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Preface

In the previous LIMEW report, the authors describe a picture of postwar trends
in economic well-being in the United States that is very different from the official
measures. They attribute most of the differences to changes in household pro-
duction, income from wealth, and the public sector.

In the current report, the authors examine long-term trends in economic well-
being within various population subgroups based on such household characteristics
as race/ethnicity, age, education, and marital status. They also break down the
absolute gap in well-being (measured in dollars) between subgroups by compo-
nent. This is helpful in highlighting the extent to which the sources of changes in
disparities are the result of policy or broader economic trends.

With the exception of income from wealth, the gap between nonwhite and
white households narrowed between 1959 and 2004, and public consumption
increasingly favored nonwhites. Relative well-being for the 65-and-older age group
improved significantly, and was 9 percent higher than the average nonelderly
household in 2000 (a finding at odds with the official measures). An important
part of the story is the impact of tax and transfer policies on the well-being of the
elderly. In contrast, the under-35 age group experienced a sizable deterioration in
relative well-being, as did less educated groups relative to college graduates (due
largely to the widening gap in base income). The gap between families with a sin-
gle, female head of household and families with a married head of household also
widened further over time.

The sources of disparity among groups often differ between our measure of
well-being and the official measures. Therefore, it is important to recognize these
differences when accounting for intergroup economic disparities and formulating
appropriate policies to improve the relative well-being of disadvantaged groups.

As always, I welcome your comments and suggestions.

Dimitri B. Papadimitriou, President
February 2009

The Levy Economics Institute of Bard College 3



Introduction

Economic disparities among population subgroups in the United
States have, in some cases, undergone profound transformations
over the last half century; in other cases, disparities persist. Official
poverty rates among the elderly, for example, are now in line with
overall poverty rates; in the past, the elderly were much more
prone to poverty. Meanwhile, disparities between racial sub-
groups persist in spite of some improvement.

Government policy has had an important hand in alleviat-
ing disparities. For example, special tax treatment for families
with children has meant an improvement in the well-being of
single mothers, and Medicare and Social Security have been the
driving force in improving well-being among the elderly. Thus,
the measure of economic well-being that is used is critical in
attempting to assess changes in disparities between groups.

Gross money income (MI) is the official measure of house-
hold economic well-being in the United States. Because it omits
noncash transfers (which have become increasingly important

over time) and is a pretax income measure (thus ignoring the dis-

Table 1 A Comparison of the LIMEW and Extended Income (EI)

tributional impact of tax policy), MI does not adequately reflect
ahousehold’s command over, or access to, the products produced
in a market economy. The U.S. Census Bureau’s most compre-
hensive measure, which we refer to as extended income (EI), is a
better approximation of a household’s command over commodi-
ties because it accounts for the most important types of taxes and
noncash transfers, and attempts to include better measures of
income from wealth.! In our view, EI still has important limita-
tions because it does not adequately capture the economic advan-
tage from wealth, and it ignores public production of services (e.g.,
education) and provisioning within households (e.g., child care).

The Levy Institute Measure of Economic Well-Being (LIMEW)
is a more comprehensive measure than the official measures (see
Table 1 for a comparison of components between the LIMEW
and EI). In addition to including taxes and noncash transfers,
the LIMEW treats wealth as an economic resource rather than
focusing on income from wealth. The LIMEW also includes the
provision of public goods and the value of household produc-

tion. Details regarding our sources and methods are outlined in

Plus Income from wealth

Annuity from nonhome wealth

Imputed rent on owner-occupied housing
Less Taxes

Income taxes'

Payroll taxes!

Property taxes'

Plus Cash transfers!

Plus Noncash transfers"?
Plus Public consumption
Plus Household production
Equals LIMEW

LIMEW EI
Money income (MI) Money income (MI)
Less Property income and government cash transfers Less Property income and government cash transfers
Equals Base money income Equals ~ Base money income

Plus Income from wealth
Property income and realized capital gains (losses)
Imputed return on home equity
Less Taxes
Income taxes
Payroll taxes

Property taxes

Plus Cash transfers
Plus Noncash transfers
Equals  EI

1. The amounts estimated by the Census Bureau and used in EI are modified to make the aggregates consistent with the NIPA estimates.

2. The government-cost approach is used: the Census Bureau uses the fungible value method for valuing Medicare and Medicaid in EI. The main difference between the

two methods is that, while the fungible value method assigns an income value for a benefit according to the recipient’s level of income, the government-cost approach

assigns an income value for a benefit irrespective of the recipient’s income. In 1959, neither the Medicare nor the Medicaid program existed. However, there were means-

tested medical assistance programs in a large number of states. The imputed value of medical assistance received by households was valued at govenment cost in the

LIMEW, and the same value was also used in the EI estimated for 1959.
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Wolff, Zacharias, and Masterson (2009). Our previous reports
have provided estimates of the LIMEW and its components for
households in the United States and some key demographic
groups, and estimates of overall economic inequality for 1989,
1995, 2000, 2001, and 2002. We have also compared the eco-
nomic well-being of the elderly and nonelderly (Wolff, Zacharias,
and Kum 2007).

In this report, we examine long-term trends in economic
well-being in the United States between 1959 and 2004 within
various population subgroups based on the following household
characteristics: race/ethnicity, age, education, and marital sta-
tus.2 Our indicator of disparity between subgroups (e.g., non-
white versus white in the grouping based on race) is relative
economic well-being, as expressed by the ratio of mean and
median values.> Because the constituent components of the
LIMEW and official measures differ in important ways, we also
break down the absolute gap in well-being (measured in dollars)
between subgroups by component. This is helpful in highlight-
ing the extent to which the sources of changes in disparities are

the result of policy or broader economic trends.

Race

Trends in racial disparities are shown in Table 2, panel A, and in
Figure 1A. In 1959, mean LIMEW of nonwhites equaled 0.64 of
mean LIMEW of whites.* The ratio grew steadily to 0.80 in 1989,
fell back to 0.75 in 2000, then recovered slightly, reaching 0.76 in
2004. In contrast, the racial gap decreased over the whole period
according to EI, with the ratio of mean EI between nonwhites
and whites rising from 0.60 in 1959 to 0.76 in 2004. However,
both LIMEW and EI show similar trends in the ratio of median
values from 1959 to 2004, with the racial ratio rising from 0.61
t0 0.85 in LIMEW and from 0.57 to 0.74 in EI. The ratio of mean
equivalence scale—adjusted LIMEW follows the same pattern as
LIMEW, with the difference increasing from 6 to 8 percentage
points (lower) in each year.’ Due to larger household size, non-
white households look relatively less well off when an adjustment
is made for size of household.

The main drivers of the dynamics of nonwhite households’
relative economic well-being are the gaps in income from wealth
and net government expenditures. The gap in income from
wealth between white and nonwhite households (defined as the

mean value for nonwhites divided by the mean value for whites)

Figure 1A Racial Disparity: Ratio of Nonwhite to White, 1959-2004

100

Ratio of Mean Values in Percent

1959 1972 1982

Bl LIMEW
M EI

Source: Authors’ calculations
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Table 2 Mean Economic Well-Being by Measure and Selected Household Characteristics, 1959-2004

I. Ratio of mean and median values

1959 1972 1982
Characteristics LIMEW EI MI LIMEW EI MI LIMEW EI MI
A. Race/Ethnicity
Nonwhite/white (mean) 0.64 0.60 0.58 0.78 0.73 0.72 0.76 0.73 0.69
Nonwhite/white (median) 0.61 0.57 0.54 0.79 0.72 0.66 0.80 0.69 0.62
B. Age
Elderly/nonelderly (mean) 0.61 0.50 0.41 0.59 0.54 0.38 0.74 0.80 0.48
Elderly/nonelderly (median) 0.79 0.66 0.58 0.72 0.64 0.51 0.93 0.84 0.60
C. Education
Mean
< High school/college 0.53 0.51 0.48 0.56 0.55 0.48 0.54 0.53 0.40
High school/college 0.67 0.67 0.64 0.73 0.72 0.69 0.67 0.68 0.61
Some college/college 0.77 0.76 0.74 0.77 0.78 0.76 0.70 0.74 0.69
Median
< High school/college 0.56 0.54 0.51 0.58 0.52 0.42 0.57 0.51 0.34
High school/college 0.75 0.72 0.71 0.77 0.74 0.71 0.71 0.69 0.61
Some college/college 0.82 0.80 0.78 0.81 0.79 0.76 0.76 0.74 0.71
D. Family Type
Single female/married (mean) 0.72 0.65 0.63 0.74 0.68 0.63 0.61 0.59 0.51
Single female/married (median) 0.67 0.60 0.56 0.70 0.64 0.56 0.65 0.55 0.46
1989 2000 2004
Characteristics LIMEW EI MI LIMEW EI MI LIMEW EI MI
A. Race/Ethnicity
Nonwhite/white (mean) 0.80 0.75 0.72 0.75 0.76 0.74 0.76 0.76 0.74
Nonwhite/white (median) 0.83 0.71 0.66 0.85 0.76 0.74 0.85 0.74 0.71
B. Age
Elderly/nonelderly (mean) 0.78 0.76 0.47 0.89 0.77 0.48 0.86 0.79 0.49
Elderly/nonelderly (median) 0.99 0.81 0.59 1.09 0.76 0.55 0.98 0.81 0.57
C. Education
Mean
< High school/college 0.53 0.46 0.36 0.53 0.40 0.32 0.50 0.41 0.31
High school/college 0.64 0.63 0.57 0.63 0.54 0.49 0.62 0.58 0.50
Some college/college 0.75 0.73 0.69 0.72 0.65 0.62 0.70 0.68 0.62
Median
< High school/college 0.54 0.44 0.31 0.57 0.41 0.29 0.55 0.40 0.28
High school/college 0.69 0.63 0.56 0.68 0.59 0.50 0.67 0.60 0.49
Some college/college 0.77 0.74 0.70 0.77 0.69 0.63 0.76 0.70 0.65
D. Family Type
Single female/married (mean) 0.60 0.58 0.51 0.63 0.55 0.49 0.62 0.56 0.48
Single female/married (median) 0.64 0.53 0.46 0.68 0.56 0.49 0.69 0.56 0.47
Source: Author’s calculations
Continued on page 7
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Continued from page 6
II. Values in thousands of 2007 dollars

1959 1972 1982
Characteristics LIMEW EI MI LIMEW EI MI LIMEW EI MI
A. Race/Ethnicity
White 73.9 40.1 44.6 79.1 49.1 53.8 77.8 49.8 54.0
Nonwhite 47.0 24.0 25.9 61.3 359 38.5 58.8 36.1 37.4
B.Age
< 65 years 74.0 40.9 46.1 80.6 50.5 56.8 76.6 49.8 56.6
< 35 years 66.3 35.4 39.9 68.5 43.4 49.5 59.2 39.4 46.5
35-45 years 81.6 44.4 49.9 93.2 56.1 63.1 85.8 53.1 62.5
45-55 years 79.3 44.9 50.7 92.5 58.1 65.3 96.1 61.4 67.9
55-64 years 68.3 39.3 44.3 74.4 48.2 53.0 79.8 54.3 58.0
65 or older 58.5 26.9 27.0 58.3 32.4 29.1 70.9 41.7 34.0
C. Education
< High school 60.1 32.1 34.8 60.8 36.7 37.6 57.9 35.6 32.3
High school 76.9 41.8 47.0 78.7 48.7 54.0 71.7 46.2 49.1
Some college 87.4 47.7 54.2 83.4 52.6 59.1 74.6 49.9 55.8
College 114.2 62.7 72.9 108.1 67.2 78.0 107.3 67.5 80.9
D. Family Type
Married couple 79.9 42.9 47.9 87.8 53.6 59.3 94.5 58.2 63.6
Single female 57.8 28.1 30.2 64.7 36.6 37.2 58.0 34.1 32.7
Single male 72.1 39.2 43.9 74.1 50.8 54.0 67.1 47.8 51.2
All Households 71.3 38.5 42.8 76.3 47.0 51.4 75.4 48.1 51.9
1989 2000 2004
Characteristics LIMEW EI MI LIMEW EI MI LIMEW EI MI
A.Race/Ethnicity
White 95.3 56.1 63.3 118.0 65.9 73.6 119.4 63.6 71.8
Nonwhite 76.1 42.0 45.5 87.9 50.0 54.7 91.2 48.3 52.8
B. Age
< 65 years 91.7 55.6 65.4 108.2 65.1 75.9 111.9 61.7 72.9
< 35 years 73.0 43.7 52.2 86.8 51.2 60.1 88.1 47.8 55.5
35-45 years 102.0 59.6 71.5 119.0 68.7 81.1 126.2 66.7 79.8
45-55 years 109.5 68.3 80.1 124.7 76.5 89.8 126.3 70.5 84.9
55-64 years 92.1 58.6 65.4 103.0 66.1 73.9 108.9 64.0 73.7
65 or older 90.5 44.8 38.9 118.4 49.2 41.7 110.0 49.8 41.2
C. Education
< High school 68.0 35.4 33.7 78.9 36.7 34.7 75.9 35.0 32.3
High school 81.3 48.5 53.2 95.1 50.2 53.3 95.1 49.1 51.4
Some college 95.7 56.0 64.2 107.6 60.4 67.5 107.0 57.8 64.3
College 128.0 77.0 93.1 150.3 92.3 109.1 153.1 84.9 103.3
D. Family Type
Married couple 116.0 65.6 74.6 141.7 78.4 88.7 142.8 74.7 85.5
Single female 70.0 37.9 38.4 89.8 43.4 43.8 89.1 41.6 40.8
Single male 86.2 54.4 60.9 103.4 60.4 66.6 102.3 55.4 60.7
All Households 91.4 53.3 59.7 110.3 61.8 68.8 111.5 59.3 66.4
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Figure 1B Racial Disparity by Component: White Minus Nonwhite, 19592004
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increased in every period except 2000—-04. The income from wealth
of nonwhites was 29 percent that of whites in 1959. The ratio rose
slightly, to 30 percent in 1972, fell to 20 percent in 1982, and
increased to 33 percent in 1989, but it dropped back to 20 percent
in 2000 before increasing to 24 percent in 2004, offsetting the trend
toward greater parity in the other components (see Figure 1B).
However, the increase between 1959 and 1989 was more than coun-
teracted by the relative increase in net government expenditures for
nonwhite households. A major reason for the relative decline in
mean LIMEW of nonwhites during the 1990s was that the growing
wealth gap was not offset by net government expenditures: the
change was the same for white and nonwhite households. With the
exception of income from wealth, the gap between nonwhite and
white households narrowed in almost all the other components of
the LIMEW between 1959 and 2004. The gap in government trans-
fers changed from $400 in favor of whites in 1959 to $1,400 in favor
of nonwhites in 1989, and back to $600 in favor of whites in 2004.
The corresponding gap in public consumption rose from $500 to
$4,100 in favor of nonwhites over the period, while the gap in
household production fell from $8,100 to $2,600 in favor of whites.
The gap in the tax burden increased from $4,300 to $7,000 in favor

of nonwhites between 1959 and 2000, before dropping back to
$5,800 in 2004. The gap in base income fell from $17,300 to $12,600
in favor of whites between 1959 and 1982 before increasing to
$14,400 in 2004.

Overall, the relatively small increase in the LIMEW gap over
the period masks the large increase in the gap in income from
wealth because of the larger gains by nonwhite households in
household production, public consumption, and base income.
It is noteworthy that public consumption increasingly favored
nonwhites over whites (rising by $3,500 during the period),
largely reflecting higher educational expenditures due to more
children in the average nonwhite household (and despite the fact
that the gap between white and nonwhite households in terms of
children shrank by 50 percent between 1959 and 2004). On the
other hand, the value of household production was higher for
whites in all years because the hourly replacement cost was higher
due to higher average money income and educational attainment
(and despite the fact that white households went from spending
more hours on household production than nonwhite households

to spending significantly less).
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Age

We next examine household well-being according to five age
groups (see Table 2, panel B). The standard “hump” shape of the
age-to-income relationship (i.e., the middle-age groups are bet-
ter off than both the youngest and oldest groups) held up for all
three measures between 1959 and 1989. While the pattern repeated
for EI and MI in 2000, a new pattern emerged in LIMEW: well-
being for the 65-and-older age group was 9 percent higher than
the average nonelderly household. In contrast, the average
income of the elderly was 76 percent of the income of nonelderly
households according to EI and only 55 percent according to MI.
Although mean LIMEW of the elderly declined to slightly below
average LIMEW for all nonelderly households in 2004, the elderly
were still substantially better off than the youngest group and
slightly better off than the soon-to-retire age group.

There are some notable differences in the three measures
regarding time trends. Mean LIMEW of the elderly relative to
the nonelderly dropped from 0.79 in 1959 to 0.72 in 1972, climbed
to 1.09 in 2000, and declined to 0.98 in 2004 (see Figure 2A). In
contrast, mean EI decreased moderately, from 0.66 in 1959 to
0.64 in 1972, climbed to 0.84 in 1982, and fell to 0.76 in 2000

before recovering to 0.81 in 2004. MI showed a different trend,
dropping considerably between 1959 and 1972 (from 0.58 to
0.51), improving in 1982 and 1989 (at roughly 0.60), and
encountering setbacks in 2000 and 2004 (sliding to 0.57). The
average well-being of the elderly relative to the nonelderly is high-
est according to LIMEW, followed by EI and MI. Equivalence
scale—adjusted measures show that the elderly are relatively better
off than the unadjusted measures. In fact, the ratio of mean equiv-
alent LIMEW for elderly households to nonelderly households is
greater than one in each year, rising from 1.01 in 1959 to 1.44 in
2000 before falling to 1.27 in 2004. Trends in median values by all
three measures also show an improvement in the relative well-
being of the elderly, but the gap between the elderly and nonelderly
was generally much higher in terms of median values than mean
values (with the exception of EI in 2000).

Among the nonelderly, the youngest age group (under 35)
saw a sizable deterioration in relative well-being. The ratio of
mean LIMEW to overall mean LIMEW fell from 93 percent in
1959 to 79 percent in 2004. Similar trends, though not as pro-
nounced, are evident for EI (92 to 81 percent) and MI (93 to 84

percent), and in terms of median values. The other three nonelderly

Figure 2A Age Disparity: Ratio of Elderly to Nonelderly, 1959-2004
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Figure 2B Age Disparity by Component: Nonelderly Minus Elderly, 2007
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age groups (35—44, 45-54, and 55-64) showed improvement in
relative well-being in the 1960s and *70s, but were back where they
started by 2004 as a result of gains by the elderly in the 1990s.

The gap in mean LIMEW between the elderly and
nonelderly in absolute terms changed from $15,500 in favor of
the nonelderly in 1959 to $10,100 in favor of the elderly in 2000
(Figure 2B). In 2000, the nonelderly had a substantial advantage
in terms of base income (a difference of $51,500) and a more
moderate advantage in terms of public consumption ($7,500)
and household production ($1,800). However, the elderly were
much farther ahead of the nonelderly in terms of income from
wealth (a difference of $35,800), government transfers ($21,600),
and taxes paying $13,500 less. The difference in income from
wealth reflects the fact that the LIMEW includes, as income, the
annuity value from nonhome wealth, which is quite high for the
elderly because of greater accumulated wealth and a shorter life
expectancy. Government transfers also raise the relative well-being
of the elderly because of the large share of age-based entitlement
programs in total transfers (Social Security and Medicare). Taxes
also affect nonelderly households more than elderly households

because the nonelderly have higher taxable incomes.”

The bursting of the stock market bubble reduced the elderly’s
average income from wealth by $14,500 between 2000 and 2004.
For the elderly, increases in average government transfers (partly
due to new Medicare pharmaceutical benefits) and tax reductions
were not enough to cover the loss in wealth. For the nonelderly,
decreases in average taxes ($3,900) and increases in average gov-
ernment transfers ($1,700) more than made up for the loss in aver-
age base income ($2,600). Of the $13,800 reduction in the mean
LIMEW gap between the elderly and the nonelderly from 1959 to
2004, $14,000 was due to income from wealth. The other large con-
tributors to closing the LIMEW gap were government transfers
($15,500), taxes paid ($6,600), and household production ($3,700),
but this was almost completely offset by the widening gap in base
income ($21,500) and public consumption ($4,500).

Education

We next examine the gap in well-being between households clas-
sified by the educational attainment of the household head. The
main story here is that less educated groups (less than high school,

high school graduates, and some college) had deteriorating living

LIMEW, February 2009 10



standards relative to college graduates over the period from 1959
t0 2004 (see Table 2, panel C, and Figure 3A). The mean LIMEW
ratio of household heads with less than a high school degree to
those with a college degree fell from 0.53 to 0.50, while the cor-
responding ratio for high school graduates declined from 0.67
to 0.62, and from 0.77 to 0.70 for those with some college educa-
tion. This downward trend is even more pronounced in terms of
mean EI and mean MI. For example, the mean MI ratio of high
school graduates to college graduates fell from 0.64 in 1959 to
0.50 in 2004. Similar trends are evident in terms of median val-
ues for the three measures, although the deterioration is greater
for median EI and MI than for mean EI and MI. Equivalence-
scale adjustment produces strikingly similar results for all three
measures because household size is similar between educational
groups.

Figure 3B highlights the gap in mean LIMEW between high
school and college graduates over the 1959-2004 period. The
overall gap in 2004 was $57,900, up from $37,200 in 1959.
College graduates had an advantage in base income ($50,200),
income from wealth ($18,200), and household production
($12,500). On the other hand, high school graduates paid less in

taxes on average ($17,200), gained more in government trans-
fers ($5,300), and had a slight advantage in terms of public con-
sumption.

Of the increase in the LIMEW gap between college and high
school graduates between 1959 and 2004 ($20,700), more than
100 percent ($27,600) was due to the increase in the gap in base
income (high school graduates made $600 less in 2004 than in
1959), and there was a rising differential in income from wealth
($9,500). The largest contributors to reducing the LIMEW gap
were government transfers (which increased by $7,000 in favor
of high school graduates), and taxes paid (which increased by
$10,500 in favor of college graduates).

Marital Status

We now turn to disparities among three subgroups based on
marital status and sex of the head of household.? All three meas-
ures show a very wide gap between families with a single, female
head of household (“single female”) and families with a married
head of household (“married couple”) that widened further over

time (see Table 2, panel D, and Figure 4A). Average money

Figure 3A Educational Disparity: Ratio of Educational Attainment to College Graduate, 19592004
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Figure 3B Educational Disparity by Component: College Graduate Minus High School Graduate,
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income for single females in 2004 was less than half that for mar-
ried couples. EI and LIMEW paint a better picture since the cor-
responding ratios of mean values were 0.56 and 0.62, respectively.
According to all measures, the gap in well-being between single,
male heads of household (“single male”) and married couples
was considerably less than the gap between single females and
married couples. The ratio for single males was 0.72 according to
LIMEW, 0.74 according to EI, and 0.71 according to MI.
However, these ratios represent a dramatic deterioration of rel-
ative well-being for single males, which was 90 percent of aver-
age LIMEW for married couples in 1959. Ratios of median values
were similar for single females and single males in 2004, while
equivalence scale—adjusted measures show larger gaps for female-
headed households and smaller gaps for male-headed house-
holds. The difference between the ratios of mean equivalent
LIMEW and mean LIMEW fell steadily over the period due to
the convergence of household size among subgroups.

Time trends are also striking. The ratio of mean LIMEW
between single female and married couple households declined
rather steadily, from 0.72 in 1959 to 0.60 in 1989, before improving
slightly to 0.62 in 2004. After first rising from 0.65 in 1959 to 0.68

Public Taxes Household LIMEW

consumption production

in 1972, EI declines steadily to 0.56 in 2004, as does MI (from 0.63
to 0.48). In contrast, the ratio of median LIMEW showed a slight
improvement between 1959 and 2004 (from 0.67 to 0.69). The dif-
ference in time trends between the mean and median ratios largely
reflects the rising share of income from wealth in the LIMEW that
went primarily to the upper income groups of married couples. As
a result, mean LIMEW grew at a much faster rate than median
LIMEW among married couples. The ratios of median EI and MI,
which are similar to the mean ratios, show that single female well-
being steadily declined relative to married couple well-being.

The distinct roles played by the individual components in
shaping the absolute gap between single female and married cou-
ples in the LIMEW are highlighted in Figure 4B. Average LIMEW
for single females was lower by roughly $53,700 in 2004.° The
gap was due to base income ($41,500, or 77 percent), income
from wealth ($21,600, or 40 percent), and household production
($13,300, or 25 percent). On the other side of the ledger, mar-
ried couples paid, on average, $13,200 more in taxes and received
less in transfers (by $4,600) and public consumption (by $5,000).
The advantage in net government expenditures for single females
amounted to $22,700.
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Figure 4A Marital Status Disparity: Ratio of Marital Status to Married Couple, 19592004
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We can now see why the gap in mean LIMEW between sin-
gle females and married couples rose sharply over time. Between
1959 and 2004, the $31,600 rise in the gap in mean LIMEW was
ascribable to base income (68 percent), income from wealth (63
percent), and household production (20 percent). Offsetting this
increase was a large relative gain for single females in terms of
public consumption (18 percent of the change in the overall
gap), and particularly in terms of taxes paid (31 percent).
Government transfers accounted for only a small improvement

(2 percent) of the total gap over four decades.

Conclusion
The LIMEW provides a different picture of disparities among
population subgroups. According to the LIMEW, racial dispari-
ties decreased from 1959 to 1989, but then increased to 2000,
while both EI and MI show a narrowing of disparities over the
period. (All three indices show almost no change between 2000
and 2004.) The worsening racial gap during the 1990s is traceable
mainly to the considerable and growing disadvantage in wealth
ownership for nonwhites. All three measures show a very large
gap in well-being between single females and married couples, as
well as a deterioration in relative well-being. However, the
sources of disparity between the two groups in the LIMEW
appear to be considerably different than the official measures
because they are shaped by the complex interaction of advan-
tages and disadvantages in income from wealth, net government
expenditures, and household production. This is especially strik-
ing in terms of public consumption and taxes. Single mothers
enjoyed greater gains in school spending and child tax credits over
the period. In contrast, the disparity between the groups accord-
ing to El and MI is largely a reflection of the gap in labor income.
The hump shape of the age-to-income relationship (where,
on average, the middle-age groups are better off than both the
youngest and oldest groups) holds for MI and EI throughout the
period, but this relationship does not hold for LIMEW in 2000
and 2004. The elderly were approximately 9 percent better off
than the nonelderly (on the basis of mean values) in 2000
because of greater income from accumulated wealth and a
shorter remaining life expectancy. In 2004, the elderly were near
parity with the nonelderly and better off than the soon-to-retire
group. Moreover, LIMEW shows an almost continuous improve-
ment in relative well-being of the elderly from 1959 to 2000. In con-
trast, EI shows an improvement from 1959 to 1982, followed by a

worsening to 2000, while MI shows a slight worsening over the
whole period (particularly, from 1989 to 2000). An important part
of the story here is the impact of tax and transfer policies on the
well-being of the elderly. The advantage of the elderly in terms of
net government expenditures increased from $8,500 to $26,000
between 1959 and 2004, while more than two thirds of the

improvement for the under-35 age group was in base income.
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Notes

1. The U.S. Census Bureau has since replaced this concept with
“disposable income,” which omits the value of government
medical insurance (Medicare and Medicaid) and employer
contributions for private health insurance.

2. Prior to 1980, Census Bureau surveys always designated the
husband as the “head” or householder in married-couple
families. Since 1980, the householder is the person in whose
name the housing unit is owned or rented. If it is owned or
rented jointly by a married couple, then the householder
may be either the wife or the husband.

3. We prefer to use mean rather than median values because it
allows us to decompose the difference between subgroups
by individual components. However, we also note the
median values where appropriate.

4. “Whites” are defined here as non-Hispanic whites.
“Nonwhites” refers to everyone else.

5. The equivalence scale used here is the three-parameter scale
employed in the Census Bureau’s experimental poverty
measures (U.S. Census Bureau 2001). The three parameters
attempt to take into account the following features of house-
hold consumption: on average, children consume less than
adults; consumption rises less than proportionately to
household size; and, the increase in household consumption
is generally more when a child is added to a single-person
family than when a child is added to a two-person family.
All dollar values are in inflation-adjusted 2007 dollars.

Most Social Security income is excluded from taxable income.
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8.  Weinclude only family households in this comparison, thus
households with only one person or with only unrelated
individuals (e.g., roommates or unmarried partners).

9. The size of the difference can perhaps be appreciated by con-
sidering the following statistic: in 2007, the median annual
earnings of an average full-time male worker were $45,113;

the corresponding mean value was $58,335.
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