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ABSTRACT

This paper discusses the key concepts and main stylized facts concerning household real income
and income inequality in the United States in recent decades. It explains the widely used
summary measures of income distribution, which reveal that income inequality in the US has
been steadily rising. It explores the economic implications and social consequences of the
evolution of household real income and income inequality and considers ongoing debates about
policy measures to mitigate the adverse effects of elevated income inequality, such as universal

basic income and job guarantees.
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SECTION I: INTRODUCTION

In the United States, rich households have become richer, while lower-income households have
not gained much since the 1970s (Horowitz, Igielnik, and Arditi 2020). Indeed, based on all
widely used metrics of income distribution, it is unequivocal that income inequality has
worsened. There are many reasons for this widening; the increase cannot and should not be
attributed to one single factor. There are various debates in the literature on the causes of income
inequality in the United States. Likewise, there are multiple and different proposals for
addressing this inequality, two of which—namely a universal basic income and a job
guarantee—are briefly discussed here. Though the primary objective of these proposals is not
income inequality mitigation per se, these policies will have repercussions on labor markets,

employment, and incomes, and are therefore worth serious consideration and critical assessment.

The paper is structured as follows. Section Il describes the key stylized facts concerning the
distribution of income in the United States in the past several decades. Section Il presents four
key summary measures of income inequality. Section 1V briefly addresses the cause of rising
income inequality. Section V points out the social, economic, and political consequences of the
elevated and rising income inequality. It also discusses two proposals, namely universal basic
income and job guarantee, that could be policy options to reduce income inequality. Section V

concludes.

SECTION II: THE STYLIZED FACTS CONCERNING INCOME DISTRIBUTION

The income inequality discussed in the paper is that of pre-tax household real income, as
reported by the US Census Bureau. It is based on data about the amount of money income
received, outside of capital gains, by households from the following sources: earnings;
unemployment compensation; workers’ compensation; Social Security; supplemental security
income; public assistance; veterans’ payments; survivors’ benefits; pension or retirement
income; interest, dividends, rents, royalties, estates and trusts; educational assistance; alimony;

child support; financial assistance from non-government sources; and other income. The



inequality does not reflect non-cash benefits, such as food stamps and Medicare. Income and
earnings over time are adjusted for the cost of living using an appropriate consumer price index
(CPI1), namely the CPI-U-RS, which is an estimate of the CPI for all urban consumers, published
by the Bureau of Labor Statistics (BLS).

A clear and distinct manner of illustrating the marked rise of income inequality is to compare the
evolutions of the mean and median family real income over time, as shown in figure 1, below.
Figure 1 shows that not only has family mean and median income risen over time, but the gap
between mean and median incomes has widened both in absolute and relative terms. Mean real
income has risen from $41,000 in 1950 to $145,000 in 2024 (measured in constant dollars).
Meanwhile, median real income has risen from a bit more than $35,000 in 1950 to almost
$106,000 in 2024. Comparing family median income as a share of family mean income reveals
that it rose from 81.7 percent in 1950 to peak at 91.4 percent in 1958, but thereafter it has
declined steadily, dropping to 73.3 percent in 2024, as shown in Figure 2.

Figure 1: Mean and Median Family Income, 1950-2024
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Figure 2: Median Family as a Share of Mean Family Income, 1950-2024
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Table 1, below, displays the evolution of household median real income and household income
of quintile groups at the beginning of each decade from 1970 to 2025. It also gives the share of
household income by quintiles and two summary measures of income inequality. While median
real income has risen during this period, the data reveal a notable rise in income inequality in the
United States. The shares of income going to the lowest through the fourth income quintile
groups have all declined steadily during this period. In contrast, the share of income received by
the highest quintile group has increased markedly, from 43.4 percent in 1970 to 52.2 percent in
2024. Even more remarkable is the big jump in the share of income going to the top 5 percent,
rising from 16.6 percent in 1970 to 23.1 percent in 2024. The two summary measures of income
inequality given in table 1 (Gini index and mean log deviation) confirm the sharp rise in income

inequality.



Table 1: Selected Measures of Household Income Distribution, 1970-2024

United States: Selected Measures of Household Income Dispersion, 1970-2024
In 2024 C-CPI-U dollars
1970 1980 1990 2000 2010 2020 2024
Median household income $57,580 $60,210 $65,440 $71,790 $68,420 $81,580 $83,730
Mean household income of quintiles
Lowest quintile $13,470 $14,650 $15,660 $17,370 $15,270 $17,590 $18,460
Second quintile $36,480 $36,470 $39,400 $43,360 $39,620 $47,670 $49,380
Third quintile $58,730 $60,180 $65,090 $72,210 $68,270 $81,840 $84,390
Fourth quintile $82,790 $88,660 $98,130 $112,300 $109,500 $132,200 |  $136,800
Highest quintile $146,600 $158,100 $190,400 $243,300 $235,200 $305,200 |  $316,100
Top 5% $225,000 $236,200 $303,200 $431,600 $398,800 $536,800 |  $560,000
Share of household income of quintile, %
Lowest quintile 4.1 4.2 3.8 3.6 3.3 3.0 3.1
Second quintile 10.8 10.2 9.6 8.9 8.5 8.2 8.2
Third quintile 17.4 16.8 15.9 14.8 14.6 14.0 13.9
Fourth quintile 24.5 24.7 24.0 23.0 23.4 22.6 22.6)
Highest quintile 43.3 44.1 46.6 49.8 50.3 52.2 52.2
Top 5% 16.6 16.5 18.5 22.1 21.3 23.0 23.1
Summary measures of income inequality
Gini index of income inequality 0.390 0.408 0.428 0.462 0.470 0.488 0.488]
Mean log deviation of income 0.370 0.375 0.402 0.490 0.574 0.617 0.606]
Source: US Census Bureau

SECTION I11: SUMMARY MEASURES OF INCOME INEQUALITY

Summary measures are useful in understanding the evolution of income distribution. Atkinson
(1983), Cowell (2011), and Sen (1992, 1997) cover in richly textured details the economics as
well as the measurement of income equality, while Piketty’s (2014, 2015) research managed to

elevate it to a topic de jure among the chattering class, albeit for a short-lived period.

The four key summary measures of income inequality that are discussed here are the Gini index
of income inequality, the mean log deviation of income (MLD), the Theil index of income
inequality, and the Atkinson index of income inequality. The inequality indices are explained
below, while the appendix provides the formulas.

A Gini index of 0 expresses perfect equality, where everyone has the same income, while a Gini
index of 1 expresses maximal inequality, where only one person has all the income. Another way
of thinking is that the Gini index is half of the relative mean absolute difference of all pairs of



income for the population. It is convenient to view the Gini index in terms of the Lorenz curve,
where the percentage of the population is represented on the horizontal axis and arranged from
the poorest to the richest, while the percentage of income obtained by the bottom x percentage is
shown on the vertical axis. Figure 3 shows inequality as measured by the Gini index, which has
risen from 0.39 in 1970 to 0.49 in 2024.

Figure 3: The Evolution of the Gini Index, 1970-2024
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The MLD is another measure of income inequality. The MLD is 0 when everyone has the same
income and takes a larger positive value as income becomes more unequal, particularly at the
high end (Atkinson and Bourguignon 2000). Figure 4 displays inequality as measured by the
MLD, which increased from 0.38 in 1970 to 0.61 in 2024.



Figure 4: The Evolution of Mean Logarithmic Deviation, 1970-2024
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The Theil (1967) index is another measure of income inequality, drawn from information theory.
It is particularly useful for decomposing inequality into its components. If everyone has the same
income, then the Theil index equals 0. However, if one person has all the income, then the Theil
index gives the result In(N), where N is the number of individuals and In(.) is a natural logarithm.
Ln(N) represents maximal inequality. The Thiel index is measure of entropy loss relative to
perfect equality. Figure 5 shows inequality as measured by the Theil index, which has increased
from 0.37 in 1970 to 0.44 in 2024.



Figure 5: The Evolution of the Theil Index, 1970-2024
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The Atkinson index of inequality illuminates which end of the distribution contributed most to
the observed income inequality (Atkinson 1970, 1983; Atkinson and Bourguignon 2000). A
distinct advantage of the Atkinson index is that it converted into a normative measure by
imposing a parameter, e, to weigh income. The e parameter reflects the evaluator’s inequality
aversion, since it quantifies the social utility that is obtained from a complete redistribution of
income. For e = 0 there is no aversion to inequality, while e = oo stands for infinite aversion to
inequality. Figure 6 presents inequality as measured by the Atkinson index of inequality with
three different e parameters: e = 0.25, e = 0.50, and e = 0.75. These measures of the previously
mentioned parameters have risen from 0.07, 0.14, and 0.21, respectively, in 1970 to 0.11, 0.21,
and 0.31, respectively, in 2024.



Figure 6: The Evolution of the Atkinson Index, 1970-2024
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SECTION IV: THE CAUSES OF RISING INCOME INEQUALITY

There is no single cause that explains rising income inequality in the United States; rather there
are multiple reasons for its rise, with different scholars emphasizing different causes and their
relative importance. However, broadly, several factors are associated with the rise of income
inequality and thus may be attributed as its causes. Some of the factors are briefly discussed
below. Neckerman and Torche (2007) provide a comprehensive review of both the causes and

consequences of income and wealth inequality in the United States.

The decline of manufacturing is often regarded as a crucial factor that has led to rising income

inequality (Novta and Pugacheva 2019). The share of value added in manufacturing has fallen

9



steadily since the start of the 21st century, from 15 percent of nominal GDP (nGDP) in 2000 to
10 percent of nGDP in 2024 (see figure 7). Manufacturing employment has also declined
markedly, falling from slightly more than 24 percent of total employment in 1970 to merely 8
percent in 2024 (figure 8). The unionization rate, which is a measure of the share of the labor
force that is unionized, has fallen from 18 percent in 1985 to merely 10 percent in 2024 (figure

9). The fall in unionization has lowered the bargaining power of the working class.

Figure 7: The Decline in the Share of Manufacturing Value Added in US nominal GDP,
2000-2024
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Figure 8: The Drop in Manufacturing Employment as a Share of Total Employment, 1970-
2024
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Figure 9: The Unionization Rate Has Plummeted, 1985-2024

United States, Unionization Rate, %

1985 1990 1995 2000 2005 2010 2015 2020 2025
— United States, BLS, CPS, Union Affiliation Data, Percent of Employed, Members of Unions

Source: Macrobond, U.S. Bureau of Labor Statistics (BLS)

11



“Globalization” is another factor that is often held responsible for the rise of income inequality
(Keller and Olney 2021). However, this notion is fuzzy. Globalization is associated with the rise
of international trade, foreign direct investment (FDI), “footloose” multinational enterprises, and
international migrations. International trade (exports and imports) in the US has risen from
almost 9 percent as a share of nGDP in 1980 to 25 percent as a share of nGDP in 2024 (figure
10).

Figure 10: The Rise in the Share of International Trade in the United States, 1970-2024
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The global stock of FDI has increased from merely $0.7 trillion (current dollars) in 1980, which
amounted to 6.3 percent of global nGDP, to $48.1 trillion (current dollars) in 2023, which
amounted to 47.1 percent of global nGDP (figure 11). During the same period, United States’s
inward and outward FDI increased markedly, as shown in figures 12 and 13. The United States’s
inward FDI has risen from less $0.1 trillion in 1980 (2.9 percent of nGDP) to $12.8 trillion (46.9
percent of nGDP) in 2023, while its outward FDI increased from 0.2 trillion (7.5 percent of
nGDP) in 1980 to $9.2 trillion in 2023 (34.5 percent of nGDP). The remarkable rise in the FDI is
a testimony to the globalization of production and supply chain and the “footloose” nature of
multinational enterprises in their quest for maximizing shareholder values, higher profits,

revenue growth, lower costs, access to markets, and greater market share.
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Figure 11: The Stock of Global Foreign Direct Investment (FDI) has Risen Sharply. 1980-
2024
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Figure 12: The Rise of Inward FDI in the United States, 1980-2024
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Figure 13: The Increase in the United States’s Outward FDI, 1980-2024
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Other factors, such as the rise of China, cutbacks on social welfare, political changes, assortative
mating, skill-biased technological change, and government policies on taxation (Nallareddy,
Rouen, and Serrato 2022) have also contributed to increasing income inequality. Moreover, rent-

seeking behavior on the part of capital owners has also led to this rise.

SECTION V: THE CONSEQUENCES OF RISING INCOME INEQUALITY AND SOME
POLICY OPTIONS

Rising income inequality affects the US economy and society in many ways. It undermines
democracy, electoral systems, and representation at every level of government (Rau and Stokes
2024). It can create social and political discontent and resentment (Justino 2025), providing a
basis for right-wing populism. It can foster protectionism, xenophobia, and anti-immigration
bias, as well as racial and ethnic divisions and mistrust (Riaz 2024). It can stifle economic
growth and well-being and could lead to social unrest and political instability (Topuz 2022). The
rise of Donald Trump may well be attributed to his ability to capitalize on the resentments and
frustrations of a vast number of US citizens, particularly those who have been left behind amid
globalization and the economic changes of the past decades.

While income inequality is part and parcel of capitalist monetary economies, there is nothing
inevitable about elevated or rising income inequality. Different policies can be implemented to
potentially reduce inequality or, at the very least, prevent its further rise, even though any policy
measures will have uncertainty and unintended consequences associated with them. Policies to
promote economic growth and employment in the private sector could check or lower income
inequality. Changes in tax rates, tax structures, and the taxation regime, coupled with various
incentives and disincentives, can have a profound effect on income inequality. Investment in
education at primary, secondary, and tertiary levels could curb income inequality. Policies to
support skill formation and human capital development could also reduce income gaps. Both
fiscal and monetary policy can affect income inequality in many ways and appropriate public

policies—including distributive and redistributive policies—can be effective.
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Specifically, there are two policy proposals that are worthy of serious consideration by
progressive people and movements in the United States, even though the primary objective of
these proposals is not the mitigation of income inequality per se. These are the universal basic

income program and the job guarantee or full employment program.

The basic income program guarantees all citizens a minimum income through a periodic,
unconditional cash transfer with no work requirement. While no country has a full-fledged basic
income program, the notion of basic income has a long and distinguished pedigree; Thomas
Paine (1797) was an early advocate of universal basic income. Even Milton Friedman (1968), not
particularly famous for his progressive views, was in favor of a negative income tax, which can
be considered as a form of universal basic income. In recent years, Van Parijs (2004) and
Standing (2017) have championed a universal basic income. Ghatak and Maniquet (2019)
provide a comprehensive overview and maintain that universal basic income can be useful in
combating poverty but are lukewarm regarding its scope as a social justice and income
redistribution tool.

A job guarantee program is funded by a government with monetary sovereignty, providing
voluntary employment opportunities to all and any citizens who are able, ready, and willing to
work for a minimum wage. Its main feature is that it is a permanent, but voluntary, program that
acts as a safety net and a transitional employment program for those who have been rendered
unemployed by the private sector. Jobs provided by the program support public works and
investment in public goods and services. Because any citizen can obtain a job under the program,
it can be assumed that few would accept a private-sector wage lower than that offered by the job
guarantee program, creating a de facto floor on nominal wages. The main objective of job
guarantee program is to ensure “full employment,” or something as very close to full
employment as is practically feasible under a capitalist economy. The case for a job guarantee
has a long history within the institutional economics tradition, as evident in Gordon (1997).
However, in recent decades Mitchell and Mosler (2002) have articulated the case for a job
guarantee program as a feasible countercyclical and full employment economic policy for those
countries that are the monopoly issuer of fiat currency. More recently, Tcherneva (2018) has

persuasively argued that a job guarantee is not only an effective countercyclical program that
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supports income and employment but is also socially transformative and that it enhances the
common good. Full employment—>by providing earnings to those who are willing to work and
by setting a de facto minimum wage (floor) at above the sustainable living wage—can reduce

income inequality and improve social well-being.

There are debates among scholars and activists about the relative merits of these programs.
However, no consensus has emerged about which program is the most suitable for the task of
narrowing the income distribution gap. Hence, further debates and research seem warranted.
There is ample scope to work out the details of such programs that are appropriate to specifics of

a particular community. However, the decision to address income inequality is a political one.

SECTION VI: CONCLUSION

This paper has examined the evolution of household income inequality in the United States. The
study presents empirical evidence across four major measurement frameworks—the Gini index,
mean log deviation, Theil index, and Atkinson index—all of which documented a marked

deterioration in income distribution in the United States since the 1970s.

The paper also showed that the causes of rising inequality are multifaceted and interconnected.
The decline of manufacturing, coupled with falling unionization rates, has eroded the economic
foundation of middle-class prosperity. Globalization, manifested through expanded international
trade and foreign direct investment, has created winners and losers in the domestic economy.
Additional factors, including skill-biased technological change, shifts in tax policy, rent-seeking
behavior, and cutbacks in social welfare programs, have compounded these structural
transformations. The paper also examines the consequences of rising inequality, including threats
to democratic institutions, social discontent, and political polarization. Undoubtedly the class,
ethnic, and gender dimensions of income distribution, poverty and destitution are also important

but these topics are beyond the scope of the current paper.
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The paper has highlighted two policy interventions; namely universal basic income and job

guarantee programs. While both proposals have the potential to combat rising inequality, they
also pose implementation challenges and may entail unintended and unforeseen consequences.
Further research and experiments are required to understand the outcomes of these two policy

proposals that progressive economists have recommended.
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APPENDIX: DEFINITIONS OF SUMMARY MEASURES OF INCOME INEQUALITY
Let y; be the income of person i, and there are n persons; the average income is y.

The Gini Index

The Gini index is defined as follows:

G = Yi=1 ]7'1=1|}’i - }’jl _ 2is1 Z}l=1|J’i - }’j|
B 2n?%y o 2nYh,y;

The Mean Log Deviation (MLD)

The mean log deviation (MLD) of income is defined as follows:

1\ y
MLD = —Z LN (—)
niaj=1 Yi

The Theil Index

The Theil index of income inequality is defined as follows:

1 vy, ,
ro IS Y (%)
NnNiai=1y y

The Atkinson Index

The Atkinson index of income inequality is defined as follows:

1
1/1O0n 1-e\1-©
1—:(—2 Yi e) for0<e=+1
A, = Y \Nilai=

1 1
L 1- 5(“?:1)’1‘)5 fore=1

Here e is the parameter representing the aversion to inequality.
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