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Monday Morning Outlook
Incomes Up, Inequality Down

With all the news about political conventions, vice
presidential selections, and hurricanes, it was easy to miss
some interesting figures released last week by the Census
Bureau. Contrary to the often-repeated doom and gloom
portrayal of the US economy – where workers are always
working “harder and harder for less and less” – the report
showed incomes have been rising, poverty remains low,
and inequality shrunk dramatically in 2007.
“Real” (inflation-adjusted) median family income –
the income of the family right in the middle of the income
distribution – hit $61,355 in 2007, an all-time high. This
was an increase of 2.1% versus 2006 and the third
consecutive annual increase.
The last all-time high was set in 2000. As a result,
family incomes in this cycle have followed the same,
down, and then up, pattern seen during every recession
and recovery in the past 30 years. It took until 1986 to
beat the record high set in 1979, and it took until 1996 to
beat the record high set in 1989. In other words, the fact
that it took seven years to reach a new high is normal.
Family income, according to the Census Bureau’s
definition, does not include fringe benefits, nor does it
include the value of Medicare or Medicaid benefits.
Despite these exclusions, the inflation-adjusted median
earnings of full-time workers soared in 2007, rising 3.8%
for men and 5% for women.
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The most shocking part of the report, at least for those
who have bought into conventional wisdom, is that in
2007 inequality among families declined at the fastest
pace in 45 years. The share of income earned by the top
5% of families declined to 20.1% in 2007 – the lowest
level since 1995 – from 21.5% the year before. The share
of the bottom 20% of families increased to 4.1% from
4.0%.
So unlike in 1986 and 1996, when median family
incomes were finally breaking record highs but income
inequality was growing, now we have a new record high
for the typical family while inequality is shrinking. Bet
you didn’t hear that on the evening news.
Meanwhile, the poverty rate (the percentage of people
in poverty) was 12.5% in 2007, slightly higher than the
12.3% in 2006. Census says this change is within the
range of normal variation from year to year, and so not
statistically significant. To put the 12.5% rate in
perspective, it is lower than every year from 1980 through
1998 and lower than the roughly 13% average that has
prevailed since the late 1960s.
To us, these figures bolster the case that the
underlying fundamentals of the US economy were sound
in 2007, before the Federal Reserve decided to try to
inflate our way out of financial market turmoil.
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