources: U.S. Census Bureau, “Income and Poverty in the United States: 2015,” Table B-1, for official measure 1959–2015. 
For earlier data, Gordon Fisher, “Estimates of the Poverty Population Under the Current Official Definition for Years Before 
1959,” U.S. Department of Health and Human Services, Office of the Assistant Secretary for Planning and Evaluation, 1986. 
Estimates using adjusted CPI-U-RS from Bruce D. Meyer and James X. Sullivan, “Winning the War: Poverty from the Great 
Society to the Great Recession,” NBER Working Paper 18718, January 2013, http://www.nber.org/papers/w18718. 
Notes: Author extended series from 2010 to 2015 and rebased the indexed level from 1980 to 1963. CPI-U-RS = Consumer 
Price Index for All Urban Consumers Research Series. 
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This supplemental measure also creates 
three new upward biases. First, it sets the 
thresholds by using actual expenditures at 
the 30th to 36th  percentiles of spending for 
food, clothing, shelter, and utilities and adding 
20 percent to that total for other expenditures. 
This construct substitutes an inequality metric 
for a poverty metric. Poverty measured by this 
method could be eliminated only by forcing 
massive changes in the differences of individual 
expenditures by both the poor and the nonpoor.


A second bias escalates the base value by 
the percentage change in consumption for food, 
clothing, shelter, and utilities. The upward bias 
in this case is even more pronounced than the 
use of the CPI-U because it not only includes 


price changes but also increases the quantities 
consumed. As overall prosperity increases, this 
so-called poverty threshold increases the stan-
dard of living labeled “poor.”


Finally, the supplemental measure also 
deducts job-related expenses and out-of-
pocket health care spending from income 
before determining whether a family is poor. 
Since a portion of these expenses is included 
in the baseline threshold, the method results 
in some double counting. The health care 
reduction is particularly problematic. Cre-
ators of this measure justify special treatment 
of health care spending by calling it an “invest-
ment” rather than consumption.33 But if this 
distinction is correct, then plenty of other 


Figure 9
Incidence of poverty adjusted for excluded transfers and biased Consumer Price 
Index


Sources: For CPS Money income data: United States Census Bureau, Current Population Survey, 2016 Annual Social and 
Economic Supplement, 2016. Excluded transfers: author calculations on Congressional Budget Office, “The Distribution of 
Household Income and Federal Taxes, 2013,” November 2016; Bureau of Economic Analysis, “National Income and Product 
Accounts,” https://www.bea.gov; Social Security Administration, “Annual Statistical Supplement to the Social Security 
Bulletin,” 2013 (for Social Security, Medicare, unemployment benefits, workers’ compensation, and black lung); United States 
Senate Budget Committee, “CRS Report: Welfare Spending the Largest Item in the Federal Budget,” 2013; Congressional 
Research Service, “Spending for Federal Benefits and Services for People with Low Income, FY2008–2011: An Update 
of Table B-1 from CRS Report R41625,” October 16, 2012; Congressional Budget Office, “The Distribution of Household 
Income and Federal Taxes, 2013,” November 2016. For poverty thresholds: U.S. Census Bureau, “Income and Poverty in the 
United States: 2015,” November 2016, p. 43 (calculations by author); U.S. Census Bureau, “Income and Poverty in the United 
States: 2015,” Table B-1 (for official measure 1959-2015). For earlier data: Gordon Fisher, “Estimates of the Poverty Population 
under the Current Official Definition for Years Before 1959,” U.S. Department of Health and Human Services, Office of the 
Assistant Secretary for Planning and Evaluation, 1986. Estimates using adjusted CPI-U-RS are from Bruce D. Meyer and 
James X. Sullivan, “Winning the War: Poverty from the Great Society to the Great Recession,” NBER Working Paper no. 
18718, January 2013, http://www.nber.org/papers/w18718.
Note: CPS = Current Population Survey.
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spending should be deemed investment; it is 
not clear how getting vaccinations should be 
treated differently from eating broccoli to 
promote wellness or from keeping warm to 
discourage upper respiratory infections.


The alternative treatment also adopts an 
imputation algorithm “to reflect the underuti-
lization of health care by the uninsured.”34 This 
technique assumes that the poor would spend 
the same out-of-pocket amounts on health 
care as the rest of the population does, if they 
had the money. It then subtracts this hypo-
thetical out-of-pocket spending from their 
actual income. This method overstates the 
income deduction, understates income, and 
thus creates an upward bias in the incidence of 
poverty. Most poor people are eligible for, and 
enrolled in, Medicaid. Medicaid requires no 
deductibles and no copays; low-income seniors 
are also exempted from most cost sharing. Pri-
vate insurance has substantial cost sharing. 
So if one imputes out-of-pocket spending on 
cost sharing—which, in fact, most poor do not 
face—the size of the bias is even larger.


The effect of the supplemental method is 
to raise the poverty estimate from 13.5 percent 
to 14.3 percent in 2015.35 With so many alterna-
tive measures in the literature that yield sub-
stantially smaller estimates, the government 
has decided to identify and highlight only a sin-
gle alternative, one that shows more poverty.36


Another alternative is to follow the OECD 
and most Western European countries and 
define the poverty threshold as 50 percent or 
60 percent of median income. This approach is 
a pure inequality measure and is not consistent 
with the usual meaning of the word “poor.”


The 1963 U.S. poverty benchmark had 
within it the seeds of another approach to 
setting thresholds. It used a so-called nor-
mative approach to food and defined a nutri-
tious, economical market basket of food as 
the minimum necessary to provide for basic 
needs. Then it priced the cost of that market 
basket. Similar approaches to shelter, cloth-
ing, utilities, and other expenditures were 
also discussed at the time, but they were not 
pursued, largely because the normative food 


baskets were already defined for four differ-
ent spending levels and it was easy to move 
ahead with a measure relying only on exist-
ing statistics. Many limitations of the current 
approaches could be avoided by adopting and 
pricing explicit normative thresholds for the 
full consumption market basket.


INDEPENDENT VALIDATION 
OF THE OVERSTATEMENT 
OF POVERTY


Other independent data confirm that only 
small numbers of Americans live in condi-
tions that would normally be considered pov-
erty. These data show that families classified as 
poor have lifestyles that would usually be con-
sidered middle class. For example:37


 ■ Only about 2.5 percent of the U.S. popu-
lation has even a single day of hunger or 
malnutrition in a year. 


 ■ Only about 1 percent of the population 
lives in housing that is severely inad-
equate or crowded—one-fourth as many 
as in 1975. Less than one-half of 1 percent 
of the population is homeless for even a 
short time during a year.


 ■ Most families that are defined as “poor” 
have many goods and services that would 
be classified as luxury items. Air condi-
tioning is seven times more prevalent 
among poor families today than among 
the general population when the War on 
Poverty began. Most poor families have 
microwave ovens, at least one vehicle, 
video games, flat-screen TVs, and per-
sonal computers.


These metrics are consistent with the 
improved measures that show about 2 percent 
poverty prevalence.


CONCLUSION
More than 50 years after the United States 


declared the War on Poverty, poverty is almost 
entirely gone. Government spends more than 
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$1 trillion annually in the name of reducing 
poverty. Yet the measurement system contin-
ues to report no reduction in poverty, and sub-
stantial taxpayer dollars go to people who are 
not poor. 


The public has also been misled by similar 
false signals about income inequality. The offi-
cial estimates are deficient on several dimen-
sions and exaggerate the degree of income 
inequality. 


Public policy debate should begin with 
the realization that only about 2 percent of 
the population—not 13.5 percent—live in 
poverty. Government annually takes more 
than $1 trillion from above-average earners 
and gives it to low earners so that all except a 
small fraction receive middle-income status. 
As a result, income inequality in America is 
not significantly different from that of other 
advanced nations.


The policy debate now has a firm quan-
titative foundation for evaluating whether 
more spending or less spending on poverty 
and income equality is desirable and how that 
spending should be structured. Additional 
analysis can explore the ethical, efficacy, effi-
ciency, and overall economic health dimen-
sions of inequality and poverty policy in the 
context of more accurate estimates of the 
underlying economic measures.
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Reassessing the Facts about 
Inequality, Poverty, and 
Redistribution
By John F. Early

EXECUTIVE SUMMARY

Many U.S. politicians are promoting 
policies to reduce income inequality 
and poverty by increasing taxes and 
transferring more income to lower- 
income households. These proposals 

rest in part on claims that income inequality in the United 
States is greater than that in other Western democracies 
and is growing, and that poverty persists at high levels. 

The usual statistics invoked to support those claims, 
however, are misleading. Those statistics exclude about 
$1 trillion in annual transfer payments to lower-income 
households and do not account for the effects of taxes. 

When those transfers and tax effects are included, income 
inequality in the United States is lower than that in many 
Western democracies and has grown at rates similar to 
income inequality in other nations. Improved estimates of 
poverty show that only about 2 percent of today’s popula-
tion lives in poverty, well below the 11  percent to 15  per-
cent that has been reported during the past five decades.

The estimates of inequality and poverty developed 
here do not, by themselves, determine whether existing 
redistribution is excessive or insufficient. They do show 
that the claims of proponents that the current situation 
is severe and growing worse are exaggerated or inaccurate.

John F. Early is president of Vital Few, LLC, a consultancy in mathematical economics, and has served twice as an assistant commissioner at the 
Bureau of Labor Statistics.
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INTRODUCTION
Modern American political discourse fre-

quently includes calls to do something about 
income inequality and poverty. President 
Lyndon Johnson declared a “War on Poverty” 
in 1964. Fifty years later, President Barack 
Obama made income inequality a priority of 
his second administration, claiming there was 
“a dangerous and growing inequality . . . . It 
drives everything I do in this office.”1

In her 2016 bid for the presidency, Demo-
crat Hillary Clinton pledged to attack the 
“cancer of inequality.” Republicans have not 
adopted this theme as broadly, but some of 
them have promoted policies such as higher 
minimum wages, government-mandated child 
care, expansions of Medicaid, and higher taxes 
on “the wealthy” as a means to reduce inequal-
ity or poverty.

Any discussion of interventions to reduce 
income inequality or poverty should begin 
with accurate measures of the actual levels of 
each. This analysis evaluates the commonly 
cited numbers and develops better metrics. 
These improvements provide a better foun-
dation for future analyses on topics such as 
the causes of the observed income distribu-
tions, the ethical case for any intervention, 
the efficiency and efficacy of existing and pro-
posed remedies, and the economic effects of 
these policies.

Income inequality and poverty are often 
conflated, but they are different. We can all 
be equally poor on $4,000 per year, or equally 
rich on $1 million per year, but in both of those 
cases incomes are perfectly equal. And most 
people would be satisfied in an unequal soci-
ety with all incomes above $250,000, no mat-
ter how much the richest persons might earn. 
Both topics are considered here because both 
measures share many technical foundations 
and rely on the same data source.2

By design, the official estimates of income 
inequality and poverty omit significant gov-
ernment transfer payments to low-income 
households; they also ignore taxes paid by 
households. This paper synthesizes evi-
dence from prior research, provides new 

quantification for additional gaps, and calcu-
lates improved measures of income inequality 
and poverty. 

These more complete estimates show that 
income inequality and poverty are both small-
er than is officially publicized. They coun-
ter the claim that inequality is higher in the 
United States than in other Western democra-
cies, and they show that poverty has declined 
sharply while income inequality has risen only 
modestly, in line with trends in other nations.

HOW UNEQUAL ARE 
INCOMES, REALLY?

The inequality debate is most frequently 
framed in terms of the differences in money 
income as measured by the Current Popu-
lation Survey (CPS) from the U.S. Census 
Bureau. The Census Bureau defines money 
income as the sum of the following:3

 ■ Earnings (wages, salaries, and self- 
employment income)

 ■ Interest income
 ■ Dividend income
 ■ Rents, royalties, estate, and trust income
 ■ Nongovernment retirement pensions 

and annuities
 ■ Nongovernment survivor pensions and 

annuities
 ■ Nongovernment disability pensions and 

annuities
 ■ Social Security
 ■ Unemployment compensation
 ■ Workers’ compensation
 ■ Veterans’ payments other than pensions
 ■ Government retirement pensions and 

annuities
 ■ Government survivor pensions and 

annuities
 ■ Government disability pensions and 

annuities
 ■ Public assistance (includes Temporary 

Assistance to Needy Families [TANF] 
funds and other cash welfare)

 ■ Supplemental Security Income (SSI)
 ■ Veterans’ pensions

“The more 
complete 
estimates in 
this paper 
show that 
income 
inequality 
and poverty 
are both 
smaller than 
is officially 
publicized.”
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 ■ Government educational assistance
 ■ Nongovernment educational assistance
 ■ Child support
 ■ Alimony
 ■ Regular contributions from persons not 

living in the household
 ■ Money income not elsewhere classified 

Table 1 summarizes the distribution of 
household money income in 2015, using data 
from the Census Bureau supplemented with 
estimates for the top 1  percent of income- 
earning households. The Census Bureau 
sorts all surveyed households by their money 
income and then separates the ranked set into 
five groups with equal numbers of households 
and arranged from the lowest to the highest 
income. Each fifth, or quintile, represents 
about 25 million households with income in 
the ranges shown in Table 1. Thus, the second 
quintile has about 25 million households with 

annual incomes greater than $22,800 and less 
than or equal to $43,511. Because 40  percent 
of the households have income less than or 
equal to $43,511, this value is also called the 
40th  percentile. Note that the upper limit 
of one quintile is also the lower limit of the 
next-higher quintile. The highest quintile and 
other “top”  percentile groups are defined by 
their lower limits.

The published differences in the average 
income between the highest and lowest groups 
have been offered as proof of significant 
inequality. For example, the reported aver-
age income for the top quintile is 16.2 times 
larger than the average income for the bot-
tom quintile. But comparisons using the CPS 
estimates are misleading because they exclude 
$1 trillion in government transfer payments 
to lower-income households and they do not 
account for taxes that reduce the spendable 
income for higher-income households. 

Table 1
Distribution of United States household income, 2015

Limit Income range Percentile

Households  
(thousands)  

in range Limit (dollars)
Average for range 

(dollars)

Upper limit of Lowest fifth 20 25,164 22,800 12,457

Upper limit of Second fifth 40 25,164 43,511 32,631

Upper limit of Third fifth 60 25,164 72,001 56,832

Upper limit of Fourth fifth 80 25,164 117,002 92,031

Lower limit of Top fifth 80 25,164 117,002 92,031

Lower limit of Top 10 percent 90 12,582 162,285 265,068

Lower limit of Top 5 percent 95 6,291 214,462 350,870

Lower limit of Top 1 percent 99 1,258 390,000 853,866

Lower limit of Top 0.1 percent 99.9 126 1,700,000 3,577,266

Lower limit of Top 0.01 percent 99.99 13 8,400,000 10,162,775

Source: United States Census Bureau, Current Population Survey, 2016 Annual Social and Economic Supplement, 2016. Estimates of the 99th percentile and above 
are from Mark Price, Estelle Sommeiller, and Ellis Wazeter, “Income Inequality in the U.S. by State, Metropolitan Area, and County,” Economic Policy Institute, June 
16, 2016. See Appendix A, Online Technical Appendixes, https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf, for adjustments to 
make these estimates more comparable with Census Bureau estimates.

https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
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The Missing Transfers
Census money income estimates explicitly 

exclude the following:4

 ■ The Earned Income Tax Credit (EITC)
 ■ The monetary value of benefits from the 

Supplemental Nutrition Assistance Pro-
gram (SNAP), more commonly known 
as food stamps 

 ■ Free or subsidized medical care such 
as Medicaid and the Children’s Health 
Insurance Program (CHIP)

 ■ Free, subsidized, or controlled rent or 
other “affordable housing” schemes

 ■ Heating subsidies
 ■ Free or reduced-fee social services such 

as daycare, tax preparation, or meal 
services 

The EITC is given to low-income families 
with at least one employed person. In 2015, the 
annual credit was as much as $6,242 per house-
hold and was given to households with incomes 
as high as $53,267. The EITC is a “refundable” 
tax credit, meaning that if an individual owes 
no income taxes, money equal to the entire 
credit is sent to the filer. The EITC has all the 
characteristics of money income, but it is not 
counted as such by the Census Bureau. 

The government has defined the EITC 
and other refundable credits as “negative 
taxes.” Government reports of expenditures 
are understated because the money paid for 
the EITC payments is not included. Taxes are 
also understated by the amount of the EITC 
because it is subtracted from the reported 
tax collections.

SNAP funds are paid as money on a debit 
card, but they are defined as in-kind income 
and not counted because they can nominally be 
spent only on food. Rent subsidies, free medi-
cal care through Medicaid, and any free social 
services are also deemed as in-kind income 
and are excluded from the calculations.

Missing Retirement Income
The Census Bureau acknowledges that 

retirement income is underreported.5 The 

underreporting results in part from exclud-
ing lump-sum payments. Many retirement 
income payments are monthly, but Individual 
Retirement Account (IRA) and 401(k) retire-
ment plan disbursements are often lump sums 
that are put into a bank for the recipient’s later 
use. The Census Bureau’s money income sta-
tistic excludes these lump sums, and the sub-
sequent withdrawals from the bank are not 
counted either. 

Compared with amounts reported to the 
Internal Revenue Service (IRS), the CPS 
underestimates retirement income by at least 
60 percent in each income quintile. IRS data 
show 50  percent more households with pri-
vate pension income, and for those house-
holds reporting pension income the IRS 
shows 50 percent more income than the CPS 
does.6 No one would report too much income 
to the IRS, so the higher IRS comparisons are 
reliably the minimum limit of underreporting. 

Missing Taxes
Official income statistics make no adjust-

ments for taxes paid. Taxes reduce spendable 
income at every income level. Most people 
pay sales taxes. Almost all working people are 
assessed payroll or self-employment taxes. 
The tax burden rises sharply with income so 
that a household in the top 5  percent of the 
income distribution pays half or more of its 
marginal income for federal and state taxes 
that are not paid by households in the lowest 
40 percent of income.

The net effect is that pretax data overstate 
the true income of upper-income house-
holds by as much as 50  percent, and miss-
ing transfers understate the true income of 
lower-income households by a factor of two 
or more. If the government were to raise tax-
es on the wealthy tomorrow and transfer all 
the additional money to the lowest income 
groups through a larger EITC, the official 
metrics of inequality would not budge by a 
single cipher because neither the new taxes 
taken from the top nor the additional income 
transfers given to the bottom would be used 
in the calculations.

“Data overstate 
income of 
upper-income 
households by 
as much as 50 
percent, and 
understate 
income of 
lower-income 
households by 
a factor of two 
or more.”
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THE CONGRESSIONAL 
BUDGET OFFICE PLUGS 
SOME OF THE HOLES

The Congressional Budget Office (CBO) 
provides more comprehensive income esti-
mates than the Census Bureau, although they, 
too, are unnecessarily incomplete. The CBO’s 
chief improvements are as follows:7

 ■ It estimates “market income” by adding 
capital gains, employer-paid benefits, 
and the share of corporate taxes that 
are ultimately borne by workers to the 
earned income portion of the Census 
Bureau’s money income.

 ■ In addition to the transfers included 
by the Census Bureau, the CBO adds 
food stamps, Medicaid, and CHIP. But 
it still excludes about $900 billion in 
other transfers. 

 ■ The CBO subtracts 93  percent of fed-
eral taxes. It does not subtract state and 

local taxes, and it counts the EITC as a 
negative tax.

 ■ Finally, market income plus trans-
fers minus federal taxes equals the net 
income after transfers and taxes, or 
spendable income.

The CBO results are shown in Table 2, with 
one modification. The EITC has been reclas-
sified from a negative tax to an “other trans-
fer.” The table shows the proportion of market 
income, transfers, and federal taxes received 
or paid by each fifth of the population. For 
example, the lowest income fifth makes only 
2.2  percent of the total market income. This 
low earned income is augmented by a 32.3 per-
cent share of Social Security and Medicare 
transfers and 39.4  percent of other transfers. 
Households in the lowest fifth contribute only 
0.8 percent of all federal taxes. The net result 
is that although the lowest income group has 
only 2.2 percent of earned income, it receives 

Table 2
Percentage of selected financial totals contributed by each market income group, 2013

Income fifth Market income

CBO estimates

Social Security and 
Medicare Other transfers Federal taxes

Net income after 
taxes and transfers

Lowest 2.2 34.3 39.4 0.8 8.3

Second 7.0 24.3 32.0 4.2 11.1

Middle 12.6 16.9 20.7 8.6 14.5

Fourth 20.5 14.1 7.8 17.2 19.8

Highest 57.7 10.4 0.0 69.2 46.2

Ratios          

High to low 26.6 0.3 n/a 91.6 5.6

Mid to low 5.8 0.5 0.5 11.4 1.7

High to mid 4.6 0.6 n/a 8.0 3.2

Source: Congressional Budget Office, “The Distribution of Household Income and Federal Taxes, 2013,” November 2016. 
Notes: Author adapted data to (a) move EITC from a negative tax to a positive transfer, (b) reconcile taxes to a market-income-group basis, and (c) adjust round-
ing to ensure consistency with other data. CBO = Congressional Budget Office; n/a = not applicable. 
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8.3 percent of spendable income available for 
consumption and savings.

The ratios in the last three rows of Table 2 
show the degree of inequality in the compo-
nents that determine spendable income. Aver-
age market earnings in the highest income 
group are 26.6 times those in the lowest. But 
the lowest income group gets 3.3 times more in 
Social Security and Medicare. It also receives 
39.4  percent of other transfers, whereas the 
highest group gets essentially none. The high-
est income group pays 91.6 times more taxes. 
The net result is that the highest group aver-
ages 5.6 times more spendable income than 
the lowest. As measured by the CBO, govern-
ment intervention with transfer payments and 
taxes has cut the difference between the top 
and bottom quintiles by a factor of five.

Market Income
Higher-income households have more 

earners per household, work longer hours, 
have completed higher levels of education, 
have greater experience, and saved more for 
retirement. In the lowest quintile, 66  per-
cent of the households have no one working. 
With 36  percent of the heads of household 
in this group over the age of 65, many of the 
nonworkers are retired, but 30 percent of the 
households have working-age individuals, 
none of whom are working.

Social Security and Medicare
Because most individuals earn less after 

retirement, a greater proportion of Social 
Security and Medicare transfers goes to peo-
ple in lower market-income groups. But some 
transfers from Social Security and Medicare 
go to seniors in higher income groups because 
those individuals continue to work beyond 
the official retirement age or have income 
from savings. 

The design of Social Security benefits con-
tributes to the downward shift in the senior 
income. People can start drawing benefits 
as early as age 62. Monthly benefits for early 
claimants are reduced by as much as 25 percent 
for life. Despite the lower benefit, 66 percent 

of beneficiaries choose to retire early. Only 
1.5  percent delay their claims until age 70, 
when their benefits would be 32 percent higher 
than at the full-retirement age.8 The choice of 
early benefits accounts for many beneficiaries 
being in the first income quintile rather than 
the second and in the second quintile rather 
than the third. 

Not only do the Social Security and Medi-
care benefit structures increase incentives to 
retire early at smaller monthly benefits; they 
also create substantial transfers from indi-
viduals who earned more during their working 
years to those who earned less. Beneficiaries in 
the lowest income quintile during their work-
ing years receive 10 times more benefits per 
dollar contributed than those in the top two 
quintiles.9 

Other Transfers
The CBO data still exclude substantial 

transfer payments to the lower-income groups. 
“Other transfers” in the CBO data average 
$4,300 per household, which implies a total of 
$526 billion. The Bureau of Economic Analy-
sis, in its preparation of the National Income 
and Product Accounts (NIPA), reports a total 
of $1,124.5 billion—more than twice as much as 
the CBO data—for the same period. 

The Congressional Research Service 
(CRS) has listed 83 federal welfare programs 
with total appropriations of $746 billion. The 
CBO estimates include only seven of them.10 
Many of these programs require state match-
ing funds. The CRS identified only the federal 
portion. The Senate Budget Committee (SBC) 
staff identified $283 billion in state matching 
funds for these same 83 programs, yielding a 
grand total of $1.03 trillion per year, with most 
of it going to lower-income households.11

The CRS/SBC numbers do not include 
some transfers that are not entirely need 
based but that still flow disproportionately 
to low-income families.12 They also exclude 
state welfare programs without federal 
matching funds.

Table 3 reconciles the estimates from these 
three data sources.13 Each source is shown in a 

“As measured 
by the 
Congressional 
Budget 
Office, 
government 
intervention 
has cut the 
difference 
between 
the top and 
bottom 
quintiles by 
a factor of 
five.”
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Table 3
Reconciliation of total income transfers and computation of additional transfers

Transfer and related expenditures ($ billions), 2011

Congressional Budget 
Office

National Income and Product 
Accounts

Congressional Research Service and 
U.S. Senate Budget Committee

Total
State and 

local Total Federal
State and 

local Total Federal
State and 

local

Total transfers 1,592.0   2,316.9 1,772.5 544.3 1,029.0 746.0 283.0

Less OASI 577.4   581.3 581.3 — — — —

Less Medicare 512.4   515.9 515.9 — — — —

Less EITC   63.0 63.0 — 63.0 63.0 —

Transfers excluding OASI, 
Medicare, and EITC 502.1   1,156.6 612.3 544.3 966.0 683.0 283.0

Less unemployment 
benefits 46.6   46.6 0.9 45.7 — — —

Less workers’ 
compensation 13.5   13.5 0.3 13.2 — — —

Less disability 
benefits 126.8   126.8 126.8 — — — —

Less black lung 
benefits 0.2   0.2 0.2 — — — —

Other transfers excluding 
major federal benefits 315.0   969.5 484.1 485.4 966.0 683.0 283.0

Add unattributable 
federal transfers   198.7  

Add state-only 
transfers   202.4

Reconciled other transfers   1,168.3 682.9 485.4 1,168.4 683.0 485.4

CBO underreported and 
excluded benefits 853.3

Plus Stafford 
student loans 40.0

Additional transfer 
payments 893.3 Percent increase NIPA transfers to 2013 per house-

hold 3.79 percent

Additional transfer 
payments per household 7,294.97 2013 additional transfer payments per household 7,571.69 

Sources: Bureau of Economic Analysis, “National Income and Product Accounts,” www.bea.gov; Social Security Administration, “Annual Statistical Supplement to 
the Social Security Bulletin,” 2013 (for Social Security, Medicare, unemployment benefits, workers’ compensation, and black lung); United States Senate Budget 
Committee, “CRS Report: Welfare Spending the Largest Item in the Federal Budget,” 2013; and Congressional Research Service, “Spending for Federal Benefits 
and Services for People with Low Income, FY2008–2011: An Update of Table B-1 from CRS Report R41625,” October 16, 2012 (for means tested programs). 
Note: EITC = Earned Income Tax Credit; NIPA = National Income and Product Accounts; OASI = Old-Age and Survivors Insurance; — = not applicable.

http://www.bea.gov
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set of columns. The NIPA and CRS/SBC data 
are available separately for federal, state, and 
local transfers. The CBO published only fed-
eral programs.

The top of Table 3 shows how each of sev-
en identifiable transfers are included in each 
source. Other transfers are more problematic 
and constitute approximately $1,168 billion 
annually. The CBO uses only $315 billion of 
that total. In addition, another $40 billion of 
federal student loan subsidies and forgiveness 
to lower-income households is excluded by all 
three sources because the subsidies and loan 
forgiveness are not direct money payments to 
the beneficiary, are not reported on income tax 
returns, and are excluded from federal finan-
cial reports owing to legislation that forbids 
accounting for risks of defaulted loans. Add-
ing the missing student loan subsidies yields a 
total of $7,294.97 per household for transfers 
excluded by the CBO in 2011, or $7,516.33 per 
household in 2013—75 percent more than the 
number used by the CBO.

These benefits are valued at the actual tax 
dollars paid. Any extra market value to the 
recipient beyond the cost has not been added. 
For instance, government compels hospitals 
and physicians to accept below-market rates 
for Medicare and Medicaid patients, so the 
actual value of the government-provided care 
is higher than the cost. Similarly, the Federal 
Trade Commission’s free broadband mobile 
phones for low-income individuals are valued 
at the payment to the carriers, which reflects 
only the marginal cost and profit. Fixed net-
work costs are covered by paying customers 
purchasing the costlier market-priced phone 
services. As a result of using cost rather than 
market price to value benefits, the estimate for 
transfers is a conservative lower bound of the 
actual value transferred. 

Federal Taxes
The CBO excludes approximately 7  per-

cent of federal taxes, consisting primarily 
of Federal Reserve fees that are included in 
everybody’s costs of financial transactions, 
tariffs on imports, and estate and gift taxes. It 

also excludes unemployment insurance fees 
assessed on the first $7,000 of employee pay.

State Taxes
The CBO does not subtract state and local 

taxes, which are only 25 percent smaller than 
federal taxes. The tax burdens of individual 
states range from 12.7  percent of income 
in New York to less than half that amount 
in Alaska.14 

The effect of state and local taxes on dif-
ferent income quintiles varies from locale to 
locale. On average, state and local income tax-
es are about 15  percent less progressive than 
federal taxes.15 However, five states, consti-
tuting 22 percent of the U.S. population, have 
income tax rates that are more progressive, 
and seven states have no income tax at all.16

Most states impose sales taxes, which are 
theoretically somewhat regressive. But the 
regressive effects are modulated by states 
excluding such necessities as food, medicine, 
shelter, and some apparel items from sales tax. 

State and local property taxes affect 
higher-income households more directly, 
although 42  percent of poor households do 
own their own homes. The indirect effects 
of property taxes on rent are muted at low-
er incomes by rent regulations, subsidies, 
and exemptions.

Spendable Income after Missing 
Taxes and Transfers

Table 4 incorporates the income effects 
of transfers and taxes that are missing from 
the CBO calculations. These improved cal-
culations continue to be conservative under-
estimates of redistribution because reliable 
estimates have not been developed for trans-
fers such as government-compelled housing 
“affordability” regulations, hospital cost shift-
ing, and state unattributable transfers. 

The lowest income quintile in the CBO 
reports accounted for 8.3 percent of spendable 
income, but after adding some of the missing 
transfers, its share of household income rises 
by about half to 12.9  percent of spendable 
income. The highest income quintile exhibits 

“Adding the 
missing 
subsidies in 
2013 yields 
an additional 
$7,516.33 per 
household 
for transfers 
previously 
excluded 
by the 
Congressional 
Budget 
Office—75 
percent 
more than 
the number 
used by the 
agency.”
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a complementary pattern. The CBO data 
show that this group receives 46.2 percent of 
spendable income, but the effect of state and 
local taxes drops its share to 39.3 percent.

The last column in the table calculates the 
percentage change from the average market 
income earned by households in each income 

quintile to the final spendable income after 
transfers and taxes. The average income share 
for the lowest quintile rose by 493.2 percent—
a nearly sixfold increase. The second-lowest 
quintile gained 97.7  percent, almost doubling 
its earnings share. The middle-income group 
received a 21.5 percent premium over its share 

Table 4
Percentage of selected financial totals contributed by each income group, 2013, adjusted for items not includ-
ed by the CBO

    CBO estimates CBO gaps

Final net 
income 
after all 

taxes 
and 

transfers

Percent 
change 

from 
market 
to finalIncome quintile 

Percent of 
households

Market 
income

Social 
Security 

and 
Medicare

Other 
transfers

Federal 
taxes

Net 
income 

after 
taxes and 
transfers

State and 
local and 

under-
reported 
federal 

transfers

Additional 
federal 
taxes

State 
and 
local 
taxes

Lowest 23.2 2.2 34.3 39.4 0.8 8.3 42.6 1.9 1.5 12.9 493.2

Second 19.1 7.0 24.3 32.0 4.2 11.1 31.1 6.2 6.5 13.9 97.7

Middle 19.1 12.6 16.9 20.7 8.6 14.5 18.9 11.1 12.6 15.4 21.5

Fourth 19.1 20.5 14.1 7.8 17.2 19.8 7.3 18.0 20.2 18.6 –9.2

Highest 19.6 57.7 10.4 0.0 69.2 46.2 0.0 62.8 59.3 39.3 –31.9

Top  percentiles                     

 81 to 90 9.8 15.6 5.7 0.0 15.3 13.6 0.0 16.9 15.4 12.0 –23.2

 91 to 95 4.9 10.8 2.6 0.0 11.5 9.1 0.0 11.7 10.7 7.9 –27.0

 96 to 99 3.9 14.3 1.8 0.0 16.8 11.4 0.0 15.4 14.0 9.8 –31.3

 Top 1 percent 1.0 17.4 0.3 0.0 25.5 12.5 0.0 18.8 19.1 10.1 –42.2

Ratios                      

 High to low   26.6 0.3 n/a 91.6 5.6 n/a 32.6 40.0 3.0 –88.5

 Mid to low   5.8 0.5 0.5 11.4 1.7 0.4 5.8 8.5 1.2 –79.5

 High to mid   4.6 0.6 n/a 8.0 3.2 n/a 5.6 4.7 2.6 –44.0

Sources: Market income and CBO estimates are from Congressional Budget Office, “The Distribution of Household Income and Federal Taxes, 2013,” November 
2016. CBO gaps columns were calculated by the author by reconciliation with Bureau of Economic Analysis, “National Income and Product Accounts,” https://www.
bea.gov. Social Security Administration; “Annual Statistical Supplement to the Social Security Bulletin,” 2013 (for Social Security, Medicare, unemployment benefits, 
workers’ compensation, and black lung); United States Senate Budget Committee, “CRS Report: Welfare Spending the Largest Item in the Federal Budget,” 2013; 
Congressional Research Service, “Spending for Federal Benefits and Services for People with Low Income, FY2008–2011: An Update of Table B-1 from CRS 
Report R41625,” October 16, 2012 (for means-tested programs).
Note: CBO = Congressional Budget Office; n/a = not applicable.

https://www.bea.gov
https://www.bea.gov
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of market earnings. The two highest income 
groups lost 9.2  percent and 31.9  percent of 
their respective earnings shares through 
taxation. 

The last three rows in Table 4 display the 
ratios between selected income groups for 
the various contributing factors. The “High to 
low” row shows the following dynamics:

 ■ The highest income quintile earned 
an average of 26.6 times more market 
income than the lowest group.

 ■ The lowest quintile added to its income 
share by receiving 3.3 times more Social 
Security and Medicare and captur-
ing more than 40  percent of all other 
transfers. 

 ■ The highest income group lost income 
share by paying 91.6 times more federal 
tax and 40.0 times more state and local 
tax.

 ■ The net result was that the aver-
age spendable income for the highest 
income group was only three times high-
er than that for the lowest group. 

 � Government redistribution elimin-
ated 88.5 percent of the ratio between 
the highest and lowest market 
income quintiles.

 � The 3.0:1 ratio in spendable income 
between the highest and lowest quin-
tiles is more than five times smaller 
than the 16.2:1 ratio highlighted by 
the annual Census Bureau money 
income estimate.

The ratios show that the middle-income 
group averages only 20  percent more spend-
able income than that of the lowest group. 
Government income redistribution basically 
flattens out the bottom 60 percent of income 
to within 20 percent of each other. The differ-
ence in taxes reduces the distance between the 
highest group and the middle group, lowering 
the ratio of highest to middle by 44  percent, 
from 3.2:1 to 2.6:1. 

Figure 1 summarizes the same data graphi-
cally. The solid area at the bottom shows the 

market earnings that the household retains 
after net taxes. The two lowest income groups 
receive net welfare transfers, which are shown 
as the vertical stripes stacked on top of their 
earned income. For the middle group, trans-
fers and taxes approximately offset each other, 
with a small overall addition from redistri-
bution. Net transfers continue through the 
52nd  percentile, after which households pay 
net taxes. As income rises above the 52nd per-
centile, the horizontally striped area displays 
the taxes that the average household in each 
group paid net of transfers. 

Figure 1 illustrates the dynamics of redis-
tribution in the United States. On average, 
households with $63,136 in earned market 
income get to keep it all. They pay taxes aver-
aging approximately $17,000 per year, but on 
average they also get an equal amount of gov-
ernment transfers. Households with earned 
income less than $63,136 constituted 52.5 per-
cent of all households and on average received 
net benefit payments from government. Some 
of the 47.5  percent of households above the 
break-even point also got transfer payments, 
but they paid more taxes than the transfers 
they received. 

The top 47.5  percent of households were 
taxed to do the following:

 ■ Transfer enough money to the bottom 
52.5 percent of households, to give them 
average spendable incomes close to the 
median income

 ■ Pay for the many activities of govern-
ment that require 40 percent of all gov-
ernment spending 

 ■ Pay the interest on the national debt, 
which constitutes 12 percent of govern-
ment expenditures17

THE GINI COEFFICIENT 
MEASUREMENT OF INEQUALITY

Advocates of “doing something” about 
income inequality often use a computation 
called the Gini coefficient to claim that income 
inequality in the United States is greater than 

“Government 
redistribution 
eliminated 
88.5 percent 
of the ratio 
between the 
highest and 
lowest market 
income 
quintiles.”
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that in other Western democracies and that it 
has been increasing.

The Gini coefficient has a theoreti-
cal minimum of 0.000 that represents no 
inequality, with everyone having exactly 
the same income. Its theoretical maxi-
mum is 1.000, representing total inequality 
with one person having all the income and 
everyone else having nothing. Intermedi-
ate values are designated as proportions of 
inequality; for example, 0.500 is defined to 
mean half unequal.18

A widely used source for Gini coefficients 
is the CIA’s World Factbook, which is read-
ily available on the internet.19 There are three 
problems with using this source: 

 ■ It mixes two different types of data, 
using money income for some countries 
and spendable income after taxes and 

transfers for others, which results in 
false comparisons between countries. 

 ■ Many of the data it uses are as much as 
seven years older than others. 

 ■ The numbers for the United States 
do not agree with the official Census 
Bureau numbers, and the World Fact-
book provides no documentation for the 
difference. 

The Census Bureau calculates the Unit-
ed States Gini coefficients using household 
money income, with no reductions for taxes 
paid or additions for missing transfers. Most 
other countries calculate their coefficients 
using income after subtracting taxes and add-
ing most transfers. The World Factbook uses 
the money income for the United States and 
Japan and after-tax-and-transfer income for 
most other nations, so the United States and 

Figure 1
Average income, transfers, and taxes by income groups, 2013

Sources: Market income from Congressional Budget Office, “The Distribution of Household Income and Federal Taxes, 
2013,” November 2016. Others computed by author from Congressional Budget Office, “The Distribution of Household 
Income and Federal Taxes, 2013,” November 2016; Bureau of Economic Analysis, “National Income and Product Accounts,” 
https://www.bea.gov; Social Security Administration, “Annual Statistical Supplement to the Social Security Bulletin,” 2013 (for 
Social Security, Medicare, unemployment benefits, workers’ compensation, and black lung); United States Senate Budget 
Committee, “CRS Report: Welfare Spending the Largest Item in the Federal Budget,” 2013; and Congressional Research 
Service, “Spending for Federal Benefits and Services for People with Low Income, FY2008–2011: An Update of Table B-1 
from CRS Report R41625,” October 16, 2012. 

“Most other 
countries 
calculate their 
coefficients 
using 
income after 
subtracting 
taxes and 
adding most 
transfers.”

https://www.bea.gov
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Japan are biased toward higher coefficients. 
(See Figure 2.)

The Organisation for Economic Co-operation 
and Development (OECD) has created a set 
of more closely comparable coefficients for 
after-tax-and-transfer spendable income. Nev-
ertheless, OECD explicitly excludes Medicaid 
transfers and state and local taxes. The OECD 
claims that the Medicaid exclusion is required 
because there is no easy way to make a compa-
rable comparison with other nations that have 
national health services paying for everybody. 
Failing to include it at all is far more biasing, 
however, and as the aforementioned CBO 
calculations indicate, inclusion is entirely pos-
sible. The exclusion of state and local transfers 
and taxes creates a comparative upward bias 
for the United States because its state and local 
governments are a greater part of the total.

Figure 2 contains both the CIA and OECD 
Gini coefficients for the United States plus 
six other large, well-developed economies 
and Denmark and Sweden, which are the 

two OECD nations with the smallest (least 
unequal) Gini coefficients. 

Even if we accept the Gini coefficient as 
meaningful, the OECD data for the United 
States show only a modest difference from 
those of other countries, accounting for only 
26  percent of the total range of values. The 
other countries account for 74 percent of the 
range. Furthermore, per capita income in 
the United States is between 16  percent and 
40 percent higher than that of any of the oth-
er countries (see Figure 3). Even if there really 
are some small differences in income equal-
ity, on average a household at any point in the 
income distribution for the United States will 
have higher income than a household at the 
corresponding point for the other countries.

The “USA Complete” Gini coefficient in 
Figure 4 includes Medicaid, other missing 
transfers, and state and local taxes. Adjusting 
for these missing elements reduces the coef-
ficient to 0.23, lower than that of any of the 
comparison countries. Although some other 

Figure 2
Gini coefficients of various income measures in advanced nations

United States
United Kingdom
Australia
Japan
Canada
France
Germany
Sweden
Denmark

United States
United Kingdom
Australia
Japan
Canada
France
Germany
Sweden
Denmark

Sources: Central Intelligence Agency, The World Factbook, https://www.cia.gov/library/publications/resources/the-world-
factbook/rankorder/2172rank.html; and Organisation for Economic Co-operation and Development, “OECD (2017), Income 
Inequality (indicator),” DOI: 10.1787/459aa7f1-en, https://data.oecd.org/inequality/income-inequality.htm. 

“A household 
at any point 
in the income 
distribution 
for the United 
States will 
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income than 
a household 
at the 
corresponding 
point for 
the other 
countries.”

https://www.cia.gov/library/publications/resources/the-world-factbook/rankorder/2172rank.html
https://www.cia.gov/library/publications/resources/the-world-factbook/rankorder/2172rank.html
https://data.oecd.org/inequality/income-inequality.htm
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national coefficients may also be missing com-
ponents, it is unlikely that the effects would 
be as large. The OECD’s explicit omission of 
Medicaid is the only item it identifies for any 
nation, and Medicaid is the largest nonsenior 
transfer in the United States. 

The omission of state and local taxes also 
does not affect any of the other nations sig-
nificantly. Even in Canada, Australia, and 
Germany (the only nations in the set with 
substantial state governments), the central 
government collects most of the taxes and 
reapportions them to the states and localities. 
Any adjustments for these taxes would, there-
fore, be small for countries other than the 
United States.

Promoters of the Gini coefficient argue 
that the United States has become more 
unequal over time. The historical Gini coef-
ficients in Figure 5 show that every country 
except France rose similarly during the past 
three decades. The United States trend is 
exaggerated by the exclusions noted earlier, 

particularly because Medicaid grew more rap-
idly than other transfers. The USA Complete 
line reflects the more accurate accounting of 
transfers and state taxes.20

The consistency of the trends among the 
nations is striking, despite their differences 
in economic and finance policies. Whatever 
is driving this slow trend must be affecting 
most developed nations in roughly the same 
way. Global economic forces are at work here, 
not some idiosyncratic explanations for the 
United States.

Two Swedish economists evaluated trends 
in the proportion of total income earned by 
the top 1 percent of earners over the last 100 
years in Australia, Canada, France, the Nether-
lands, Sweden, the United Kingdom, and the 
United States.21 The economists noted that 
irrespective of the policy differences among 
the seven, all showed the same basic trends, 
much as Gini coefficients do. Economist Allan 
Meltzer of Carnegie Mellon University noted 
that this commonality likely arises from the 

Figure 3
Per capita national income by country, 2016

Source: Organisation for Economic Co-operation and Development, OECD Factbook 2016, “Gross Domestic Product 
(GDP): GDP per Head, US $, Constant Prices, Constant PPPs, Reference Year 2010 Data,” OECD.Stat.

“Global 
economic 
forces are at 
work here, 
not some 
idiosyncratic 
explanations 
for the United 
States.”



14

global shifts that affected all seven countries, 
such as adding several hundred million Chi-
nese and Indian workers and consumers to 
global markets and more “knowledge work” 
that places a premium on capability.22 Eco-
nomic growth inherently creates more jobs 
at the upper end of the compensation range, 
with higher returns to their occupants because 
those people create more value, which natu-
rally increases the distance between the bot-
tom and top.

THE INCIDENCE OF POVERTY 
HAS FALLEN SIGNIFICANTLY

As noted earlier, poverty is a different sub-
ject than income inequality. Poverty denotes 

living on an income deemed less than suffi-
cient to provide for basic needs. As such, mea-
suring the incidence of poverty starts with a 
poverty threshold: the point on some financial 
measure below which people are designat-
ed “poor.” 

The U.S. government stipulates poverty 
thresholds of money income for each of 48 dif-
ferent types and sizes of families. The thresh-
olds were first set for 1963 using a 1955 U.S. 
Department of Agriculture Food Consump-
tion Survey showing that, on average, fami-
lies spent one-third of their after-tax income 
on food, combined with data on the cost of a 
nutritionally adequate but economical diet 
for each family type in 1963. The thresholds 
were then set at three times the cost of the 

Figure 4
Gini coefficients of spendable income in advanced nations, including more complete 
USA coefficient

United States

Australia

Japan

Canada

France

Germany

Sweden

Denmark

USA complete

United Kingdom

Sources: Organisation for Economic Co-operation and Development, OECD (2017), “Income inequality (indicator),” DOI: 
10.1787/459aa7f1-en, https://data.oecd.org/inequality/income-inequality.htm; USA Complete: Author’s calcula tions from 
Congressional Budget Office, “The Distribution of Household Income and Federal Taxes, 2013,” November 2016; Bureau of 
Economic Analysis, “National Income and Product Accounts,” https://www.bea.gov; Social Security Administration, “Annual 
Statistical Supplement to the Social Security Bulletin,” 2013 (for Social Security, Medicare, unemployment benefits, workers’ 
compensation, and black lung); United States Senate Budget Committee, “CRS Report: Welfare Spending the Largest Item 
in the Federal Budget,” 2013; and Congressional Research Service, “Spending for Federal Benefits and Services for People 
with Low Income, FY2008–2011: An Update of Table B-1 from CRS Report R41625,” October 16, 2012.
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economical diet. Since then, each threshold 
has been escalated by the rate of change in the 
Consumer Price Index for All Urban Consum-
ers (CPI-U).

The Census Bureau uses the CPS fam-
ily money incomes to identify families with 
incomes below their relevant thresholds and 
calculates the proportion of all individu-
als residing in those families.23 For 2015, the 
Census Bureau reported that 13.5  percent of 
the population lived in poverty, the same as 
the  average for the preceding 48 years. Fig-
ure 6 shows the oscillation of the poverty rate 
between 11.1 percent and 15.2 percent with no 
meaningful trend.24

During the 15 years before President 
Johnson’s announcement of the War on Pov-
erty, the measured poverty rate had fallen 
from 34.8 percent to 19.0 percent. Two years 
after Johnson’s speech and before most of 
the new programs were fully implemented, 
the rate had dropped to 14.7  percent, well 
within the range that would prevail for the 
next 48 years. 

The official measures seem to show that 
the War on Poverty failed to reduce the inci-
dence of poverty. Even more strikingly, the 
data show that the systematic improvement 
trend of the mid-20th century stopped after 
the War on Poverty began. However, a large 

Figure 5
International trends in Gini coefficient of household income 

Sources: Organisation for Economic Co-operation and Development, OECD (2017), “Income inequality (indicator),” DOI: 
10.1787/459aa7f1-en, https://data.oecd.org/inequality/income-inequality.htm; USA Complete: Author’s calcula tions from 
Congressional Budget Office, “The Distribution of Household Income and Federal Taxes, 2013,” November 2016; Bureau of 
Economic Analysis, “National Income and Product Accounts,” https://www.bea.gov; Social Security Administration, “Annual 
Statistical Supplement to the Social Security Bulletin,” 2013 (for Social Security, Medicare, unemployment benefits, workers’ 
compensation, and black lung); United States Senate Budget Committee, “CRS Report: Welfare Spending the Largest Item 
in the Federal Budget,” 2013; and Congressional Research Service, “Spending for Federal Benefits and Services for People 
with Low Income, FY2008–2011: An Update of Table B-1 from CRS Report R41625,” October 16, 2012.
Note: Many countries publish their data on a less-than-annual basis. The time scale reflects the approximate timing. Individual 
observations may be as much as four years different from the reference point.
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part of the apparent failure results from flaws 
in the way poverty is measured.

Effect of Uncounted Income 
on Poverty Measures

In 1963, almost all welfare benefits were 
delivered by direct monetary payments, all of 
which were counted in the income published 
from the CPS survey. But the War on Pov-
erty and many subsequent programs such as 
Medi caid, food stamps, and the EITC were 
excluded from the CPS measure of money 
income. The $1 trillion-plus in annual trans-
fer payments that are not counted in the 
official inequality measurements are also 
omitted from the income used for the pov-
erty measures. As a result, the count of peo-
ple in poverty is inflated. In effect, the new 
programs, by definition, could not improve 
the official measurement of poverty, even as 
they were raising the spendable incomes of 
low-income people.

Figure 7 shows the average annual income 
for the 20 lowest percentiles for 2015. The low-
er curve is the CPS money income data used to 
calculate poverty incidence. The upper curve 
includes the transfers that the Census Bureau 

omits. The threshold intersects the CPS mon-
ey income curve at point A, the official pov-
erty rate of 13.5 percent of the population.

The “CPS + excluded transfers” curve 
reflects the higher actual incomes resulting 
from a fuller accounting of transfer payments. 
It intersects the poverty threshold just below 
3 percent of the population, point B. Missing 
transfer payments have caused poverty to be 
overstated fourfold.

Upward Bias from Escalation
Escalating the poverty thresholds by the 

CPI-U overstates the money needed to main-
tain the standard of living established by the 
1963 poverty benchmark. This excess arises 
from economic constructs and technical 
methods used in price-index construction.25 
The Bureau of Labor Statistics publishes an 
alternative research estimate of consumer 
price change, the CPI-U-RS, that overcomes 
some of these limitations.

Researchers have also identified additional 
biases not addressed by the CPI-U-RS. Bruce 
Meyer and James Sullivan have integrated 
the CPI-U-RS with several of these research 
results to create estimates for poverty rates 

Figure 6
Percentage of population below poverty threshold, 1947–2015

Sources: For 1959–2015, U.S. Census Bureau, “Income and Poverty in the United States: 2015,” Table B-1. For earlier data, 
Gordon Fisher, “Estimates of the Poverty Population under the Current Official Definition for Years Before 1959,” U.S. 
Department of Health and Human Services, Office of the Assistant Secretary for Planning and Evaluation, 1986.

“Missing 
transfer 
payments 
have caused 
poverty to be 
overstated 
fourfold.”
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based on a reduced-bias calculation of price 
change.26 The results are compared with the 
official numbers in Figure 8. 

These improved estimates of price change 
yield a different picture of the trend for pov-
erty. The official measure’s downward trend 
ended in the 1960s. The improved measure 
continued to decline for another 30 years 
until the turn of the millennium, albeit more 
slowly and with some cyclical bumps. The 
bias-adjusted poverty measure stabilized just 
below 5  percent, less than half the minimum 
11.1  percent achieved by the official num-
ber in 1973.

Figure 9 combines these improved price 
adjustments for the thresholds with the more 
complete accounting of income to create a 
still-lower estimate of poverty incidence. 

As in Figure 7, point A in Figure 9 is the 
current official estimate of 13.5  percent pov-
erty incidence, and point B shows the 3  per-
cent result when missing income transfers 
are added. Point C identifies the 4.5  percent 

result from applying the reduced-bias pov-
erty threshold to the official income defini-
tions. Finally, point D shows that using both 
the improved threshold and the more com-
plete income estimates yields a 2 percent inci-
dence rate.

THE TEMPORARY NATURE OF 
POVERTY AND UNEQUAL INCOME

Some individuals remain in poverty for 
much, if not all, of their lives. But for most 
people, poverty is a temporary condition. 
Even the biased official measures show the 
following transient nature of poverty and 
income status:

 ■ Between 2009 and 2012, 34.5 percent of 
the population had at least one episode 
of poverty lasting two or more months.27 

 ■ Only 2.7 percent of the population lived 
in poverty for all 48 months during that 
period.28 

Figure 7
Incidence of poverty adjusted for excluded transfers, 2015

 
Sources: For CPS money income data: United States Census Bureau, “Current Population Survey, 2016 Annual Social and 
Economic Supplement,” 2016. Excluded transfers: author calculations on Congressional Budget Office, “The Distribution of 
Household Income and Federal Taxes, 2013,” November 2016; Bureau of Economic Analysis, “National Income and Product 
Accounts,” https://www.bea.gov; Social Security Administration, “Annual Statistical Supplement to the Social Security 
Bulletin,” 2013 (for Social Security, Medicare, unemployment benefits, workers’ compensation, and black lung); United States 
Senate Budget Committee, “CRS Report: Welfare Spending the Largest Item in the Federal Budget,” 2013; Congressional 
Research Service, “Spending for Federal Benefits and Services for People with Low Income, FY2008–2011: An Update of 
Table B-1 from CRS Report R41625,” October 16, 2012. For poverty thresholds: U.S. Census Bureau, “Income and Poverty in 
the United States: 2015,” November 2016, p. 43. Calculations by author.
Note: CPS = Current Population Survey.
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 ■ Some 61  percent of households earn in 
the top quintile for at least two consecu-
tive years during their lives.29 

 ■ About half of all households in the bot-
tom quintile will rise to a higher quintile 
within 10 years.30

 ■ Two-thirds of children reared in the 
lowest quintile escape to a higher one 
as adults, and two-thirds of children 
reared in the highest quintile drop to a 
lower one.31

OTHER ALTERNATIVES FOR 
MEASURING POVERTY

Several alternatives have been suggested 
to replace or supplement the current official 
measure of poverty. One would be to define 
poverty thresholds in terms of consumption 
rather than income. Individuals’ well-being is 
likely determined more by the goods and ser-
vices consumed than by the income received. 

The two are related, but a family’s consump-
tion usually varies less over time. A majority of 
the officially poor experience only short epi-
sodes of poverty. During those episodes, they 
can compensate for lost income by using assets 
such as savings, owned homes, and owned auto-
mobiles, or they may borrow. Consumption 
includes in-kind support that families receive 
that is not counted in the official figures. Con-
sumption will also rise when after-tax income 
increases as the result of reduced taxes. Mea-
sures based on this consumption approach 
show a pronounced decline in the incidence of 
poverty over the last half-century.32 

The Census Bureau publishes a single 
supplemental measure of poverty that is 
based largely on a report from a 1995 National 
Academy of Sciences committee. This mea-
sure includes food stamps and the EITC as 
part of income, but it still ignores transfers to 
low-income families amounting to more than 
three-quarters of a trillion dollars.

Figure 8
Effect of adjusting poverty threshold to remove pricing biases

Sources: U.S. Census Bureau, “Income and Poverty in the United States: 2015,” Table B-1, for official measure 1959–2015. 
For earlier data, Gordon Fisher, “Estimates of the Poverty Population Under the Current Official Definition for Years Before 
1959,” U.S. Department of Health and Human Services, Office of the Assistant Secretary for Planning and Evaluation, 1986. 
Estimates using adjusted CPI-U-RS from Bruce D. Meyer and James X. Sullivan, “Winning the War: Poverty from the Great 
Society to the Great Recession,” NBER Working Paper 18718, January 2013, http://www.nber.org/papers/w18718. 
Notes: Author extended series from 2010 to 2015 and rebased the indexed level from 1980 to 1963. CPI-U-RS = Consumer 
Price Index for All Urban Consumers Research Series. 
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This supplemental measure also creates 
three new upward biases. First, it sets the 
thresholds by using actual expenditures at 
the 30th to 36th  percentiles of spending for 
food, clothing, shelter, and utilities and adding 
20 percent to that total for other expenditures. 
This construct substitutes an inequality metric 
for a poverty metric. Poverty measured by this 
method could be eliminated only by forcing 
massive changes in the differences of individual 
expenditures by both the poor and the nonpoor.

A second bias escalates the base value by 
the percentage change in consumption for food, 
clothing, shelter, and utilities. The upward bias 
in this case is even more pronounced than the 
use of the CPI-U because it not only includes 

price changes but also increases the quantities 
consumed. As overall prosperity increases, this 
so-called poverty threshold increases the stan-
dard of living labeled “poor.”

Finally, the supplemental measure also 
deducts job-related expenses and out-of-
pocket health care spending from income 
before determining whether a family is poor. 
Since a portion of these expenses is included 
in the baseline threshold, the method results 
in some double counting. The health care 
reduction is particularly problematic. Cre-
ators of this measure justify special treatment 
of health care spending by calling it an “invest-
ment” rather than consumption.33 But if this 
distinction is correct, then plenty of other 

Figure 9
Incidence of poverty adjusted for excluded transfers and biased Consumer Price 
Index

Sources: For CPS Money income data: United States Census Bureau, Current Population Survey, 2016 Annual Social and 
Economic Supplement, 2016. Excluded transfers: author calculations on Congressional Budget Office, “The Distribution of 
Household Income and Federal Taxes, 2013,” November 2016; Bureau of Economic Analysis, “National Income and Product 
Accounts,” https://www.bea.gov; Social Security Administration, “Annual Statistical Supplement to the Social Security 
Bulletin,” 2013 (for Social Security, Medicare, unemployment benefits, workers’ compensation, and black lung); United States 
Senate Budget Committee, “CRS Report: Welfare Spending the Largest Item in the Federal Budget,” 2013; Congressional 
Research Service, “Spending for Federal Benefits and Services for People with Low Income, FY2008–2011: An Update 
of Table B-1 from CRS Report R41625,” October 16, 2012; Congressional Budget Office, “The Distribution of Household 
Income and Federal Taxes, 2013,” November 2016. For poverty thresholds: U.S. Census Bureau, “Income and Poverty in the 
United States: 2015,” November 2016, p. 43 (calculations by author); U.S. Census Bureau, “Income and Poverty in the United 
States: 2015,” Table B-1 (for official measure 1959-2015). For earlier data: Gordon Fisher, “Estimates of the Poverty Population 
under the Current Official Definition for Years Before 1959,” U.S. Department of Health and Human Services, Office of the 
Assistant Secretary for Planning and Evaluation, 1986. Estimates using adjusted CPI-U-RS are from Bruce D. Meyer and 
James X. Sullivan, “Winning the War: Poverty from the Great Society to the Great Recession,” NBER Working Paper no. 
18718, January 2013, http://www.nber.org/papers/w18718.
Note: CPS = Current Population Survey.

“The Census 
Bureau’s 
supplemental 
measure 
of poverty 
includes food 
stamps and 
the Earned 
Income 
Tax Credit 
as income 
but ignores 
transfers to 
low-income 
families that 
amount 
to more 
than three-
quarters of 
a trillion 
dollars.”

https://www.bea.gov
http://www.nber.org/papers/w18718
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spending should be deemed investment; it is 
not clear how getting vaccinations should be 
treated differently from eating broccoli to 
promote wellness or from keeping warm to 
discourage upper respiratory infections.

The alternative treatment also adopts an 
imputation algorithm “to reflect the underuti-
lization of health care by the uninsured.”34 This 
technique assumes that the poor would spend 
the same out-of-pocket amounts on health 
care as the rest of the population does, if they 
had the money. It then subtracts this hypo-
thetical out-of-pocket spending from their 
actual income. This method overstates the 
income deduction, understates income, and 
thus creates an upward bias in the incidence of 
poverty. Most poor people are eligible for, and 
enrolled in, Medicaid. Medicaid requires no 
deductibles and no copays; low-income seniors 
are also exempted from most cost sharing. Pri-
vate insurance has substantial cost sharing. 
So if one imputes out-of-pocket spending on 
cost sharing—which, in fact, most poor do not 
face—the size of the bias is even larger.

The effect of the supplemental method is 
to raise the poverty estimate from 13.5 percent 
to 14.3 percent in 2015.35 With so many alterna-
tive measures in the literature that yield sub-
stantially smaller estimates, the government 
has decided to identify and highlight only a sin-
gle alternative, one that shows more poverty.36

Another alternative is to follow the OECD 
and most Western European countries and 
define the poverty threshold as 50 percent or 
60 percent of median income. This approach is 
a pure inequality measure and is not consistent 
with the usual meaning of the word “poor.”

The 1963 U.S. poverty benchmark had 
within it the seeds of another approach to 
setting thresholds. It used a so-called nor-
mative approach to food and defined a nutri-
tious, economical market basket of food as 
the minimum necessary to provide for basic 
needs. Then it priced the cost of that market 
basket. Similar approaches to shelter, cloth-
ing, utilities, and other expenditures were 
also discussed at the time, but they were not 
pursued, largely because the normative food 

baskets were already defined for four differ-
ent spending levels and it was easy to move 
ahead with a measure relying only on exist-
ing statistics. Many limitations of the current 
approaches could be avoided by adopting and 
pricing explicit normative thresholds for the 
full consumption market basket.

INDEPENDENT VALIDATION 
OF THE OVERSTATEMENT 
OF POVERTY

Other independent data confirm that only 
small numbers of Americans live in condi-
tions that would normally be considered pov-
erty. These data show that families classified as 
poor have lifestyles that would usually be con-
sidered middle class. For example:37

 ■ Only about 2.5 percent of the U.S. popu-
lation has even a single day of hunger or 
malnutrition in a year. 

 ■ Only about 1 percent of the population 
lives in housing that is severely inad-
equate or crowded—one-fourth as many 
as in 1975. Less than one-half of 1 percent 
of the population is homeless for even a 
short time during a year.

 ■ Most families that are defined as “poor” 
have many goods and services that would 
be classified as luxury items. Air condi-
tioning is seven times more prevalent 
among poor families today than among 
the general population when the War on 
Poverty began. Most poor families have 
microwave ovens, at least one vehicle, 
video games, flat-screen TVs, and per-
sonal computers.

These metrics are consistent with the 
improved measures that show about 2 percent 
poverty prevalence.

CONCLUSION
More than 50 years after the United States 

declared the War on Poverty, poverty is almost 
entirely gone. Government spends more than 

“Independent 
data show 
that families 
classified as 
poor have 
lifestyles that 
would usually 
be considered 
middle 
class.”
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$1 trillion annually in the name of reducing 
poverty. Yet the measurement system contin-
ues to report no reduction in poverty, and sub-
stantial taxpayer dollars go to people who are 
not poor. 

The public has also been misled by similar 
false signals about income inequality. The offi-
cial estimates are deficient on several dimen-
sions and exaggerate the degree of income 
inequality. 

Public policy debate should begin with 
the realization that only about 2 percent of 
the population—not 13.5 percent—live in 
poverty. Government annually takes more 
than $1 trillion from above-average earners 
and gives it to low earners so that all except a 
small fraction receive middle-income status. 
As a result, income inequality in America is 
not significantly different from that of other 
advanced nations.

The policy debate now has a firm quan-
titative foundation for evaluating whether 
more spending or less spending on poverty 
and income equality is desirable and how that 
spending should be structured. Additional 
analysis can explore the ethical, efficacy, effi-
ciency, and overall economic health dimen-
sions of inequality and poverty policy in the 
context of more accurate estimates of the 
underlying economic measures.

publications have similar lists, but this list is the 
most complete and fully defined.

4. United States Census Bureau, “Appendix A, 
Definitions and Explanations,” Current Population 
Reports, Consumer Income, P60-200 (Washington, 
June 4, 1998), A1–A5.

5. United States Census Bureau, “Appendix A, 
Definitions and Explanations,” Current Population 
Reports, Consumer Income, P60-200 (Washington, 
September 1998), A1–A5. Beginning in 2014, some 
improvements were made, but their effect has yet 
to be fully evaluated.

6. Sylvester J. Schieber and Andrew G. Biggs 
“Retirees Aren’t Headed for the Poor House,” 
Wall Street Journal, January 24, 2014, https://www.
wsj.com/articles/andrew-biggs-and-sylvester-
schieber-retirees-aren8217t-headed-for-the-poor-
house-1390522110. (Schieber is former chair of the 
Social Security Advisory Board and Biggs is former 
principal deputy commissioner of Social Security.) 
Also, Chris  E. Anguelov, Howard  M. Iams, and 
Patrick J. Purcell, “Shifting Income Sources of the 
Aged,” Social Security Administration, Office of 
Retirement and Disability Policy, Social Security 
Bulletin 72, no. 3 (2012); and Alicia H. Munnell 
and Anqi Chen, “Do Census Data Understate 
Retirement Income?,” Center for Retirement 
Research at Boston College, Number 14-19, 
Boston (December 2014). 

7. For a fuller explanation of the improvements, 
see “Appendix B, Online Technical Appendixes,” 
https://object.cato.org/sites/cato.org/files/pubs/
pdf/pa-839-technical-appendixes.pdf.

8. Social Security Administration, Annual 
Statistical Supplement to the Social Security Bulletin, 
2013, table 6.B5 (Washington: Social Security 
Administration, 2015). The net difference 
between delaying benefits to age 70 versus age 62 
is 76 percent. Note that this difference is strictly 
an actuarial result. Delaying benefits means that 
the beneficiary will get benefits for eight fewer 
years. The actuarially expected total payments 
will be the same over a lifetime, but the observed 

NOTES
1. Barack Obama, “Remarks by the President on 
Economic Mobility,” White House Press Office, 
https://obamawhitehouse.archives.gov/the-press-
office/2013/12/04/remarks-president-economic- 
mobility.

2. The Annual Social and Economic Supplement 
(ASEC) from the Current Population Survey 
(CPS) conducted by the United States Census 
Bureau.

3. United States Census Bureau, Current Population 
Survey (CPS), Income Definitions, https://www.
census.gov/cps/data/incdef.html. Various Census 

“Only about 
2 percent 
of the 
population—
not 13.5 
percent—lives 
in poverty. 
Government 
annually takes 
more than $1 
trillion from 
above-average 
earners and 
gives it to low 
earners.”

https://www.wsj.com/articles/andrew-biggs-and-sylvester-schieber-retirees-aren8217t-headed-for-the-poor-house-1390522110
https://www.wsj.com/articles/andrew-biggs-and-sylvester-schieber-retirees-aren8217t-headed-for-the-poor-house-1390522110
https://www.wsj.com/articles/andrew-biggs-and-sylvester-schieber-retirees-aren8217t-headed-for-the-poor-house-1390522110
https://www.wsj.com/articles/andrew-biggs-and-sylvester-schieber-retirees-aren8217t-headed-for-the-poor-house-1390522110
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://obamawhitehouse.archives.gov/the-press-office/2013/12/04/remarks-president-economic-mobility
https://obamawhitehouse.archives.gov/the-press-office/2013/12/04/remarks-president-economic-mobility
https://obamawhitehouse.archives.gov/the-press-office/2013/12/04/remarks-president-economic-mobility
https://www.census.gov/cps/data/incdef.html
https://www.census.gov/cps/data/incdef.html


22

income at a point in time will be substantially smaller for an early 
claimant.

9. See “Appendix C, Online Technical Appendixes,” https://
object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-
appendixes.pdf, for the technical details of this calculation.

10. Congressional Research Service, Spending for Federal Benefits 
and Services for People with Low Incomes, FY2008–FY2011 
(Washington, October 16, 2013). See “Appendix D, Online 
Technical Appendixes,” https://object.cato.org/sites/cato.org/
files/pubs/pdf/pa-839-technical-appendixes.pdf, for the full pro-
gram list.

11. United States Senate Budget Committee, CRS Report: Welfare 
Spending the Largest Item in the Federal Budget (Washington, 2013). 
Data sources for the report included Centers for Medicare and 
Medicaid Services and the Oxford Handbook of State and Local 
Government Finance.

12. See “Appendix E, Online Technical Appendixes,” https://
object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-
appendixes.pdf, for a list. There is no systematic basis for 
excluding these transfers. Social Security and Medicare are 
included, and they are not entirely need based. They have very 
steep disproportionate redistribution formulas, as do most of 
the excluded transfers. The exclusion of Lifeline free telephones 
makes no sense because they are distributed on the basis of 
participation in other need-based programs. 

13. CRS has not updated these numbers since 2011, so the 
reconciliation of the CBO, NIPA, and CRS data sources is 
constructed for that year only and then updated to 2013 by the 
rate of change in per-household transfers from the NIPA. Note 
that all these data predate the additional transfer payments from 
the Affordable Care Act beginning in 2014.

14. The Tax Foundation, “Facts & Figures: How Does Your State 
Compare?,” Table 2, Excel spreadsheet, https://taxfoundation.
org/facts-figures-2017/.

15. Frank Sammartino and Norton Francis, Federal-State Income 
Tax Progressivity, Tax Policy Center, June 2016, http://www.urban.
org/sites/default/files/publication/82051/2000847-federal-state-
income-tax-progressivity_0.pdf. Their estimates are used in the 
calculations in this paper.

16. Lyman Stone, “Which States Have the Most Progressive 

Income Taxes?,” Tax Foundation, September 24, 2014, https://
taxfoundation.org/which-states-have-most-progressive-income- 
taxes-0/.

17. United States Department of Commerce, Bureau of 
Economic Analysis, National Income and Product Accounts, 
computed from Tables 3.1, 3.22 and 3.23, https://www.bea.gov/
iTable/iTable.cfm?reqid=19&step=2#reqid=19&step=2&isuri=1
&1921=survey.

18. The Gini coefficient is presented here as a general concept. 
More details plus a discussion of some of the statistical limitations 
and flaws in the Gini construct are provided in “Appendix F, 
Online Technical Appendixes,” https://object.cato.org/sites/cato.
org/files/pubs/pdf/pa-839-technical-appendixes.pdf.

19. United States Central Intelligence Agency, The World Factbook, 
https://www.cia.gov/library/publications/resources/the-world-
factbook/rankorder/2172rank.html.

20. Data are not available to reconstruct the USA Complete for 
the full history, so trends from the CBO history of net after-tax 
income are used to estimate the USA Complete historical trend. 
See Figure 14: Gini Indexes Based on Market, Before-Tax, and 
After-Tax Income, 1979 to 2013, in The Distribution of Household 
Income and Federal Taxes, 2013 (Washington: Congressional Budget 
Office, November 2016).

21. Jesper Roine and Daniel Waldenstrom, “The Evolution of Top 
Incomes in an Egalitarian Society: Sweden, 1903–2004,” Journal 
of Public Economics 92, no. 1–2 (February 2008): 366–87.

22. Allan H. Meltzer, “A Look at the Global One Percent,” Wall 
Street Journal, March 9, 2012.

23. Official poverty measures use income for a family, which is on 
average a smaller unit than the household used for income and 
inequality reporting.

24. Technically, if a trend line were fitted to the data, it would 
show an increase of 1.4 percentage points over the 48 years.

25. See “Appendix G, Online Technical Appendixes,” https://
object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-
appendixes.pdf, for a fuller description of these biasing factors.

26. Bruce D. Meyer and James X. Sullivan, “Winning the War: 
Poverty from the Great Society to the Great Recession.” 

https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://taxfoundation.org/facts-figures-2017/
https://taxfoundation.org/facts-figures-2017/
http://www.urban.org/sites/default/files/publication/82051/2000847-federal-state-income-tax-progressivity_0.pdf
http://www.urban.org/sites/default/files/publication/82051/2000847-federal-state-income-tax-progressivity_0.pdf
http://www.urban.org/sites/default/files/publication/82051/2000847-federal-state-income-tax-progressivity_0.pdf
https://taxfoundation.org/which-states-have-most-progressive-income-taxes-0/
https://taxfoundation.org/which-states-have-most-progressive-income-taxes-0/
https://taxfoundation.org/which-states-have-most-progressive-income-taxes-0/
https://www.bea.gov/iTable/iTable.cfm?reqid=19&step=2#reqid=19&step=2&isuri=1&1921=survey
https://www.bea.gov/iTable/iTable.cfm?reqid=19&step=2#reqid=19&step=2&isuri=1&1921=survey
https://www.bea.gov/iTable/iTable.cfm?reqid=19&step=2#reqid=19&step=2&isuri=1&1921=survey
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf


23

NBER Working Paper No. 18718, National Bureau of Economic 
Research, Cambridge, MA, January 2013. 

27. United States Census Bureau, Income and Poverty in the United 
States: 2015 (Washington, November 2016), p. 3.

28. United States Census Bureau, Income and Poverty in the United 
States: 2015, p. 3.

29. Mark Rank and Thomas Hirschl, “The Life Course Dynamics 
of Affluence,” PLOS One, January 28, 2015, http://journals.plos.
org/plosone/article?id=10.1371/journal.pone.0116370. 

30. U.S. Department of the Treasury, “Income Mobility in the U.S. 
from 1996 to 2005,” November 13, 2007, https://www.treasury.
gov/resource-center/tax-policy/Documents/Report-Income-
Mobility-2008.pdf. 

31. Raj Chetty, Nathaniel Hendren, Patrick Kline, et al., “Where 
Is the Land of Opportunity? The Geography of Intergenerational 
Mobility in the United States,” Table II, NBER Working Paper 
No. 19843, National Bureau of Economic Research, Cambridge, 
MA, January 2014,http://www.nber.org/papers/w19843.

32. Bruce D. Meyer and James X. Sullivan, “Winning the War: 

Poverty from the Great Society to the Great Recession,” NBER 
Working Paper No.18718, National Bureau of Economic Research, 
Cambridge, MA, January 2013.

33. Kathleen Short, U.S. Census Bureau, Current Population 
Reports, P60-216, Experimental Poverty Measures: 1999 (Washington: 
Government Printing Office, October 2001), p. 60.

34. Ibid.

35. Trudi Renwick and Liana Fox, U.S. Census Bureau, Current 
Population Reports, P60-258, The Supplemental Poverty Measure: 
2015 (Washington: Government Printing Office, September 
2016), https://www.census.gov/library/publications/2016/demo/
p60-258.html. 

36. See “Appendix H, Online Technical Appendixes,” https://
object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-
appendixes.pdf, for a brief history of early failed efforts to improve 
the inclusivity of the income definitions.

37. See “Appendix I, Online Technical Appendixes,” https://
object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-
appendixes.pdf, for a fuller compilation of the relevant data and 
their sources.

http://journals.plos.org/plosone/article?id=10.1371/journal.pone.0116370
http://journals.plos.org/plosone/article?id=10.1371/journal.pone.0116370
https://www.treasury.gov/resource-center/tax-policy/Documents/Report-Income-Mobility-2008.pdf
https://www.treasury.gov/resource-center/tax-policy/Documents/Report-Income-Mobility-2008.pdf
https://www.treasury.gov/resource-center/tax-policy/Documents/Report-Income-Mobility-2008.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf
https://object.cato.org/sites/cato.org/files/pubs/pdf/pa-839-technical-appendixes.pdf


RELATED PUBLICATIONS FROM THE CATO INSTITUTE

Consumption and Income Inequality in the United States since the 1960s by Bruce 
Meyer and James Sullivan, Cato Institute Research Briefs in Economic Policy no. 102 
(February 28, 2018)

Thinking about Inequality by Angus Deaton, Cato’s Letter 15 no. 2 (May 30, 2017)

Five Myths about Economic Inequality in America by Michael Tanner, Cato 
Institute Policy Analysis no. 797 (September 7, 2016)

Inequality Attributable to Housing Value and Immigration by Ryan Murphy and 
Alex Nowrasteh, Cato Institute Working Paper no. 37 (February 16, 2016)

Does Wealth Inequality Matter for Growth? The Effect of Billionaire Wealth, 
Income Distribution, and Poverty by Sitirtha Bagchi and Jan Svejnar, Cato Institute 
Research Briefs in Economic Policy no. 36 (October 14, 2015)

Misperceiving Inequality by Vladimir Gimpelson and Daniel Treisman, Cato Institute 
Research Briefs in Economic Policy no. 32 (August 12, 2015)

The War on Poverty Turns 50: Are We Winning Yet? by Michael Tanner and Charles 
Hughes, Cato Institute Policy Analysis no. 761 (October 20, 2014)

The Work versus Welfare Trade-Off: 2013 by Michael Tanner and Charles Hughes, 
Cato Institute White Paper (August 19, 2013)

The Misuse of Top 1 Percent Income Shares as a Measure of Inequality by Alan 
Reynolds, Cato Institute Working Paper no. 9 (October 4, 2012)

The American Welfare State: How We Spend Nearly $1 Trillion a Year Fighting 
Poverty— And Fail by Michael Tanner, Cato Institute Policy Analysis no. 694 (April 11, 
2012)

Thinking Clearly about Economic Inequality by Will Wilkinson, Cato Institute 
Policy Analysis no. 640 (July 14, 2009)

Has U.S. Income Inequality Really Increased? by Alan Reynolds, Cato Institute 
Policy Analysis no. 586 (January 8, 2007)

The views expressed in this paper are those of the author(s) and should not be attributed to the Cato Institute, its 
trustees, its Sponsors, or any other person or organization. Nothing in this paper should be construed as an attempt to 
aid or hinder the passage of any bill before Congress. Copyright © 2018 Cato Institute. This work by Cato Institute is 
licensed under a Creative Commons Attribution-NonCommercial-ShareAlike 4.0 International License.


	Bruce Miller
	Carol Moschandreas
	Chuck Leath
	Debbie Levitan
	Ellen Krupp
	Group Member Letter to Trustees
	Joe Lunkes
	Cato Institure Study - Income Inequality.pdf
	_Hlk503969477
	_Hlk502089866
	_GoBack
	_GoBack


	John Haser
	John Marquardt
	Julie Yusim
	Katherine White
	Laura Saleh
	Malcolm Caskey
	Mike Henn
	North Shore Music
	Paul Nowicki
	Scandia
	Steven Zuckerman
	Tom Scanlan
	Joe Lunkes.pdf
	Cato Institure Study - Income Inequality.pdf
	_Hlk503969477
	_Hlk502089866
	_GoBack
	_GoBack



