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AMERICAN STUDIES
OF THE DISTRIBUTION OF
WEALTH AND INCOME
BY SIZE

C. .. MERWIN, JR.

Tue genetic development of the analysis of wealth and income
distribution by size in the United States is not without a cause.
This one is tempted to seek in the strands of economic history.
‘The immediate impulse was a Census study by G. K. Holmes
and J. S. Lord, entitled Farms and Homes: Proprietorship and
Indebtedness in the United States at the Eleventh Census. This
special study, provided for by an Act of Congress dated February
22, 1892, was the culmination of discussions then raging in legis-
lative halls concerning the concentration of wealth.

The ultimate causes are farther to seek. The rise of industrial
trusts provides one clue. Although evidences of industrial inte-
aration in the United States appeared as carly as 1861 with the
cordage industry agreements, the movement did not gain mo-
mentum until the last quarter of the century when the Standard
Oil trust was formed. By the conclusion of the initiating trust-
proper phase of the movement in the 18qgo’s, statisticians had
already inaugurated analysis of the distribution of wealth, by
size of wealth holding.

Another clue is provided by the trend of wholesale prices.
Over the nineteenth century there was a secular decline in whole-
sale prices which the Civil War inflation merely interrupted.
From the currency restabilization in 1871 to the close of the cen-
tury, prices fell more thana third. The year 1896 represented the
all-time low point. Persons enjoying fixed incomes (e.g., recipi-
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cnts of property tncome) stood to profit from l:;llling prices: while
persons burdened with fixed charges (eg., Farmers i), mort.
éages) tele the pinch of the price decline. .

The mere existence of these positive correlations does not iny.
Ply a cause-and-effect relationship hetween the rise of trusts ang
the decline in prices on the one hand, and aralyses of distriby,.
tions of wealth and 1mcome on the other. Yeg sucly concomitance
does suggest a rclationship between econontic hismr)‘ and acy.
demic interests, and warrants the presmmption th wealth ang
income distribution analysis wag lannched to i A pressing socia)
need, not merely to provide academic jonsts for statisticians,

Althongh the trng movement and price trengs have been care.
fully described ang analyzed by scores of investigators, little has
been written on the statistical attempt to analyze (e problems
raised by this €conomic and socjql transition. The object of this
Paper is to delineate, in Sections 1 and 7. the historica] strands
of wealth and income distribution analysis. 'T'hese secuons are
concluded by recapitulations jn onthine form. whicj, Serve to em.
Phasize the salien characteristics of these carlier studies. In q cop.
cInding section speenlation s ventnred  concernipg possible
reasons why distributions of wealth and of income thus far con-
Structed have beep relatively inadequate.

I American Studies of the Distribution of Weaith

1 HISTORICAL AND ME']'HOI)()LOCICAI. REVIEW

The stub of 3 tabnlar distribution of wealth, by size, wonlg show
aseries of wealth classes ranging frop,, Sy, '0-$500" to *§ 000,000
and over’. T)e frequencies wonld give ¢)e mumher of indjvid-

LS A ¢

nals, families, r Some other wcahh-holding Unit in each ¢lags:
for SXAnpic, the numlber of persons Possessing wealth vylyed at
‘0-$500’ and at "$1,000,000 and over’,

. The two substangiye elemenys gy, the distribntion of wealth by
sn;e are the natyre and dollyy amonnt of (e wealth that is dis.
tributed, and the Nature and nnmber of the wc;lhh-hnlding
un‘its. The first js commonly referre( 10 as nationg] wealth, the
€stimation of which is 5 problem a6 own.! The second hinges

1See Simoy Kurneys, Studies, Polume 74, C1998), Py One.



WEALTH AND INCOME DISTRIBUTION I

on a decision as to among whom (or what) the wealth is distrib-
uted. We could, for example, tabulate the distribution of wealth,
by size, among individuals, families, estates, corporations, and
other mnore or less homogeneous entities. In addition, the distri-
bution could be by subdivisions of each of thesc units. In this
paper the distribution of wealth is considered with respect to the
individual, family, and estate units.

No complete census of wealth holdings by any of these units
has ever been taken in the United States. Therefore, attempts to
construct a distribution of wealth must rely on samples of the
universe, or on wealth’s possible functional relationship with
some other variable such as income, tax payments, house owner-
ship. When samples are used, there is the problem of extending
the partial picture to give a complete description. Frequently the
other aids mentioned above are employed in this task, but some-
times the exte:tsion of the sample is a matter of sheer guesswork.
To enhiance its applicability and augment its coverage. the sam-
ple may be treated beforehand, by means of supplementary data
and arbitrary assumptions. In any case the problems confronting
the investigator are numerous and difficult, as the descriptions of
these studies on the following pages illustrate.

a) Holmes attempt

At least two publicized atiempts were made in the last decade of -
the nineteenth century to estimate the distribution of wealth in
the United States.

The first, by G. K. Holmes in 1893,” was a modest statistical
inquiry, based on census data, into the number of families of dif-
ferent economic characteristics in the United States and the
wealth possessed by each class of family. Of the 12,690,152 fam-
ilies enunerated in the 18go Census, 11,593,887 were classified
into six categories which included farm-hiring families, families
owning encumbered farms. families owning free farms, home-
hiring families, families owning encumbered homes, and fami-
lies owning free homes. The allocation of families to these
categories was accomplished by a complicated procedure involv-
ing farm and home proprietorship data, averzges of the farm and
home possessions and indebtedness of the various types of fami-
2 “The Concentration of Wealth', Political Science Quarterly. VIII (1893), 589-600.
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lies, assumptions as to the number of farms and of~ lamilies ¢y
pying non-farm houses, and arbitrary allowances for ‘other’ pos-
sesstons and debts of each class of family. "Together these tnmljes
were estimated to possess $17,356,837,34_«;. Since the national
wealth was set by Holmes at "“about sixty billions of dollars” »
91 per cent of the families. therefore, owned 2g per cent of the
wealth, and, by subtraction, g per cent of the families owned
71 per cent of the wealth. Having estimated the wealth of the
poorer class, Holmes directed attention to that of the very rich.
According toa New York Tribune estimate of 1892, there were
4,047 millionaires in the United States, Holmes assumed thg,
their average wealth was $4,000,000; which meant that they held
20 per cent of the total wealth. His final distribution of wealth, in
Lorenz cnrve form, was:

03 per cent of families (ic., the millionaires) own 20 per cent
9 per cemt of families (excluding millionaires) awn St per cemt
9t per cenmt of families own 2g per cent.*

From added comments of Holmes concerni ng the wealth dis.
tribntion among the poorer classes, it is possible (¢, split up this
distribution of wealth iy 1890 into five classes, from rich to poor:

PERCENTAGE OF FAMILIES PERCENTACE OF Wi v g

SIMPLE CUMINLATED SIMPLE CUMULATFD
03 .03 20 20
8.97 g.00 51 ril
27.00 86.00 20 qt
12.00 48.00 1 95
52.00 100,00 5 ton

b) Spahr’s distributio n

The second pre-twentieth centnry estimate of the distribution of
wealth, statistically more pretentions than the first. ywag published

31bid., P- 590 €IaUs estimate of the total value of tangible property in the

. The C
United States was 365.(11).000.000; see Compmdium of the Eleventh Census: 1890
{Washington, 1898), Pare 111, P- 94- Holnres' figure scems designed to approximate
this estimate, anqg Perhaps the fict thag it was made five years earlier explains
why it fell five billion dollars short.
1This. and 3 similir Negpr York World list of Millionaires, are described in G. p.

Watkins' “Tlye Growth of Large Fortunes’, Publications of the American Economic
Association, 3d ser., Vi1 (1907). b=
5 Holmes, op.cit, p_5g3.
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by C. B. Spahr in 1896.* He based his analysis on figures for pro-
bated estates obtained from the Surrogate records of New York
State. Data were collected for 36 counties, mcinding the arca
comprised by New York City and Brooklyn, and having a popula-
tion ot 4,625,000 persons, for October, November, and December
of 1892. Because they were not deemed representative, the fig-
ures for New York City and Brooklyn were excluded, leaving the
accompanying distribution of probated estates, which was used
as the basis for the subsequent distribution of wealth in the
United States.” Once these basic data were acquired, generalized

PERCENT- ERCENT -
AGF. OF TOTAL AGL OF
WFALTH €LASS  ESTATES FSTATES  REALTY FERSONALLY WEALTH  WEALTH
$50,000 and over 36 2 S2.188.540 56 506,124 $8.79.4,663 35
50,000~5,000 {09 22 2,950,825 2,243,871 5adpagb g2
Under $5,000 1.427 76 . 989,668 1,095, 130 2,085,098 14

assumptions and personal observation (“common observation
shows”) were relied upon to effect the transmutation of this dis-
tribution for certain New York counties into one for the entire
country. Spahr reasoned that the figure in this category should be
increased about one-half to allow for the many small real estate
holdings not recorded in rural counties. Similarly, large per-
sonalties were underestimated to avoid the tax, and small ones
were eaten up to pay debts; so the latter should be cut one-half.
Eftecting these transformations,® he arrived at a ‘corrected’ dis-
tribution of these New York estates.® Thus far it has been pos-

PERCENT- TOTAL PERCENT-
ACE OF REALTY  PERSONALTY WFALTH AGE OF
WEALTH CLASS  ESTATES ESTATES (millions of dollars) WEALTH
$50,000 and over 46 2 2.25 6.75 9 56
50,000-%,000 409 22 3.00 2.00 5 31
Under $5,000 1,427 76 1.50 50 2 18

sible to follow Spahr’s statistical Juggling even though one may
disagree with certain of his assumptions; but in the transforma-

¢ The Present Distribution of Wealth in the United States (New York, 18g6).
71bid., p. 64. Spahr did not compute the percentages for his distributions, but
since they are utilized in the argument, they are inserted in the tables.

8 And rounding off the resulting figures to the ncarest quarter million. Spahr
could well have added.

# Ibid., p. 6.
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tion of this last distribution into one for the cuti.rc country, evey
the statistical manipulations are hard to perceive. He had ay.
nounced his intention of “applying these pm;.)(?rtions [of the
above table] to the nation at large”,'" but he n.mdlhcd this resolve
by saying “with much precision” that onc-eighth of th= “fap;.
lies” " of the country hold property worth more than $5,000. Thi
decision was based on the distribution of estates in New York
City, the Census investigation of farm mortgages, the distributjon
for New York State outside the two large cities and the assump-
tion of “a normal death-rate”.** The further division of this
one-eighth between ‘$50,000 and over’ and '$50,000-5,000" was
apparently harmonized with the proportion (2 to 22) exhibited
in the distribution above, so that the table “for the naton at
large” becomnes: '

AGGREGALE
PFRCENT- WEALTH FERCENT-
FAMILIES AGF OF (billion, AGE OF
WEALTH CLASS (thousands) FAMILIES of dollars) WEHALTH
$50,000 and over 125 1 33 50
50.000—5.0()0 1.375 (8] 23 h i
Under $5.000 11,000 N8 q 14

Even if we accept as sufhiciently justified Spahr’s division of
family holdings into 12 per cent over and 88 per cent under
85,000, there is still the question how he distributed aggregate
wealth. If these proportions were meant to follow those in either
of the preceding tables, then his arithmetic was ‘rough’ in the
direction of decreasing the mequality of wealth distribution.

10 Ibid., p. 64.

1t Spahr changed his terminology from ‘estates’ to ‘familics’ without warning or
explanation. In the rest of his analysis he seems 1 nse “Families and “estates’
almost indiscriminately. Yer by a family he tells us {(p. 66u) that he means “a
family of five.

12 Ibid., p. 66.

13 1bid, Spahr stares (p. 66n) that “ucirly one billion dollars {has been} added [to
the ageregate wealth of the ‘under S3000° cregon for small states contaiing
only household goods and the like™, 1t will be olwerved that the wtal aggregate
wealth. $65,000,000.000, is thar given by the Fleventh Census for the true valua-
tion of the tangible property in the United States (sce foetnote g above) and the
tota! number of families is approximalely that given by the same Cerrus (Com-
pendium, Part 1, p- 856).

14 On the other hand, the changes he made in the percentage of Fmilies in each

class served o increase the incqualily of wealth distribution relative to that in
the preceding tables,
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Spahr did not elucidate this transition, but went on to subdivide
the ‘under $5,000' class into ‘$5,000-500" and ‘under $500’ cate-
gories. The Census returns indicated that in the cities the num-
ber of families owning over $500 worth of property was ‘perhaps’
one-third greater than the number owning their homes, while in
the small towns and rural districts it was ‘perhaps’ one-sixth
greater. As few holdings of real estate were valued at less than
$500, “in the nation at large” the families worth more than $500
numbered ‘perhaps’ 1,000,000 more than those that owned their
homes or farms. That is, about 7,000,000 were property-owning
and about 5,500,000 could “justly be spoken of as propertyless’.
Under an assumption that the latter, as a rule, had household
property worth $150, Spahr’s final distribution of wealth for
18go stood as follows:

PERCENTAGE OF PERCENTACE.

FAMILIES  AGCREGATE  OF WEALTH
FAMILIES CUMU-  WEALTH cuML- FAMILY
WEALTH CLASS {thousands) SiIMPLE. LATIVE  (billions) SIMPLE LATIVE AVFRACGE
$50,000 and over 125 | t $33.0 51 5 $264.000
£50,000—5,000 4,375 1 12 28.0 35 N6 16,000
5,000— 500 5500 4 56 8.2 g Q9 1,500
Under $300 BHO0 44 100 8 ) 1% 150

Before continuing ti.e historical summary, it is interesting to
compare the wealth disuibutions for 18go constructed by
Holmes and Spahr. Chart 1 shows these two independent esti-
mates in the form of Lorenz curves. The percentages of wealth
are plotted along the X-axis and the percentages of families along
the Y-axis. Both sets of percentages are cumulated, from rich to
peor. The reference points are meagre, and the straight lines
connecting them are merely aids to the eye, not indicators of
where the intermediate points would fall. The difference in the
inequality indicated by the two curves is significant, but not so
striking as one might have expected considering the dissimilar
methods and the many arbitrary assumptious of the two investi-
gators. The greater inequality shown by Spahr’s curve is prob-
ably largely attributable to the nominal value he placed upon
unreported estates, and to certain other statistical juggling in
which he indulged. It is hard to say which distribution is closer
to the actual distribution of wealth.

s Ibid., pp. 68, 69.
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c) Contributions of W.1 King

A decade elapsed before another inquirer serionsly attempted
a distribution of wealth even for selected sections of the conntry,
and another twenty years before a third attempt was made to
distribute, by size of holding, the nation’s material wealth.

Chart 1
LORENZ CURVES OF HOLMES® AND SPAHR'S
DISTRIBUTIONS OF WEALTH,
UNITED STATES, 1890

100 ;
/
w0} ya

/s

————— Holmes
Spahr

{cumulated From rich to poor) /

]
]
i
!
'
]
]
]
t
[}
J
]
]
!
1
1
13
(]
i

[=-3
(=]
T

-
o
1

families
r - wn o
(=] (=] [~}
i T T

Percentage of

s
o
T

0

0 10 20 30 40 S0 60 70 g0 9 i
Percentage of weaith

The proneer work in the field of the distribution of wealth
and income by size in the United States was done by W. L. King
1915 Although he did not venture to derive a complete
distribution of wealth, his familiarity with statistical tools makes
his analysis ot the Massachnsetts probated estates data snfhciently
important to warrant mention in this survey. The original data,
themselves a landmark, are contained in the 'l'uvc'uh':l"i[th An-
nual Report (18q4) of the Massachnsetts Burean of Stnistics of

1_6 Wealth and 'Inf'omc' of the People of the United States (New York. fiust pub-
lished 1915, printing cited here is that of 1928). especially pp. 66-36.
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Labor, :amd comprised the values of estates probated in Massa-
chusetts during the four triennial periods 1829-31, 185961,
1879-81, and 1889g—91."" The estates were classified as to owner-
ship by males or females. For 40 per cent of the estates no in-
ventory was filed. King excluded the estates of females and :s-
sumed that the non-inventoried estates were of the same size
‘md chistribution as those filed with inventories. He found from
Census reports that the number of deaths of males 25 yeus or
over in Massachusctts for the three periods considered (1859-61.
1879-81 and 188g—q1) exceeded the number of estatcs filed.
He assumed that these non-probated estates were msignilican
m value, with an upper limit of $500 and an average value in
the first period of $375 and in the other two periods of 3400.
The resulting distribution contains twelve categories ranging
from $o to 3500,000. A similar analysis was nade of estates
probated during 1goo in six Wisconsin counties, the original
data for which appeared in an unpublished manuscript by M. 0.
Lorenz. No attempt was made to derive from these Massachu-
setts and Wisconsin data a distribution of wealth for the entirve
country.

When King returned, some twenty years later. to the task of
constructing a distribution of wealth,' his insight into the prob-

17C. D. Wright left the Massachnsetts Burean to head the new National Labor
Commission in 1888, bnt he was nonetheless instrumental in lannching this survey
begun “some years” hefore publication of the preliminary resnlts in 1894 (Massa-
chusetts Bureau of Statistics of Labor, Twenty-fifth Annual Report. 18gy. p. 55).
G. K. Holmes also assisted the Buremn in this work.
32 W. I King, *“Wealth Distribution in the Continental United States at the Close
of 19217, Journal of the American Statistical dAssociation, XX11 (1927). 185-59.
This article represents the product of a nimch more extensive investigation than
its length would indicate. King became associated with the National Burean of
F.conomic Research soon after its establishment in 1920, and continuied the stndy
of wealth and income distributions initiated in his first book. Wealth and Income.
With a corps of assistants he constrncted distributions of both wealth imd income
for the United States in 1921. As a resnlt of his labors, two book-length nann-
scripts now on file at the National Burean of Economic Research were prepared.
One. entitled “The Distribution of Farnings, lncome and Wealth in 1g21°. never
progressed beyond the typewritten stage, althongh it was completed and signed
by King on October 1. 1925. The other, entitled *Gradations of Eamings and
Iucome in 1921°. apparently came nearer publication, for it was mimeograpled
and given a table of contents and a title page with a 1926 dateline. The latter
manuscript was a recasting of the first half of the former mannscript.

Curionsly enongh, the article here cited was essentially an abstract of the secoml
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lem had broadened considerably. He not only realized that the
distribution of wealth among decedents was far from being the
distribution of wealth among the living, but he even conceded
the criticism of Judge R. S. Galer and W. R. Ingalls that the dis-
tribution of wealth among decedents also did not measure the
distribution of wealth among persons near the end of their
careers. The latter relation, previously claimed by King, was
challenged on the grounds that (a) many estates are not probated
at all, (b) some property is held by joint title so that no court
record is necessary on the death of one of the title-holders, (c)
some property is transferred at death without any record of its
value (i.e., it is not inventoried), (d) gifts often anticipate death.
Asa consequence, King concluded that the distribution of wealth
may be approached through three channels: distribution of (a)
estates, (b) wealth among persons shortly before death, (c) wealth
among all the inhabitants of an area.™  Since no data were avail-
able on the secoud type of distribution, King was limited to esti-
mating the distribution of wealth by the first and third ap
proaches.

The Federal Trade Commission in its study of National
Wealth and Income, published in 1926, presented data on estates
probated during 1g12-25 in twenty-four counties in twelve
widely scattered states and the District of Columbia. By estimat-
ing from Census reports the number of wealth-owners (defined
te be ‘gainfully employed’) who died in these counties during
these years, and by assigning to nnreported estates an arbitrary
value of $100, King constructed an estimate of the distribution
of wealth among decedents.»

portion of the former typewritten manuscript which, as just noted, apparently
did not come as near publication as the first portion on income. '
The present investigator was given permission by the National Burcau of
Ec_onomxc Research to read both these manuscripts. This makes it possible, in
this section, to amplify the description of King's methods; and in the next section,
to describe a hitherto unpublicized distribution of income. In the discussion of
King's 1921 distribution of wealth, reference will be made to the published article
ralh_er than to the unpublished manuscript, wherever possible.
1* King, ‘Wealth Distribution , . , PP- 141, 143, 144. King refers specifically to
Ch. X ?f W. R. Ingalls, Current Economic Affairs (York, Pa,, 1924). On p. 144 of
Iuga_lls Opus appears a recantation, by King. of the probated estates method.
20 King, pp. 141, 144, 145. The data King used are contained in Ch. II (especially
Table 10 on p. 38) of the Federal Trade Commission report entitled National
Wealth and Income, Sen. poc. 126, 6gth Cong., 1st Sess. (Washington, 1926). The
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In the manuscript the attainment of this objective was more
tully explained. Nine-tenths of the $260 billion of wealth in the
United States,* i.e., $230 billion, were assigned to adults, both
male and female. Of these, 4,580,000 died during 191621, and
1o these decedents were allotted $30 billion of the $230 billion
of wealth. By extrapolating relevant Massachusetts data, King
estimated that two-thirds, i.e., $20 billion, belonged to the 2,420,
ooo adult males dying during this period. With this as a back-
ground, he proceeded along two routes toward the distribution
gozl. In the first, he plotted on double logarithmic paper the
Massachusetts and the federal estates data. Observing that the
two curves were parallel in the upper wealth class brackets, he
extrapolated the federal data to the lower wealth classes in the
manner indicated by the Massachusetts data. The insufficiency
of this method became apparent when the total weaith thus dis-
tributed was summated: it turned out to be only a third of the
previously ascertained total of $20 billion. So this approach was
discarded in favor of another.

The second route to the distribution goal was rather more
devious. The federal data were first reduced from a gross to a net
estate basis, and the class limits correspondingly scaled. Then
King proceeded to distribute, by several estate classes over $50,-
000 and one class under $50,000, the number of estates of adult
male decedents, and their values. The federal data distributed
the adult decedents that were in the classes over $50,000. The
rest of the 4,580,000 who died were put in the ‘under $50,000
category. To this distribution were applied the 18go Massachu-
setts figures for the percentage of estates belonging to males,
the ‘ander $50,000’ class again being the residual. The resulting
distribution was reduced to percentages, cumulated, and con-
verted to logarithms. The values of estates were distributed by a
similar procedure: those of males alone were made to total $20
billion, and 18go Massachusetts percentages were used to derive
the value of estates of males from the value of estates of both

Federa! Trade Commission in its tabulation allotted $258 (the average value of
. the pooresr class of estates probated) to the non-probated estates, while King, as
we have seen, allotted only $100 to such estates.

3 An estimate offered oy King on p. 2t of an artide entitled ‘The Net Volume
of Saving in the United Statey’, Journal of the American Statistical Association,

XVIII (1g22), 305-23- This figure is appareptly an average value for 1916-19.
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males and females. As before, the distribution above the $50,000
mark followed the i=deral data, while the ‘under $50,000 class
absorbed what remained.

With both these distributions reduced to logarithimns, the next
step was to plot them, after which readings were taken from the
curve to show the distribution of estates among the various per-
centages of the holders. This made possible construction of a
Lorenz curve and comparison with the Massachusetts data for
188g-91. On the basis of this comparison wealth secined to have
become distributed much more evenly between 18891 and
1916-21; so much more, in fact, that doubt was cast upon the
reliability of one or both sets of data. After consideration of pos-
sible sources of bias in the two sets, King concluded that the true
curve probably lay between the line representing the Massachu-
setts data and that representing the fedexal estates data.>

Developing W. R. Ingalls’ method of analyziug inventories
and capitalizing income, King constructed the third type of dis-
tribution of wealth: among all the inhabitants of the United
States.** His method was very complicated and the published ex-
planation is meagre. Examination of the manuscript, however,
makes possible the following more detailed description.

King's general approach was (1) to distribute the farm wealth
among farm owners and tcuants, (2) to distribute the non-farm
wealth among non-farmers, (3) ts cembine these distributions
into a distribution of wealth among all property-owners.

Net wealth of farm owners was estimated from census records
by a complicated system involving sundry assum ptions concern-
ing the proportion of agricultural debt borne by farm owners.
the proportion of tenants’ equipment they possessed, and the

2 W. L. Crum has subjected these federal estate 1ax data to rigorons statistical
analysis in ‘The Distribution of Wealth’, Harvard Business Report. No. 1y
(Ott.ober 1935)- He does not venture 2 complete distribution of wealth: instead.
he ignores the lower wealth classes and analyzes the tail of the dis:ribution.
along the lines laid down by Pareto.

23 King.. ‘Wealth Distribution . . < pp- 146-53. See especially Ingalls. op. ..
Ch. X, cited by King. This chapter is a reprint of an article appea ring in fron Age.
October 4, 1923, which was written to disprove the popular belief that 2 per cent
f’f fhc people own 65 per cent of the wealth in 1he United States. This belief.
incidentally, is traceable 1o King’s Wealth and Income. Although he made ne
attempt to construct a distribution of wealth, Ingalls concludes 1hat the richest 2
Per cent own ahout one-third of the weaith.
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like. The final figure, for the end of 1921, was set at $46.5 billion,
which was then parceled out among the 3,928,000 farin owners.
This total wealth of farm owners was first distributed by size of
farm, on the basis of Census data on the value of farm property
in farins having various acreages. Since the Census gave also the
number of farms in each size class, the assumption that the pro-
portion of tenant-owned farms in each size class was the same
reduced this raw Census distribution to a farin owner basis. The
wealth in each size class was then split between owners and ten-
ants in the same proportion as total acreage in each size class was
split between these two groups. The final step was to cumulate
the wealth (size) classes and farm owner frequencies, and read
off at the desired wealth class intervals the corresponding fre-
quencies. Decumulation gave the distribution of wealth among
farm owners. The resulting curve was smoothed, and the total
wealth made to equal $46.5 billion. By similar statistical pro-
cedures and arbitrary assumptions the net wealth of farm tenants
was estimated and distributed.

King next turnied the spotlight on the distribution of wealth
among non-farmers, including agricultural laborers. The first
step was to calculate the distribution of holdings in the stocks of
corporations. The next was to estimate the corporate bond hold-
ings of each weaith class. The funded debt held by individuals
was distributed among income groups in the same proportions
as interest payments. The third step was to distribute the hold-
ings of government bonds among non-farmers, which was also
done on the basis of interest payments.

The sum of the wealth thus far accounted for—wealth of farm
owners, wealth of farm tenants, and securities held ; non-farm-
ers—totaled only one-half of the Census-estimate of $298.4 bil-
lion of privately owned wealth in the United States at the end of
1922. This Census estimate, when adjusted to December 31,
1921 conditions, became $281.2 billion, which agreed fairly well
with an independent Nacional Bureau of Economic Research
estimate of $291.1 billion. Diverse methods were employed to
 distribute the other half of the total wealth. Real estate was dis-
. tributed along the lines indicated by Statistics of Income data

LI Y

on “profits from sales of real estate, stocks, bonds, etc.”, “‘rents
and royalties”, and “interest and investment income”; urban




16 PART ONE

owner-occupied houses and other consumption goods were dis-
tributed according to the current money income received by the
corresponding sections of the population; and the value of resid-
ual, miscellaneous wealth items was distributed on the basis of
the Statistics of Income data on “profits from sales of real estate,
stocks, bonds, etc.”, from “business” and from “partnerships,
fiduciaries, etc.”

As a result of this manipulation, King succeeded in distribut.
ing wealth among non-farmers by income classes. The next step
was to pass to wealth classes. The technique, called Method H,
was frequently employed by King and merits quotation:

“Method of Constructing a Frequency Table from a Table
Giving the Total Wealth and Number of Persons in Each
of a Number of Irregular Classes

t. Cumulate the number of persons. Cumulatc the amounts of
wealth. Plot the cumulated quantities against each other. Run a
smooth curve through the points.

2. Take frequent readings from the curve showing the cumulative
numbers of persons and their cumulative wealth at each point.

3- Decumulate the record showing the numbers of persons to find
the numbers of persons in the new classes. Decumulate the wealth
readings to find the total wealth in each of the new classes. Divide
the wealth in each class by the number of persons in the class to find
the average wealth of the class.

4- Take the mid-points between the cumulative frequencies found
in (2), and plot against the average wealth in each class.

5. Take readings on this cumulative curve at the desired class
li]mits for wealth. Decumulate to find the numbers of persons in cach
class.

6. Get an approximate verification of the results by multiplying
the mid-point of each class *+ by the average wealth of the class and
summating the products. The total should correspond with the
known aggregate of wealth.

7 If it does not approximately correspond, the number of classes
In (2) is not large enough. By summating the wealih in separate

sections of the distribution and comparing with the decumulated

*¢ This appears to be a ‘Ypographical error in the original manuscript. Presum

ably ‘number of persons in each ciass’ should be substituted for ‘mid-point of
cach class'.
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figures in the early part of the curve, it may be possible to locate the
region in which the major errors occur. In these regions, more read-
ings should be taken in (2) and the later steps should be repeated.
This process should be continued until the results are satisfactory.”

The final step in King's construction was to combine the three
distributions of wealth among farm owners, farm tenants, and
non-farmers. The resulting distribution gave the number of
wealth owners, i.e., income recipients, in each of 48 wealth
classes ranging from “$o up to $200" to “$40,000,000 and over”.
In this manner $281 billion in wealth was distributed among 41
million wealth holders (i.e., income recipients).

Salient features of the inequality in the distribution of wealth
were pointed out at various places in the manuscript, by means
of simple percentages and Lorenz curves. The latter showed, in-
cidentally, the distribution of Massachusetts estates to be the
most unequal of the three distributions, while the distribution
of the estates reporting under the United States inheritance tax
was the least unequal, and the distribution among the living
occupied a middle ground. No conclusions respecting the social
desirability of the existing distribution were essayed.

King is credited also with a distribution of wealth for 1928,
constructed for the Hanover Bank and Trust Company. W.
Tresckow, vice president of the bank, published ir in 1931 **
under the title, ‘Estimated Cumulative Distribution of Private
Property of Individuals among the Entire Population’. The
cumulation is from rich to poor. The distribution applies to the
continental United States, as of the end of 1928, and contains
forty wealth classes. By means of Lorenz curves it is compared
with King's distribution for 1921. No comments concerning the
methods or data used in constructing the 1928 distribution are
offered by Mr. Tresckow. His sole concern is with the significance
of these data for trust departments of banks. Moreover, there
seems to be no publication by King describing this distribution.?

18 “Trust Business Poasibilities; The Distribution of the Wealth of the United
States and Potential Trustors’, Burrough's Clearing House, September 1931, pp.
13-15, 43, 4.

26 In a letter to the writer dated April 4, 1938, King stated that the method was
fundamentally the same s that used in calculating the 1921 distribution of wealth.
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d) Doane’s ‘greater diffusion’

Since King’s endeavors. only one attempt to distribute by size the
wealth of the people of the United States seems to ]]il\'(.‘ been pub.
lished: that by R. R. Doane in 1935. In a series of articles in the
Annalist,*” Mr. Doane patently set out to justify the present dis-
tribution of wealth, using as his basic data probated cstates fig-
ures previously analyzed by other students of the problem :nd
tax payments information appearing in official publications. The
Iatter procedure holds special interest for us, since by means of
total tax payments and certain other information in the Treasury
Department’s Statistics of Income and the Census publication,
Financial Statistics of State and Local Governments, 1932. Doane
constructed a distribution of gross private wealth holdings by
income classes in the United States for 1932.%% He launched his

**"Snmmary of 1he Evideince on the National Weahh and s Increasing Diffusion”.

July 26, 1935, pp. 115-8:

"An Accurate National Wealth Censns: Siaistical and Orher Liminions’, Aug.

2, 1935, p. 158;

“Tax Payments as an Aid to More Exaci Meusurement of Wealih Distribiions,

Aug. 9. 1935. pp. 189, 214;

‘Changes in 1he Disiribution of Wealih Since 1880: Greater Diffusion Shown’.

Aug. 16. 1935. pp. 222—4:

“The Geographic Distribmion of 1he Physical Wealili in 1he United States’. Nov.

15, 1935. pp. 676-9:

‘Properiy Ownership by States; Security Holdings. Tnsurmce Equities. ete.”. Dec.

20, 1035, pp. 844-6;

“The Division ol the Naional Wealth beiween Farm and Non-Farm Property ',

Jan‘. 31. 1936, pp. 196. 197:

*Distribution of Corporaie. Individual and Publie Debns and Equities, 19427, Man

15, 1936, pp. 718, 71g. 725.

Several other Annalist articles. not originally intended to he 3 part of this series,
nevertheless belong there:

‘R. H Jackson. “Full Text of Memorandum on the Navional Wealth and Iis Dis.
tribution’, Aug. 30. 1935, P- 292 (a criticism of the mielhols and fizures gsed
by Doane in his third anicle);

R. R. Doane, ‘Rejoinder’, Aug. 30, 1935, pp. 292. 293. q12:

S.. N. Whitney, ‘Weakness of Data Supponing Conclusion of Increase in Dif-
fusion of Wealth’. March . 1936. pp. 368, 369. 392:

R. R. Doane, *Statistical Bases for National Wealth Fstimates'. Maych 27. 1036,
P- 478 (2 reply to Whitney’s aiiticism): N

S. N. Whitney. ‘Satistical Bases for National Wealiny Estimates”. April jo. 1936
PP- 542. 562 (a further rebuutal (o Doane, in lever form). '

28 See p.'|89 of his third article listed above. Incidentally. Doane in several in.
s1ances cites p. 68 of the Census Teport on Financial Stayisyic of State ana Tocal
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construction by distributing total tax payments (other than fed-
eral incore taxes) by income classes above $5,000, adding cor-
porate taxes to this total and allotting the rest of the tax bill (as-
certained in an unexplained manner) to all income classes under
$5.000. Although some of the arithmetic is not clear, Doane
seems to have distributed the Census total for annual valuation
of property among (1) income classes over $5,000, (2) corpora-
tions, ($) a2 ‘non-reporting” group later assumed equal to income
classes under $5,000. This allocation was carried out roughly
according to a Census estimate that the average tax rate per $100
of assessed valuation was $3.08 in 1932. The tax payments were
distributed among the income classes over $5,000 apparently in
proportions derivable from Statistics of Income data for 1932.
His references to this source are too general to allow checking
these percentages. Once the general property was distributed,
the corporate holdings were dropped out, the group ‘non-report-
ing’ was labeled ‘under $5,000’, and the addition to this distri-
bution of intangible property was undertaken. Relying pri-
marily on Statistics of Income data he allocated to the various
income classes tax exempt securities, other bonds, notes and mort-
gages, capital stock, savings and other deposits, and life insurance
equities.” His resulting distribution presented total gross hold-
ings by income classes, with incomes above $5,000 divided into
nine categories, and those under $5,000 included in one category.
No figures were given for the number of wealth holders (or of
income recipients). During the week a significant transformation
of this distribution took place, for in the next (the fourth) article
it was summarized in such a fashion that the incomes under
$5,060 fell into four classes, and the percentages of total number
and value were given not only for each of these four classes but
also for each of eight classes over $5,000. Neither the method of
ascertaining and distributing the number of wealth holders nor
the manner in which the wealth holdings of the ‘under $5,000’
class were divided into four sub-categories is indicated. No abso-
lute figures are given in the final distribution, only the percent-
Governments, 1932, when he must mean p. 66; a tuble of contents appears on

p. 68.

29 It was with this phasc of his analysis that R. H. Jackson, then Counsel for the
Bureau of Internal Revenue, raised his most serious objections. Jackson charac-
terized Doane’s figures as “very misleading”; see Annalist, Aug. 30, 1933, p- 202.
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ages of an unknown total. Apparently it is .to be taken on faith,
and in any case it is in terms of wealth per income class, not per
class of wealth holders.

The rest of Doane’s analysis, in which he tries to demonstrate
an increasing diffusion or lessening inequality in wealth distri-
bution since 188o0. is not of particular interest to us because he
uses (sometimes in misleading form) ** data, prepared by other
investigators, with which we are already familiai: Masaachusetts
estates data for 187981, Lorenz’s data for six Wisconsin counties
in 19oo, King's computation of a complete distribution of wealth
for the continental United States in 1921, and, finally, his own
figures for the distribution of wealth in 193e.

€) Lehmann’s novel method

In recent years an ingenious method for estitnating the amount
of wealth held by the richer classes has been employed by Fritz
Lehmann. In his contribution to Political and Economic De-.
mocracy a general outline of the method is presented. In a later
publication, it is explained further

Briefly, the method runs as follows: From the estate tax tabu-
lation in Statistics of Income ascertain the average value of es-
tates in each estate class by subtracting go per cent of the ‘Debts,
unpaid mortgages, etc.’ from the “Total gross estate” and divid-
ing the remainder by the number of returns in the given estate
class. Determine by correlation the function refating this aver-
age valuc of estate to the item ‘Capital stock in corporations,

3¢ For example, estates of females were not excluded from the Massachusctts data.
although King was careful to subtract them becaunse it could not be expected
that their estates would be comparable to those filed by males. By including the
estates of females, Doane increased the inequality of his carliest distribution.
which had the effect of indicating an increasing diffusion of wealth through
time when it was compared with the later figures.

31 Fritz Lehmann, *The Distribution of Wealth’, Political and Economic Democ.
racy, ed. by Max Ascoli and Fritz Lehmann (New York, 1937), pp. 135975
Gerhard Colm an1 Fritz Lehmann, Economic Consequences of Recent Amevican
Tax Policy, supplement 1, (1938) to Social Research. See especially pp. 43-53. and
Appendix A, prepared by Charles Stewart, entitled *Mcthod of Estimating the
ln.ﬁm‘:nce‘ of the Personal Income, Gift and Estate Taxes upon Savings and the
DlSll’lbl‘l!lon of Wealth’, PP- 91-8. For a detailed statcment of the technique and
evaluation of its advantages and limitations see Charles Stewart, Part T'wo. dis-

::;ion °7 W- L. Grum, Mikion Friedman, and Fritz Lehmann. and Mz Stewart’s
Y-
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found in the same estate tax table. By means of (a) this function,
(b) the personal income tax tabulation of ‘Dividends on stock
of domestic corporatior’, and (c) an assumed average dividend
rate for commen stock, compute the average size of estate cor-
responding to the various income classes. That is to say, from the
regression line associating stock holdings with average size of
estate ‘read’ the average size of estate corresponding to the capi-
talized value of common stock dividends.

There are several statistical defects and arbitrary assumptions
impiicit in this method, as Lehmann is careful to emphasize.
Moreover, it gives only the tail of the wealth distribution, and
fails to tell anything about the bulk of the wealth holdings.
Finally, it shows the wealth holdings by the constituents of in-
come classes, not of wealth classes; so there remains the problem
of passing from income to wealth classes. Nevertheless, the results
have a fair share of utility, and Lehmann’s analysis is an excellent
example of those problems the study of which is facilitated by
a knowledge of the size distribution of wealth and income.

2 PURPOSE OF THE STUDIES

It was no mere coincidence that the Sherman Anti-Trust Act
and the genesis of a more or less intensive study of the distribu-
tion of American wealth both occurred in the last decade of the
nineteenth century. The first phase of the so-called trust move-
ment—characterized by trusts-proper, such as the original Stand-
ard Oil combine of 1879—was drawing to a close, and the growth
of monopolies was about to enter upon its second phase, that of
holding companies and giant consolidations. Moreover, the
secular fall in prices had reached its trough.

a) Early students ethically motivated

Both Holmes and Spahr seemed to be gravely concerned about
the inequality in the distribution of wealth indicated by their
estimates. They were apparently more interested in the social
implications of the figures they compiled than in the accuracy
- and representativeness, from a statistical standpoint, of their

-resulting distributions. Holmes did not make a specific study of
“- the tax problem in his article, yet he did suggest “progressive
~ taxes on income, gifts and inheritances” to keep the concentra-
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tion of wealth from going too far?** Spahr, althongh his book
was labeled The Present Distribution of Wealth in the United
States, neverthcless felt that the inequality in this distribution
warranted devoting the coucluding portion of his text to the
problem of taxation, especially the inequity of the tax burden
in relation to the distribntion of wealth and income. Singularly
enough, althongh he was writing before the days of onr income
tax, he conciuded that the tax burden with respect to income
was relatively just, but with respect to wealth, relatively nnjust,
He even forecast a progressive property tax. so alarmed was he by
the widening gulf between classes. Finally, Spahr pondered tax.
ation as a solution to the wealth distribution problem long
enough to perceive that “the future laws which shall make better
or worse the distribution of property are likely to accomplish
their end, not by the bodily transfer of property from one class to
another, but by making more equal or more unequal the distri-
bution of the future incomes of the people” . This quotation
confirms a suspicion held as early as Spahr’s day that the real kev
to the problent of the concentration of wealth resided ultimately
in the distribution of income.

b) King's purpose statistical

By the time King made his analysis of the Wealth and Income
of the People of the United States in 1915. he was able to say
without serious danger of being controverted that the distribn.-
tion of income was more important than the distribntion of
wealth, and that the latter wonld not need to be analyzed, were
1t net that the possession of wealth gives power. Before lannch-
ing his statistical inguiry, King discnssed in general terms the
problem of wealth concentration, and concluded that only a
moderate (not the existing) mnequality in distribntion of wealth
was justified by social and cconomic considerations. Not until
the end of the book did he revertto the ethical problem involved
in wealth and income distribution, when he cited popnlation as
a controlling factor, and emphasized the slogan “Poverty must
go”.* No program of taxation was proposed, and a transfer of
32 Holmes, op. cit., p- 60o.

33 Spahr, op. cit,, p. 3.

3¢ King, op. cit., PPp. 238-55.
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wealth was frowned upon. The problem foremost in his mind
seemed to be statistical. He was concerned with constructing an
accurate and representative distribution of wealth for 1g10. It
has already been pointed out that this analysis was only for
selected sections, not for the country as a whole. Therefore, our
chief interest centers on a later work by him, in which a complete
distribution of wealth for the continental United States was es-
sayed.

In this second study, King seems to have changed his mind
somewhat as to the usefulness of wealth distribution analysis,
for he states that “trom the social standpoint, nothing can be of
greater significance” than the distribution of wealth per person
or per family.® As before, he asserted that “the outstanding
characteristic of wealth is that to its owner it gives power”, and
that “the possession of wealth is a great convcnience” ** He now
emphasized, perhaps more than before, the political significance
of wealth, a wide diffusion of wealth being taken to imply politi-
cal stability. Aside from these brief comments, King in his
second study was concerned solely with the statistical problem
of constructing a distribution of wealth among the inhabitants
of the United States. Even the slight ethical tinge of his preceding
study is absent, by design.*’

c) Doane an apologist

The purpose of the most recent complete distribution of wealth
is not far to seek. Doane is an apologist for the present concen-
tration of wealth in the United States, and his purpose was not
only to show that wealth concentration is decreasirg but that
the current inequality in the distribution of wealth is justified
on the basis of age differences in the population. The problem

of statistical analysis seemed to be secondary, though the study
35 ‘Wealth Distribution in the Continental United States at the Close of 1921’
P- 139-

38 Ibid., p. 140.

87 Ibid., p. 153. No elaboration of this teleological design is offered in the manu-
script. King dismissed the question by referring in the Introduction to two groups
particularly interested in the distribution of wealth and income: reformers and
sales managers. The former need to know the facts about inequality of wealth
holdings and income receipts in order the better to carry out their social programs.
The latter are anxious to know how wealth is distributed and income divided in
order to gauge correctly the demand for their products.
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is replete with figures. It is to be expected that I)()z‘me \\'Ol‘llfl
steer clear of such problems as redistribution hy taxation, politi-
cal stability, and social security, which engaged earlier students
of the wealth question.

3 STATISTICAL ADEQUACY OF THE STUDIES

So far as statistical adequacy is concerned, all our inquiries have
been impeded by a dearth of pertinent data. In addition each
study has individual defects.

Holmes, relying on Census data of farm and home proprietor-
slip, did not construct a frequency distribution of wealth hold-
ings; he was content with noting, after the fashion of Iorenz
curve analysis, the proportions of wealth held by given propor-
tions of the population, and no rigorous accuracy for these fig-
ures was claimed. In general, Holmes’ study presents only rough
estimates of the general concentration of wealth holdings in
the United States, and is not quite in the same class with the
later studies.

a) Spahr's weaknesses

Spahr, by utilizing a method long popular in Europe, attempted
to construct an actual frequency distribution of the wealth hold-
ings for the entire United States. We have seen that he relied
on probated estate records for New York State outside New
York City and Brooklyn, and on certain Census farm mortgage
data respecting the value of farms, In addition to his too free use
of ‘common observation’ when statistics were either few or
biased,** Spahr’s analysis is open to the following objections:

1. It seems improbable that New York State outside of the
metropolitan area was representative of the entire country, es-
pecially in 18qo, with respect to the distribution of wealth. Not

% An oft-quoted statement from the Preface (p. v) of Spahr’s book, follows: “The
conclusions reached Tespecting the present distribution of property and incomes
are in the main those which common observation has forced upon thoughtful men
and women in the ordinary walks of life. The writer has learned. and hopes to
teach, that, upon matters coming within its field, (he common observation of
common people is more trustworthy than (he statistical investigations of the
most unprejudiced experts. Indeed, he has come 10 believe that social statistics
are only trustworthy when they show 1o the world at large what common ob.
servation shows to those personally familiar with the conditions described.”
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only was New York State one of the first to be colonized and
settled, but it was also industrial while the states in the South
and growing West were predominantly agricultural. The one
link made to farm mortgage data * seems insufficient to com-
pensate for this basic dissimilarity.

2. Evenif the data for New York State were representative of
the entire country, there is still the question of how closely a dis-
tribution of wealth among decedents represents the more realistic
concept of the distribution of wealth among the 12,500,000 fam-
ilies in the United States. As mentioned above, this defect has
long been recognized, for not only are many estates never filed
for probate, but some of those which are filed have no inventories
attached, considerable property is held jointly (e.g., by husband
and wife), and gifts in anticipation of death are common. In ad-
dition there is a tendency to underestimate large estates for tax
reasons and exaggerate small ones by failing to specify the debts.
By adjusting the original data Spahr tried to overcome some
of these defects, but not until King's first study was a systematic
attempt made to correct for these errors.

3. As already pointed out, ‘it is estimated’ is the weak point
in Spahr’s entire analysis, and his resulting distribution of wealth
was little more than a guess, bearing only general similarity to
the probated estates data criginally intended to be basic.

4- Anidentity was assumed between estates and families that
is neither explained nor readily apparent.

5. Finally, no careful definition of wealth was attempted.
The concept employed seems to involve both realty and per-
sonalty, while the chance that there might be overlapping be-
tween the two in his complete distribution was not mentioned.
The total aggregate wealth actually allocated to the 12,500,000
families was apparently a Census estimate of the tangible prop-
erty in the United States.*

32 Le., his estimate that about one-eighth of the farms seemed to be worth more
than $5,000 each.

40 According to the Compendium of the Eleventh Census, 1890, Part III, p. 94.
“The true valuation of all tangible property in the United States, exclusive of
Alaska, at the close of the Census period, 1890, amounted to $65.037.091,197.” No
acoount is taken of “credit money, or of promissory notes, mortgages, or securities,
although such items are frequettly subject to ad valorem taxation”. “True valua-
tion' is cuonstrued to mean ‘fair selling price’. Real estate constitutes two-thirds of



26 PART ONE

b) King relatively satisfactory

King, in both his studies, gave evidence of being a relatively
thorough and careful statistician. Yet defects are present. In his
book, Wealth and Income, he attempted partial coverage in his
distribution, using probated estates data for Massachusetts and
Wisconsin. Such records are open to the objections pointed oug
in connection with Spaln’s study, while King’s attempts to over-
come some of the more obvious defects in these original data are
questionable. He offers no Justification for his maximum limit
of $500 assigned to non-probated estates of Massachusetts males
who died when 25 years or older, and one wonders why he should
have assigned an average value of $375 to such estates in the first
period studied and $400 in cach of the other two. A. A Young
has suggested as a further criticism of King's method that he
should have allowed for the niuch greater inequality of posses.
slons among men at the close of life than among men with a
normal age distribution.+ Finally, even for Massachusetts, the
distribution constitutes only a sample, since the 40 per cent of
the estates filed withont inventories were assumed to be distrib-
uted in the same Proportions as the other 6o per cent. A similar
criticism is applicable to a] the distributions based on probated
estates records.

King’s second, more ambitious attempt to construct a distri-
bution of wealth for the entire country was so inadequately ex-
plained in the published article that evaluation of it must have
reference to the manuscript description. The use of probated
estates data—the methog King employed in his first 1921 distri-
bution—has already been criticized. Iy need only be added that

this $65 billion total. with milroads tking second. Other jten Ited e plan
machinery and raw materials plus finished goods on hand. farm inventories in-
cluding livestock, mines and quarries, gokl and silver. and contmunications. <hip-
ping and canals. According to Part | of the Compendium, P- 856. the number
of families is put at 12,690,152,

1 A. A Young’s review of King's Wealth ang {ncome, Quarterly journal of feo.
nomics, XXX (1916), 583. This criticism, while not obvious a priori, may be
borne out by King's 1927 article in which the distribution of wealtl, among all
the people of the United States in 1921 was shown to be |ess wnequal than the
distribution of wealth ameng decedents iy twenty-four seattered counties during
1912-23 (p. 151). On the other hand. the method of constructing the 1921 distribu
tion (on the basis of income classcs) may have been such as to attenuate the
inequality in the distribution.
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the divergence ainong the distributions obtained by the differ-
ent applications of this method—i.e., Massachusetts data of
188g-91 and King’s two wealth distributions based on probated
estates and described in the manuscript—does nothing to dis-
pel the doubt cast over the results. The process of capitalizing
income—XKing’s second 1921 method—is likewise dangerous be-
cause the returns from different but monetarily equal units of
capital vary greatly. Since two persons with the same income
from capital may have widely different aniounts of capital, it
would seem that a distribution of wealth constructed by capital-
izing income is essentially a distribution of income. Wealth
holders are classified by income classes and the aggregate wealth
is distributed among these wealth holders roughly in proportion
to their incomes. Such results may give a general idea of the
distribution of wealth; but as frequency distributions amenable
to measurement and interpretation, they are obviously inade-
quate. In addition, this method required the assumption that
the class of wealth holders is identical with the class of income
recipients. Unless the wealth tally was sufficiently refined to reg-
ister relatively minute holdings, it would seem that the latter
class was larger than the former. Also, if capital losses were taken
into account, it might well be that certain persons with wealth
would still have no income. Finally, the assumptions required
in utilizing the farm and income tax data were not only numer-
ous butalso arbitrary.

PR

¢) Doane confusing

Compared with Doane’s construction of a distribution of wealth
for 1932, King's statistical method is a model. Doane’s analysis
is more heavily documented, but not much more effectively,
since certain page references are so general as to be virtually
useless. Because Doane follows the principle that the real prop-
erty of an individual is some multiple of his tax payments, he is
open to a criticism similar to that inveighed against King: an
average tax bill per unit of assessed valuation is bound to con-
ceal variations that would alter radically the wealth holdings of
individuals. Further, his method of passing from assessed valua-
tion to real value is based on another general average derived
from National Industrial Conference Board figures, and is open
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to the saine criticism of concealing significant variations among
properties. Since not only assessed valuations but also tax rates
may vary markedly from section to section, and among .kmds
of property within a section, such estimates of the distribution of
real property are questionable. Doane’s distribntion of such per-
sonalty as securities, life insurance, and savings deposits has not
only been found factually wanting by R. H. Jackson,** but also
involves the previously criticized principle of estimating wealth
by capitalizing income. In general, it seems that Doane greatly
exaggerated the number of holders of such personalty by failing
to consider duplications arising from the fact that one person
may hold stock in several companies, that many life insurance
policies are industrial and others weekly (among wage earners,
especially), and that a person may have life insurance policies
and savings deposits in more than one institution. Moreover,
Doane’s resulting distribution of percentages explains neither
how the number of wealth holders was estimated and distributed
nor how the class interval of ‘under $5.000" was subdivided into
four categories. Finally, Doane does not convert his ‘wealth
holdings by income classes into the more consistent ‘wealth
holdings by wealth classes’. Doane’s distribution resolves itself
into a distribution of wealth arranged in the proportions in
which income is distributed,** which is in turn made to follow
the distribution of tax payments. Precisely what meaning such
a distribution has is hazardous to predict.

In general, the statistical picture presented by these attempts
to construct distributions of wealth holdings by size in the United
States is as gloomy as the picture of our concentration of wealth
itself is to some people. Not only is there a pancity of pertinent
data, but (a) no decision has been made as to what constitutes
wealth—what, that is, should be distributed among the individ-
uals or families, (b) there is no agreement whether wealth dis-
tributions should be on the basis of individuals or familjes (or

42 Annalist, August 80, 1935, p. 2g2.

18 This would deceptively show a greater diffusion through time (when compared
with earlier distributions based On estates), for income is distributed more evenly
than wealth because human skills and @padities are not included in wealih es.
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estates),* and (c) there is some question as to the intrinsic use-
fulness of a distribution of wealth, when a distribution of in-
come is contemporaneously available. King suggested as the
chief merit of the former that it revealed the distribution of
power and of security against emergencies. But it may also be
argued that the distribution of income is equally revealing as
to the distribution of economic power, and more important in
certain tax problems, in analyses of savings and the velocity of
money, in the problem of welfare from the subsistence and stand-
ard of living viewpoint, and in economic theory. The problem is
complex, but it has yet to be proved that a distribution of wealth
is of as great intrinsic value in the study of social problems as a
distribution of income.

4 RECAPITULATION OF WEALTH DISTRIBUTION STUDIES

The salient characteristics of these earlier studies of the distri-
bution of wealth can perhaps best be contrasted by an outline
that emphasizes in summary form major points of similarity and
difference.

DATE OF
DISTRI- BASIS

NAME OPUS  BUTION  OF ESTIMATE UNIT  PURPOSE. REMARKS

G. K. Holmes 1893 18g0 Tangible Census  Social—suggested
wealth, family  restrictive taxes:

Census only outline of

estimate frequency  distri-

bution given.

C. B. Spatii 1896 i8guv  Estates pro- Estate  Social — taxation

batedin N.Y.  Family problemanalyzed;
State perceived income
distribution as

vital.

W.IL.King 1915 1860 Estates pro- Estate  Statistical. Com-
1880 bated in Mass,, plete coverage of
18go and Lorenz U. S. not attempt-
1goo  estates data for ed. Income distri-

six Wis. bution more re-
counties vealing.

44 In addition, in those distributions among families. no attempt is made to
refine the Census concept of what constitutes a familv,
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j0
DATE OF
PISTRI- BASIS

NAME OPUS  BUTION  OF ESTIMATE UNIT PURPOSL, RIMARRS
W. L King w7 1912~ Federal "I'rade Fstate  Statistical, but
1923  Commission links wealth dit-
(1926 Report) {usion with politi-
data on estates cal stability. Not
probated in 24 complete  cover-

cotmties age.
1921 Capitalize Property  Converted income
income owners  classes into wealth
clisses:  complete
coverage claimed.
¢ 1928 The same Entire  For New Yok

population bank,

R. R. Doane 1935 1932 Capitalize Income Apologist for
income:nd tax  receipts  present  wealth
payments distribution.

Analysis decep-
tive, confusing.
¢ Published by W. Tresckow in 1931.

Il American Studies of the Distribution of Income

1 HISTORY AND METHODS

Analysis of the distribution of income seemts to have been secon-
dary to, and certainly came later than, study of the distribution
of wealth. Yet in discussion of social prohlems the forner soon
gained a significance not accorded the latter, and recent attempts
to construct adequate distributions of income have been 1ot
only more numerous but also on the whole more successfui titan
stmilar endeavors in the field of wealth distribution.

The problems encountered in constructing a distribution of
income are similar to those faced in building a distribution of
wealth. As before, there are two substantive elememts: income
and the receiving unit. The former has no single stmple mean-
ing. The money value of the total flow of economic goods ema-
nating from wealth (both artificial and human) dnring a period
such as a year is commonly referred to as national income, con-
cerning which there is already a considerable body of academic
hterature, an imposing array of estimates, and an extensive
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amount of government as well as public press discussion. But the
total that is employed in constructing a distribution of income
by size need not be, and for many problems should not be, the
same as the total that is relevant as a comprehensive measure of
the end-product of the economic system. The second element—
income recipient—admits of as many definitions as the wealth-
holding unit previously described.

As with wealth holdings, there has been no complete census
of individual or family incomes in the United States. Therefore
the problem is again one of raising a sample to universal cov-
erage. Itis chiefly in the nature of the samples, in the assumptions
used in inflating them, and in the choice of income recipient
that the various distributions of income differ.

a) Spahr first to try

As a sequel to his construction of the distribution of wealth,
Spahr in 1896 essayed a distribution of income among families
in the United States. There were tour steps in his analysis.

Total national income was computed on the basis of Census
returns and labor bureau reports of state and federal govern-
ments. Agricultural income was assumed equal to the 1889 value
of farm product plus an estimate of the rental value of farm
houses. Manufacturing income was derived from Massachusetts
data on wages and profits, and from railroads and mines data
in the Census reports. Service income was based on wages and
profits in stores, while professional income was estimated from
that of ministers and doctors. Tn estimating manufacturing and
service income from wage rates (not earnings), average unem-
ployment was allowed for in the following proportions: a dollar
a day implied $260 per year, while $8 per week meant $360 per
year. Income from urban real estate was estimated at 6 2/3 per
cent of its value. The total income, prior to taxation, of the 22,-
435,000 persons gainfully employed in 18go was finally set at
$10,800,000,000.*° This total was distributed among the 12,500,-
000 families in the United States.

15 Spahr, op. cit., Ch. V and VI, especially pp. 104, 105. This is more than a
billion less than King’s 1915 estimate of the national income in 18go (see Wealth
and Income, p. 182).
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After enunciating the gencralization that capital reccived two.
hiths of the national income, and labor of all kinds the other
three-hfths, Spahr declared that the ‘safest guides” in the distri-
bution of income by classes were the previonsly ascertained dis.
tribution of property, ‘common observation’ respecting the pro-
fessional and business incomes of the wealthy and well-to-do,
and Boston data on the distribution of rents.® On the basis of
these gnides, Spahir decided that the '$50.000 and over cluss of
wealth holders corresponded to the '$5,000 and over’ class of in-
come recipients, with the modification that 75.000 of the well-
to-do families with possessions less than $350.000 were also in the
‘$5,000 and over’ income category, thereby swelling the families
in this group to 200,000. Similarly. the ‘$50.000-85.000" class
of wealth holders was assnmed commensnrate with the ‘$5.000-
$1,200 class of inconte recipients. The above adjustment whereby
75,000 of the families in this well-to-do class were promoted to
the ‘$5,000 and over’ category left 1.300,000 families in the well-
to-do group. Thus far the wealth class intervals have been con.
verted to income class intervals, and the number of families in
each class redistributed.

‘The transfer of 75.000 families to the wealthy class was ac-
companied by an increase of $2.5 billion in the wealth holdings
of that gronp, while $1 billion (representing honschold goods)
were subtracted from this hgure, leaving a total of S3.4.5 billion.
‘The wealth holdings of the well-to-do were reduced $4 billion
because of this family shift and on account of household goods,
while the wealth of the poorer class was cut $1.5 billion by the
deduction of household goods. These classes therefore had left
$19 billion and $7.5 billion, respectively. The reunm on this
capital was estinated at 7 per cent for the wealthy and well-to-do
classes, and 8 per cent for the poorer classcs.+

The final step was to estimate the average labor income of the
families in each class. That for the wealthy classes was set at

48 Spahr, op. cit., PP- t19-21. The reader is referred to Spahr's distribution of
wealth presented in Sec. 1. 1, b above. which is used as the starting poiat for
the construction of his income distribution.

171bid.. pp. 125-8. No reason is given for the choice of these interest rates, and
one wonders why the poor should enjoy 4 higher pereentage

. retinn than the
tich. Surelv the poor are not better able to make wise and luer,

ative investnents.
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$3,500, for the well-to-do $1,200, and for the poorer $380, the
last-named figure being a weighted average of an urban income
of $500 and a rural income of $g0o. Although no precise inethod
for estimating these averages is given, they are probably based
on common observation, and made to jibe with the aforemen-
tioned dictum that labor of all kinds received three-fifths of the
national income.

C. B. Spahr

DISTRIBUTION OF INCOME IN THE UNITED STATES, 189048
(PRIOR TO TAXATION)

AVERACGE IERCENTAGE  TOTAL
FAMILIES  INCOME, CAPITAL RETLRN ON  INCOME

FAMILY INCOME (thousands) i.ABUR (millions) carrtar  (millions)
$5,000 and over 200 $3.500 $34.500 7 $3.110
5.000—1,200 1.300 1.200 19,000 7 2890
Under $1.200 11.000 880 7.500 R 4800

It is possible to expand the resulting distribution, summarized
in the accompanying table, by an added comment of Spahr’s:
“More than five-sixths of the income of the wealthiest class is re-
ceived by the 125,000 richest families, while less than one-half
of the income of the working-classes is received by the poorest
6,500,000 families.”” This statement has been introduced by the
present writer into the foregoing table, and average family in-
comes computed. with the accompanying approximate results.

C. B Spahr
EXPANDED DISTRIBUTION OF INCOME IN THE UNITED STATES, 1890

FAMILIES TOTAL INCOME
INCOME CLASS (thonsands)  AVERAGE INCOME. (millions)
. . 125 $20,733 $2.502
$5.000 and over { - 6.911 518
5.000 10 1,20 1,300 2,223 2.8g0
4500 556 2,500
Under $1,200 {6.500 354 2,300 49

A. J. Ferris, a Philadelphia writer with pronounced precon-
ceptions, cast Spahr’s income distribution, by a series of unex-
plained adjustments and assumptions, irito a different form.

18 Ibid., p. 128.
49 This allocation of “less than one-half” is arbitrary.
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A. J. Ferris

APPROXIMATE DISTRIBUTION OF INCOMNE INTHE UNITED STATES w0
(PRESENT STATUS)

(INpvipuaL Yearey INCOMES)

PERSONS INCOME AVERAGE

INCOME CLASS (thousandsj (millions) INCOM}
Under $60 15000 ¥ 52 3o
6o- 125 35400 2975 N5
125— 250 10,000 1.750 175
250~ 730 3500 1625 150
750~ 2,500 1,200 1.500 1,250
2.500~10,000 2350 1.250 5.000
$10,000 and over 750 775 13,500
ARl L.come Classes 65,000 S10.400 $ o

Ferris, in a note to this table, states: “The presend classification
into several divisions is an amplification of Dy, Spalr’s, following
the data given in his book when they cast any light on the subject,
and for the rest simply based on probability and the analogy of
the main classification. The results here given have been sub-
mitted to Dr, Spahr, and in their genceral featnres were approved
by tim.” Because of the transition from a family w0 a person basis,
itis hard to draw conclusions concermng differences in the shapes
of Spahr’s and Ferris’ distributions. And since tins transition—
ordmarily a difficult and treacherous statistical Job—is not ex-
plained, no jJudgment concerning its validity is possible. Con-
fidence in Ferris’ adjustments, however, is not cncouraged by the
nature of his proposal for alleviating the existing ineqnality in
the distribution of incomes. Ferris woul| increase everyone's in-
come by $16o, the approxnmate amonnt of the average income in
1890. Such a step, lie reasons, wonld double prices, make each
man’s real income cqual one-half of hjs former moncetary mcome
plus one-half of the 3160 average income, and thereby rednce
those incomes aboye the average and incrcase those below the
average. Such a najve suggestion is typical of Ferris’ book.

b) Streightoff shied away

A fine sense of cantion, staustically,

characterize the next
student of the problem, F. H.

Streightoff. In his 1912 sindy of the

oAl T Ferris, Pau[)er:'zing the Rich (Philndclphia, 1899).

tabulation facing p.
192. ‘Present Status’ presumahly refers 1o 18go,

or shorlly thereafier,
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Distribution of Incomes in the United States,* he was concerned
primarily with pointing out the utility of income statistics, the
available American data on incomes, and their insufliciency for
the construction of a complete distribution of income. He tried
to derive the distribution of income from property, but finally
concluded: (a) the number of persons receiving income from
capital is large but unknown, (b) the total national income from
capital cannot be accurately determined, (c) the distribution of
income from property is a futile quest. Although he realized that
value of farm product was not equal to net farm income, and that
wage rates were not distributed in the same fashion as earnings,
Streightoff did employ such figures to construct a “distribution of
incomes primarily from labor”. His principal sources were the
Eighteenth Annual Report of the Commissioner of Labor
(1903), the Censuses of Mines and Quarries (1902), of Manufac-
tures (19o5), and of Agriculture (19oo), Kansas Bureau of Labor
Reports (19o3-07), and the Annual Minutes of ten typical Meth-
odist Episcopal Church conferences (1g10). His resulting table
distributed among three income classes the 19,658,000 males 16
vears and older gainfully occupied in the United States in 1904,
including industrial workers, ministers, agricultural laborers,
and heads of farm families. Since neither the income received by
each class nor by the total group was cstimated, a frequency dis-
tribution in Lorenz curve form of Streightoff's results is not
practicable.

¢) Kingagain the pioneer

As in the field of wealth distribution, so in that of mcome
distribution, W. I. King did the pioneer work as far as statis-
tical adequacy is concerned. In his 1915 study he agreed with
Streightoff “that it is, at present, impossible to give any accurate
picture of the distribution of incomes among the population as
a whole.” 52 However, he had some Wisconsin income tax data
not available to Streightoff, so hie attempted “to classify roughly
the twenty-eight millions of families living in the Continental
United States according to the income which each, respectively,

51 Columbia University Studies, Vol. 111, No. 2 (New York, 1g12), especially pp.
46-56, 137, 150.
52 Wealth and Income, p. 219.
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receives.” ** King took as granted that “any classification of jy.
come must, necessarily, be based upon receipt of families rather
than individuals for it is by fanulies that incomes are received
and disbursed” s+ Although the methods followed by King iy
constructing his distribution of income amony families i 1910
“were mainly graphic and were too varied to describe here” s
they may be grouped into three divisions,

Wisconsin income tax data compiled by H. M. Trumbower
were used to solve the question of how middle class incomes were
distributed. Wisconsin was considered a “peculiarly good sample
state” with a per capita wealth “about equal to the average for
the United States as a whole” Therefore, the central part of the
curve for Wisconsin was considered “fairly representative for the
middle class throughout the entire nation” s¢

The incomes of the wealthy were inferred from United States
Treasury Department and Congressional estintates of the in-
comes of the very rich in certain metropolitan centers in the Fast,
and from preliminary reports on the federal income tax.

Lower classincomes were estimated on the basis of Censusdata,
reports of the United States Commissioner of Labor, and investi-
gations by the bureaus of labor of the varions states. These were
supplemented by private studies of workingmen'’s budgets.

The results of these three methods were combined in an un-
explained fashion (o give “The Fstimated Distribution of In-
come among the Families of the Continental United States in
1910”.*7 The fifty class intervals imcluded tamily 1ncomes be-
tween $0 and $50,000,000. For incomes nunder 81,400 the recip-
lents were classified as ‘'single men’, single women', and “men or
widows with families’; for incomes over $1,400 the only unit of
income recipient was the family.

No explanation of how King estimated the $30,529.000.000 of
national income distributed in the foregoing fashion amoug the
28,000,000 families is attempted here, primarily becanse, with
King and his Successors, the problen; of estimating the total na.

531bid, p. 215,
34 1bid., P 22¢2.
331bid., p. g2,
38 Ibid., p. 220,
57 1bid., pp. 224-6.
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tional product was of-prime, net secondary importance.** Spahr
and Streightoff considered the derivation of the national income
as a means to an end, the goal being the family or individual dis-
tribution of this product. Since Streightof, an accurate formula-
tion of the value of our national output of economic goods has
been emphasized as an end in itself. The development of the
latter technique is outside the scope of this paper, so in discussing
King and subsequent writers, the national income total to be
divided among the individual claimants will be considered given
data.

d) Macaulay’s distribution for 1918

The first publication of the National Bureau of Fconomic Re-
search was a two volume study, Income in the United States.®
As a collaborator in this work F. R. Macaulay made a thorough
analysis of the frequency distribution of annual income among
personal income recipients in the United States in 1g18.% In-
come was defined to be money income plus those items of com-
modity income on which a money value is placed, such as rental
value of owned houses and value of farm produce consumed by
farmers’ families.®" Income recipient was taken to be the indi-
vidual and not the family because (a) it is the individual who
comes into direct economic relationship with the machinery of
distribution, and (b) use of families still leaves unsolved the
question whether to employ theoretical families, biological
families, or families expressed in a need-unit such as the
‘ammain’.®

38 King does not state specifically whether his concept of income indudes capital
gains and losses. From his methods and sources, however, one gathers that it
does not.

50 W. C. Mitchell. W. 1. King. F. R. Macaulay, and O. W. Knarth, Vol. I (1g21),
snmmary, and Vol. 1 (1gz22), details.

8¢ Ihid., T, g41-425.

1 Income is defined to include also statutory capital giins and losses, since these
were apparently not extracted from the income tax data before building up the
tail of the distribution.

€2 I'bid., 10, g41. 342. Macavlay does not deny that the family is the chief unit
of eccnomic need. He apparently takes the term ‘ammain’ from an article by

Edgar Sydenstricker and W. I. King, *The Measurement of the Relative Econontic
Status of Families', Journal of the American Statistical Association, XVII (1g21),

By2-57.
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The total income estimated by the National Burcan was diy.
tributed, before dednuction for taxes, amonyg all who ha Money
tcome as follows: v

1. Income tax data, nnusnally complete for 1918, were ad-
justed to inchnde (a) farmers and small business men whe filed
no retmns, (b) evasion by reporting persons, (©) non-monetary
income referred to above, (d) income from tax-exempt secnrities,

2. O. W. Knauth’s distribution of incomes above and below
82,000, another part of this National Bnrean study, was nsed yq
a check on Macanlay's distribntion.

3. Incomes mnder $2,000, inadequately covered by income
ax statistics, were estimated m an nnexplained fashion on the
basis of wage distributions, small samples of fairmers’ comes,
and other sindices snch as A\ T. Emery's nupnblished sample of
Chicago incomes.

4- Since some business men incur net lesses, Macanlay esij-
mated the nmnther and amonnt of these negative incomes, and
spread them in some manner thronghont the distribution,

5 The final frequency curve was smoothed on the assumy-
tion that, even tllongh the distribntion of mcome followed no
mathematical law,s nevertheless it wonld not be bimodal ang
‘bnmpy'.

The final distribution was presented with small class intervals
ranging from ‘nnder zero' 1o 54.000,000 and over. The 2,500.-
000 soldiers, satlors, and nurmes in 1918 were exclnded from the
mmber of income recipients on the assnmption that in peice-
ume their incomes would be distribnte similzn'ly to those of the
others.

¢) King a prolific contributor

Before the publication of the next major work in this fiekj by the
Brookings Institntion in 1931 a dozen years passed marked by
83 Mitchell. King, .\l:lcmizcy. and Knauih, op. cit.. 1. 121-6. “Personal income
recipient™ here corresponds “closely to the Census expression person gainfully
employed . . | | Perhaps the mos important difference is that we do not. and
the Census does include as Scparate income recipients. farm Iaborers working on
the home farm.” (Ihid., 11, 342n.) But what aboug those persons who. although
not ‘gainfully employed’, are nevertheless in receipt of income (e:3.. from prop-

63 Hig oammation of Parero's funons Jaw led him to 1his conclusion, ibid.. 11.

393, 394.
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increasing interest in the interpretation of income distributions,
especially by consumption economists and marketing students.**
Meanwhile King worked out two complete distributions of in-
come among individuals, one for 1921 and another for 1928, and
attempted to trace annual changes in the distribution of income
for 1914-26.

A distribution of personal incomes in 1921, comprising 32 class
intervals from $o to $1,000,000, was made at the National Bureau
of Economic Research by King, left unpublished, and in 1934
utilized in percentage form by Maurice Leven in America’s
Capacity to Consume.®® No details whatsoever were given by
Leven as to how this distribution had been constructed, but the
circumstances surrounding the 1921 distribution have already
been set forth (above, footnote 18), and examination of the un-
published ranuscript describing its construction reveals that the
work fell into four stages. First King derived the distribution of
earnings among employees; then he distributed the income of
farmers; the third step was to find the income distribution of
non-farm entrepreneurs and income recipients not gainfully em-
ployed; and the final stage was to combine these distributions
into one of income among all classes. Fach step will be described
in turn.

Employees were construed to be not only wage earners but also
salaried workers, including highly paid executives. Of the $34.3
billion 1921 wage and salary bill, $22.7 billion went to the former
(23,602,469 persons) and $11.6 billion to the latter (7,137,531
persons). This was allocated by means of sample wage distribu-
tions for earnings under $2,000 and Statistics of Income data for
earnings over $2,000. The final earnings distribution was a com-
posite of 132 sample distributions (weighted according to im-
portance and adjusted to 1921 conditions) for the lower classes

65 E.g., Hazel Kyrk, 4 Theory of Consumption (Roston, 1923), E. E. Hoyt, The
Consumption of Wealth (New York, 1928), W. C. Waite, Economics of Consump-
tion (New York, 1928) and P. H. Nystrom, Economic Principles of Consumption
(New York, 1929).

& Maurice Leven. H. G. Moulton, and Clark Warburton (Brookings Institution,
1934), Pp- 177, 182-4. Leven derived 1929 equivalents from the 1g2) figures in
order to provide a check on his own computation of a distribution of income for
192q. It could constitute such a check, it should be noted, only to the extent that
the inequality in the income distribution had not changed from 1921 to 1929.
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and of Siatistics of Income frequencies tor the higher ranges,
Afer constructing this distribution. King proceeded to break j;
down by sex and industry. He also ventured an obiter dictym-
inequality is not due solely to income from property: earnings
themselves are decidedly unequal. not only at the extremes but
all along the earnings scale.

The Bureau of Agricultural Economics constructed a distriby.
tion of income among a sample of farm crop reporters in 1922
which formed the basis of King’s distribution of income among
farmers in 1921. This sample curve was adjusted so that an ip.
come total computed on the basis of its shape would correspond
with the farm income totals derived by the National Bureay of
Economic Research. Current money income was first distributed
according to the crop reporter sample. Current money income
was then supplemented by imputed interest on consumption
goods owned, to give entire or total current income. Current
money income was also supplemented by the value of com-
modities produced and consumed on the farm, to give current
money and commodity income. Finally. this was corrected for
changes in the value of property owned (i.e.. unrealized capital
gains and losses). to give total money and commodity income.
This last adjustment was of no mean proportions: an entire cur-
rent money and commodity income of $4.4 billion was slashed to
a total money and commodity income of $2.4 billion. This $2
billion decline represents the diminution in the command over
consumption goods of the sum of money representing the value
of farm property. King argued that this was a r=al not a nominal
loss. This total money and commodity income was distributed in
two distinct fashions. and the resulting distributions combined
by simple averaging. In the first. the 1922 Crop reporter curve
was adjusted to fit the revised income total. In the second, the
distribution of current money income. itself based on the crop
reporter sample, was used as a datum from which was subtracted
(or added) the total losses (or gains) of farmers arising from
changes in the value of their farms, livestock, machinery, etc., as
given by the Census. This process assumed that those farmers
possessing the most property suffered the heaviest property losses
when farm prices fell. The average of these two distributions of
total money and commodity income was supplemented by im:
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puted interest on consumption goods owned to form the final
distribution of total income of farmers (including commodity
income and imputed interest).

Having estimated the earnings of employees and of farmers,
King proceeded to distribute the remaining income among those
persons who were neither employees nor farmers, i.e., the non-
farm entrepreneurial group. The incomes of those in this group
receiving less than $2,000 were assumed to be distributed simi-
larly to the earnings of employees. The incomes of those above
the $2,000 scale were distributed by Statistics of Income tables.
Once the current money income was distributed, King next cor-
rected for changes (measured by consumption goods prices) in
the value of property held by persons in each income class, in
order to get total income.®” The distribution of dividends, in-
terest, and rents, as revealed by Statistics of Income, was used as
a basis for apportioning gains in the value of property. The final
adjustment of this distribution among non-farmers was for nega-
tive incomes. This was done by ““the device of drawing a smooth
histogram through the records of persons having positive in-
comes and extending the same free-hand into the negative side of
the field”. The statistical manipulations involved in this third
stage of the income distribution analysis were exceedingly com-
plicated and oftentimes quite arbitrary.

The synthesis of King’s analysis appears in the last chapter of
the section dealing with income. Here he combined the three
distributions arrived at in the preceding steps, and got a series of
distributions for all the income recipients in the United States,
based successively on (a) current money income, (b) current
money and commodity income, (c) total current income (includ-
ing imputed income from consumption goods owned), (d) total
income (including gains or losses in the value of property owned,
i.e., unrealized capital gains and losses). These distributions, in
the order named, acquired an increasingly comprehensive con-
cept of income. The final one, i.e., of total income (d), is pre-
ferred, said King, if one views the subject of income distribution
from a “technical financial standpoint”. The monograph con-

87 Thus total income includes not only realized capital gains and losses (already
comprehended by current money income), but also unrealized capital gains and
fosses. ' ) )
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cluded with a Lorenz curve comparison of King's total income
and current income distributions with Macaulay’s 1918 distriby.
tion. The inequality thus indicated decreased in passing from
one to the next of these distributions in the order listed.

The second of these distributions of King’s, among indi.
viduals in 1928, has had a curious history. Never published by
King, it was taken over by Leven, converted to a family basis, and
incorporated in The Ability to Pay for Medical Care.®s It was
then seized upon hy Louis Bader who condensed it from twelve
to five class intervals, computed the percentages of families and
incomes in each category, applied these percentages to the tota)
number of families and amount of income in 1932, and then
analyzed what happened to family expenditures from prosperity
to depression.*® This work posited that the 1932 national income
was distributed in dollars in the same way as in 1928, which
Bader claimed to be “a fair assumption since all income groups
have suffered, due to decreases in all forms of income”.™ A}
though this assumption may be legitimate for Bader’s purposes,
it begs the question generally asked—Does inequality of income
distribution change from prosperity to depression?—-so this
survey will ignore the 1932 distribution, and consider only the
source from which it was derived.

King’s estimate of the distribution of individual income
recipients according to amount of annual income in 1928 was
originally constructed for the Central Hanover Bank and Trust
Company of New York. No details concerning the statistical de-
vices utilized in its synthesis have been published, although King,
in a personal letter to the present writer, states it was made along
lines similar to his 1921 estimate except that “the figures for the
lower income classes are . - merely rough approximations”
since his sponsor “‘was not interested in the distribution in the
lower brackets”." Leven, then on the staff of the Commiittee on
the Costs of Medical Care, used it to derive an estimated distribu-
tion of families according to annual income in 1928. The work
S8 L. S. Reed, The 4bility to Pay for Medical Care (Committee on the Costs of
Medical Care, University of Chicago Press, 1933), PP. 10, 11.
¢ ‘The American Family Income and Prosperity', Journal of the American
Statistical Association, XX VII] {1933), 303—11.

"01bid., p. go5.
71 Letter dated April 4. 1938.
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done by Leven in making this conversion seems to have been a
testing ground for the procedure he later employed in the Brook-
ings study. On the basis of the then incomplete 1930 Census re-
turns, Leven estimated ™ the number of families with one gain-
ful worker, with two, three, and four gainful workers. These
gainful workers were broadly classified into main breadwinners
and supplementary earners, the latter group composed largely
of gainful workers under the age of twenty. The problem then
became one of breaking up King’s distribution of individual in-
come recipients and recombining the component parts into
family units. The first step in this process was to divide the indi-
vidual income recipients into supplementary earners and chiei
breadwinners. This was done by assuming that (a) all persons
under twenty were additional earners in families headed by
others, (b) their incomes were all under $1,200, (c) most of the
fenale workers were supplementary income recipients, and (d)
their incomes were distributed according to certain data col-
lected by Leven in a New York City survey.” The residual dis-
tribution resulting from subtracting minors and females from
King’s distribution was taken to represent chief breadwinners
and persons living independently outside family units. The in-
comes of this second group were assumed to be distributed in the
same manner as those of main breadwinners. Leven’s second step
was to allocate the supplementary earners to the families having
such members. The procedure was expressed thus: “the income
of each head of family in a given income class was combined with
the income of a supplementary earner picked in accordance with
the probability represented by the supplementary earner’s in-
come curve”. This required the assumption “that the probability
of a main breadwinner being associated with a supplementary
earner of a given income was the same for all incomes of the main
breadwinners, and that this probability is represented by the in-
come distribution of the supplementary earners”.

Although the use of the word ‘probability’ here is a little con-
fusing if one tries to attach a technical mathematical meaning to

72 ‘Note on the Distribution of Income’, Appendix A of Reed, op. cit., pp. g9-101.
3 Maurice Leven, The Incomes of Physicians (Committee on the Costs of Medical
Care, University of Chicago Press, 1932), p. 127.
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it, a conceivable interpretation of I.even's description oy d
imply the following procedure. Assume income distributions:

OF BREADWINNERS
IN FAMILIES HAVING
ONE SUPPLEMENTARY EARNER OF SUPPLEMENTARY EARNERs
INCOME CLASS NUMBER INCOME CLASS NUMBER  pERcEng AGH
o~ $500 100 0— S5uo 300 50
500~1,000 150 500~-1,000 180 30
1,000-1.500 200 1000-1,500 120 20
1.500-2,000 150

Under this interpretation, Leven allotted (a) supplememary
earners in the 0-$500 class to 50 per cent of the breadwinners in
each income class, (b) supplementary earners in the $500-$1,000
class to 30 per cent of the breadwinners in each income class, ang
(c) supplementary earners in the $1.000-$1,500 class to the re-
maining 2o per cent of the breadwinuers in each income class.™

The final distribution obtained in this manner is the sum of
the income frequencies of the several groups of families. It also
includes families without gainful workers, allocated 2 $1,200
Income.

Abandoning for the moment his elaborate statistical devices
for deriving a complete distribution of income, King in 1930
used Statistics of Income data and the Census hgures for gainfully
employed to derive truncated distributions of income for 1914~
26." The distribution of income recipients above $5,000 was
taken directly from Statistics of Income for each year, while the
rest of the gainfully employed were put in the ‘under $5.000°
category. All distributions were reduced to 19, 4 dollars by means
of indices of the average prices of consumption goods used by
different income classes of the population. Such an analysis of

s The National Income and Its Purchasing Power (National Burcau of Econonic
Research, New York, 1930), Ch. Vi1,
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Statistics of Income data is really not a construction of a complete
distribution of income by size, as we have been using the term,
for the ‘under $5,000" class comprising an overwhelming ma-
jority (about g7 per cent) of the income recipients was not sub-
divided. Furthermore, no account seems to have been taken of
those without gainful employment who were nevertheless in re-
ceipt of income. Other students have made similar partial
analyses. For example, W. L. Crum applied Pareto’s graphic
method to Statistics of Income data without any attempt to con-
struct the distribution of income below the income tax exemp-
tion point.”® The Pareto slopes he computed, therefore, applied
only to the tail of the distributions. N. O. Johnson, in a defense
of Pareto’s thesis, made a similar study of inequality in the upper
brackets.” And M. A. Copeland analyzed, on the basis of federal
income tax data, the problem of inequality from a different
angle, namely, per capita income, and per cent of total income
received by the wealthiest 10 per cent of income recipients.™

f) Leven’s distribution

A widely publicized attempt to construct a distribution of in-
come by size for the United States was made by the Brookings
Institution in 1934 as an integral part of the second volume in its
study of the distribution of wealth and income in relation to
economic progress. Leven, in charge of this part of the study, con-
structed a comprehensive distribution of income among families
for 1929, which comprised twenty-seven class intervals from
“under $0’ to ‘$500,000 and over’. The method followed was
long and involved, and only its outline can be sketched here.™
Leven first converted Macaulay’s estimate for 1918 and King’s
unpublished figures for 1921 into 1929 equivalents, and then
used these two distributions as checks upon his own independent
construction of the distribution of income among individuals in

76 ‘Individual Shares in the National Income’, Review of Economic Statistics,
XVII (1935), 116-30.

77 "The Pareto Law’, Review of Economic Statistics, XIX (1937), 20-6.

78 “The National Income and Its Distribution’, Recent Economic Changes (Na-
tional Burcau of Economic Research, 1929), 11, 757-83g; see especially pp. 833—7.
79 ‘The final distribution is presented in Leven, Moulton, and Warburon, op. cit..
p- 54. The calculations are presented and methods explained in Ap. A, “Income
and Its Distribution’, pp. 137-238.
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1924.* Leven’s independent estimate was arrived at roughly as
follows:

Earnings were distributed among gamfully employed non.
tarmers on the basis of federal income tax statistics and varioys
sample distributions weighted by their importance and adapted
to 1929 conditions. This distribution was adjusted so that aggre.
gate earned income equaled the Department of Commerce esti.
mate of total occupational income for 192g. It was then converted
into one of total income by the use of previously ascertained
ratios of total income to occupational income. Finally, to this
distribution was added the estimated distribution of income
recipients without a gainful occupation. In making this union
it was assumed that “the distribution of those without gainful
occupations was like that of the individuals with gainful occupa-
tions”.®!

For farmers, the first task was to estimate total income, and
then distribute this total. Net farm income was derived from De.
partment of Agriculture figures, and the distribution was made
on the basis of (a) Census figures of ‘Value of Farm Products’ for
individual farms, and (b) samples that showed the relation be- .
tween gross and net income of individual farmers.

The distributions for non-farmers and farmers were appar-
ently added to give the final distribution of personal incomes in
1929. The next step was the conversion of this distribution
among persons into one among families. In an unexplained
fashion the personal distributions of farm and non-farm incomes
(treated separately) were ear i broken down into a threefold fre-
quency distribution of personal incomes (a) for all heads of
families of two or more persons, (b) for supplementary income
recipients, (c) for unattached individuals. Parts {a) and (b) were
then combined to make a distribution of family incomes. The
distribution of families with only one income recipient followea
readily from the assumption that its forin was the same as that of
heads of families having any specified number of supplementary
earners (1.e., each frequency in part (a) was multiplied by the
ratio of the total number of familjes with one income recipient

80 I.bl.d.,. pp- 177-84. It has already been noted that the utility of such a chedk
varies directly with the stability of income inequality between those vears.
81 Ibid., pp- 185, 186.



WEALTH AND INCOME DISTRIBUTION 47

to the total number of all families). “The residual frequencies,
obtained by subtracting the distribution of one income families,
constituted the distribution of principal incomes in families of
two or more income recipients.” % To this Leven added an equal
number of supplementary incomes (part (b) above) to obtain the
combined distribution of the first two income recipients. This
was divided in an unexplained way into families having two
income recipients and families having more than two. The lat-
ter distribution was adjusted to include a third income recipient
for each family, and the process was repeated until distributions
for all five groups were set up.

All this may seem complex, but the complications are not yet
at an end. Families with more than one income recipient were
distributed over the income classes in the same proportions in
which the supplementary incomes were distributed; then the
distribution curve of principal incomes was shifted to the right
along the income scale by amounts equal, for each class interval,
to the corresponding class average of the supplementary incomes.
The several distributions thus obtained were plotted as cumu-
lative curves and then added to give a composite distribution in-
corporating families with one and two income recipients. A
similar process was employed in combining the third, fourth, and
fifth income recipients with the basic distribution. All this
mathematical juggling was used only for incomes under $135,000;
families with incomes over $15,000 were assumed to be dis-
tributed proportionately to principal incomes.®:

In the end we have a distribution of income by theoretical
families of two or more persons, with capital gains and losses
included in the concept of income, and with the twenty-seven
class intervals ranging from ‘under $0’ to ‘$500,000 and over’.

g) Tucker on inequality

Two major contributions have been made very recently to the
study of the distribution of income by size—one by R. S. Tucker,
another by the National Resources Committee. The first ap-

82 Ibid., p. 224.

43 Ibid., p. 226. The assumptions implicit in Leven's analysis are effectively singled
out by A, F. Burns, in ‘The Brookings Inquiry’, Quarterly Journal of Economics,
L (1936), 495, 495.
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peared in the August 1938 iss.uc of the Quarterly Tourng of
FEconomics* It is limited to mcome tax data, apq therefgre
would have been accorded, in this CPOTL, space shmilay ¢ that
given the Parcto analyses of King, Johnson, and Crypy were
%‘ucker's article not distinguished from these Predecessorg in
several respects. In the first place, ’l’uck.cr illlCll.lPlS (o carry the
picture back to the Civil War. Second, his analysis of the exisring
inconte tax data is relatively intensive, several measyreg of m.
equality other than the Pareto slopes being used. And finally, e
boldly asserts as an introductory thesis that changes in the Income
distribution of the well-to-do indicate what 1s probably happen.
ing to the rest of the distribution, since the two ratjos of (a) in.
come of the wealthy to income of the middle class, and (b) income
of taxpayers to income of nou-taxpavers, are approximately jdep.
tical.

Tucker differentiates three concepts of income: legal income,
which conforms (o the statutory definition of income, wih such
adjustments as are necessary to wmaintai tomparability; spend-
Ing power, which equals legal income plus tax exempt interest
minus the income tay paid; earning power, which equals legal
income minus realized capital gains plus realized capital losses
plus tax-exempt interest Plus gifts, charitable contributions, and
the like.

Statistics of Income data for 1 14-36 are analyzed by means of
five measures of dispersion. The hirst two are Pareto slopes, one
referring to the number of persons and the other (o amount of
income, each being taken above the $5.000 income level and
cumulated by income class from top to bottom. The third meas-
ure is the arithmegic average of all incomes above $5.000. If
$5.000 is taken as the modal incone, comparison of this average
with $5,000 Suggests the skewness i the distribution. The fourth
indicator is one apparently introdnced by Hans Staelile ** and is
the ratio of (he cumulative medjan income (the income such that

*'The Distribution of Income among hncome Taxpayers in the Uniied States.
1863-1935", Quarterly Journat of Economiey, 1)1 {1938), 54785,

Tiod Variations in ihe Distribution, of Income, Review of Economic
937). 193-43. {(Cited by Tucker)y This measure was foreshadowed
by H?lmes {'Measures of Distribugio,". Publicatioy, of the American Statistical
; 57) who suggested using the difference between the
{ for number of wealth owners,



WEALTH AND INCOME DISTRIBUTION 19

individuals with greater incomes receive fifty per cent of the
total income) minus the median income to the cumulative
median for all incomes above $5,000. Its lower limit, o per cent,
isabsolute equality, and its upper limit, 100 per cent, implies that
all the income is received by the upper half of the income re-
cipients in the group. The picture painted by these four meas-
ures is checked by a composite indicator comprising the ‘earning
power’ income received by all taxpayers (above the $5,000 level)
minus income taxes paid, divided by national income paid out.
The results of applying these various measures to the different
concepts of income led Tucker to the belief that there has been
an increased diffusion of income over the twenty-three years stud-
ied. Therefore he next addressed himself to the question, how
long has this increasing diffusion been going on?

The income tax law of 1894 yielded scanty data with which to
essay an answer to this question, because it was declared uncon-
stitutional before it became fully eftective. The Civil War in-
come tax laws, however, yielded official published statistics which
when supplemented by various private lists ** made it possible
for Tucker to employ two of the aforementioned measures of
concentration: the first, referring Pareto slopes to number of
recipients, and the third, being the arithmetic average of -
comes above $2,000 and then above $3,000. The results of this
analysis, together with the fact that reportable income in the
1860’s did not include interest and dividends from public com-
panies and from government bonds, or certain realized capital
gains (items which normally accrue to the wealthy and whose
exclusion would therefore understate the concentration of in-

88 Tucker cites J. A. Hill, “The Civil War Income Tax’, Quarterly Journal of
Economics, VIII (18g4). 116-52, 4918, for general information on these Civil
War data. The two private lists cited are Incuome Record (New York. 18635) and
Income Tax of Residents of Philadelphia (Philadelphia, 1867). Another that he
failed to cite is Income Tax of Residents of Philadelphia and Bucks Counly
(Philadelphia, 1865). All these tax lists are anonymons. The first gives the taxable
income for 1863 of every resident of New York. Unlike the other lists, this one
contains a ‘Publisher’s Preface’ which discusses such topics as the practical signni-
cance of a distribution of incomes, the English income tax, and tax cvasion (ests-
mated at not more than 10 per cent). The second list describes “The Rich Mcn of
Philadelphia® by size of income in 1865 and in 1866. and is based on the latest
returns filed hy August 1867. The third list classifies the same personages by size
of income for the year ending April 30, 1865.
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come), led Tucker to the belief that incomes were less concen.
trated since 1916 than in Civil War days. Tucker concludes his
analysis with a brief survey of the shifting composition of the
wealthy group. He reviews the results of three studies thag have
been made of this problem:

1. ‘Investigation of Bureau of Internal Revenue’, Senate
Report no. 27, 6gth Congress, 15t Session, Part 2. This traces
6,633 individuals with incomes over $100,000 in 1916.

2. Edward White, ‘Income Fluctuation of a Selected Group
of Personal Returns’, Journal of the American Statistical Asso.
ctation, XVH] (1922), 67-81. The 1,636 individuals or estates
with incomes over $200,000 in any ol the yemrs 1914-19Q are
traced.

3. Bureau of Internal Revenue, Statistics of Income, 1gaq
(Washington, 1925), pp. 11-15. This follows the tortunes of 1.296
individuals with incomes over $300,000 in any of the years 1916-
22.

These studies all indicate, Tucker avers, that persons in “the
upper income classes have been a very shifting group”,» al.
though some of this shifting after 1916 may have been dye to
sharing of taxpayer’s property with wives and children in an
effort to qualify in the lower tax brackets.

Unlike most of the other mcome distribution students whose
works we have exantined in this paper, Tucker winds up his con-
tribution with several general conclusions. In the first place,
fluctuation in the concentration of wealth, during the business
cycle, is less than in (he concentration of income. Second, the con-
centration of income Increases during Prosperity and decreases
during depression. Third, the size of the national income is the
Important consideration. Fourth, bank reforms are needed “to
prevent excessive use of credjp®. And finally, the question is not
how large are Incomes, bhut whether they are the result of activ-
ities beneficial or harmful o the nation.»s

55 Tucker, op. cit., p. 583. It is significang 10 note. however, thar he seems 1o take
No account of deaths Among these 1axpavers, Surely

ture for that reason.

88 1bid., pp. 585—.

a v number Jefy the pic-
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h) Family incomes in 1935-1936

The combination of a large new sample of family incomes and
the interest of a government agency in the income distribution
problem have resulted in the most reliable as well as the most
recent distribution of income—that presented in the report of
the National Resources Commitice, entitled Consumer Incoiniés
in the United States, Their Distribution in 1935-36, prepared
by Hildegarde Kn=eland and her staff, and dated May 27, 1938.
The Study of Consumer Purchases, a Works Progress Adminis-
tration project conducted by the Bureau of Home Economics
and the Bureau of Labor Statistics, with the cooperation of the
National Resources Committee and the Central Statiscical
Board, was a nationwide canvass of 300,000 families that pro-
vided not only the initial impetus but also the basic material for
this latest distribution of income.

The National Resources Committee report may be divided
into three sections: a 36-page summary, a detailed appendix on
‘Sources and Methods Used in the Study’, and a concluding com-
pendium of ‘Statistical Tables for Reference Use’. Although the
distribution is largely grounded on the Consumer Purchases
data, other samples for single men and women, earnings figures
and federal income tax statistics were used. Since the Consumer
Purchases Study covered family incomes for a year ending be-
tween December 1935 and December 1536, the National Re-
sources Committee distribution is taken to refer to the year
ending June 30, 1936, the period ccvered by the majority of the
schedules. Comprehended by the distribution are 29,000,000
families of two or more persons, 10,000,000 single individuals
living alone or as lodgers. Classified separately are 2,0c¢,000 per-
sons living in institutional or semi-institutional groups.

As a first step, the Consumer Purchases data were divided into
729 homogeneous family groups—homogeneous in respect of
size and occupation of family,* relief status,” color and nativity,
size of community, and geographical region. All families in the

32 A family’s occupation was determined on the basis of the source from which
the family received the largest amount of income.

90 Relief families were segregated and considered separately, since they could not
be classified into as many homogeneous groups as the other families.
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United States were similarly split np by means of Census returns,
and the percentage distribution (by size of mcome) of each seg.
ment in the Cousumer Purchases sample was applied to the
corresponding segment of the 29,000,000 families. These com.
ponents were supplemented by means of federal income tax data
for incomes over $7,500, after which the parts were sunmmnated to
give the estimated national distribution of family incomes. *In.
come’ n this part of the stndy inclundes boeth money and non-
mouney income, net after business expenses and business taxes,
but before income, poll, and sales taxes. Federal income tax data,
nsed to construct the tail of the component distribntion, were
first adjusted by removing capital gains, by adding interest paid,
capital losses, taxes. contributions, and tax-exempt interest re-
cerved, by combiining separate retirns of hnsbands and wives,
and by making allowance for nnderstatement and non-reporting
of incomie.

‘The number of families in each income class above $7,500 was
derived wholly froni income tax data. This distribution was then
tacked bodily onto the distribution based on Constmner Pur-
chases data. Since the population weights used in constructing
the latter distribution had accounted for all families in the
United States, the addition of the income tax “tail’ resnlted in
an overstatement of the nnmber of families. In a manner that left
nnchanged the shape of the distribntion, this excess nimber of
families was subtracted from the income classes nnder the $7.500
level ** The resulting distribution contains twenty-eight income
classes ranging from ‘nnder $250° to '$1,000.000 and over'.

The distribntion for single individuals was bnilt up by means
of a more temnons procedure and is therefore less reliable. The
distribution for non-relief single women is based largely on data
resiilting from studies by the United States Women's Bureau
and the United Stares Employment Service. The distribution of
non-relief single men was derived from this distribution of non-

M Consumer Incomes in the United States. pPP- %5. 86. For 2 given income class.
the percentage that the number of families in that clss bore ta the otat number
of families with income less than $7.500 was applicd to the number of ‘extra’
families. and the resulting product cubtracted from the number of families in
the given class. By 1his procedure the percentages of familics in cach class nnder
$7.500 were left unchanged: the numbcr of families iy cach class had been reduced
proportionately to the fiequency of that class.
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relief single women by using the relationship known from vari-
ous studies to exist between earnings of men and women. These
two distributions were then checked by small samples from the
Consumer Purchases Study and the National Health Survey. For
single individuals who received relief at some time during the
year, fragmentary Works Progress Administration data and cer-
tain assumed relationships between incomes of relief and non-
relief individuals were employed. The distributions for relief
and non-relief individuals were then combined to give a com-
posite distribution for single persons. This series of frequencies
was also supplemented, above the $3.000 income level. by feder=1
income tax data. The income class intervals ave identical with
those in the family distribution.

Institutional residents presented difficulties not raised by
either fannlies or single individuals. since much of their income
is in the form of food, clothing, and shelter provided through a
central cominissary. Civilian Conservation Corps incomes were
distributed with the help of data supplied by the Director. En-
rolees were credited only with that portion of their monetary
income not sent home to their parents. Incomes of Army and
Navy personnel were distributed by means of data embodied in
pertinent Congressional Committee hearings. A combination of
these two distributions—Civilian Conservation Corps and Army
and Navy—was made and the resulting percentage frequencies
applied to incomes of workers in labor camps and crews on
vessels. For the other institutional residents. reports of various
state welfare departiments were used in devising the distribution.
Such residents were assumed to have incomes equal to average
subsistence costs, exclusive of admimstrative overhead and
capital outlays. No composite disiribution for institutional resi-
dents is presented because the institutional gronp rather than the
constituent thereof makes up the spending unit. Ior the same
reason the incomes of institutional residents are excluded from
the composite distribution of incomes of all consumers (i.e., of
families and of single individuals). ‘The income distribution of
families and single individuals combined contains twenty-eight
class intervals ranging from ‘under $250’ to ‘31.000,000 and
over’. The resulting figure for aggregate income received is 5 per

-cent less than the Department of Commerce estimate for income
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paid out, after appropriate adjustmems'for the sake of compara.
bility. Considering the f'undmnemnlly (h!fcrcnt- nature of the twyo
independent estimates, one can agree \\"ith".\llss Kneeland thyay
“this discrepancy does not appear excessive” s:

In addition to this overal] distribution, the distribution of
family incomes is further subdivided by size of family, region,
size of community, occupation, and color. All in all, this mono-
graph presents a relatively coitprehensive picture of the distri.
bution of income by size in the United States.

A partial distribution of income, the fuli degails of which are
lacking, has been presented by L. J. Chawner in 3 National Re.
sources Committee monograph entitled Residential Building. 1y
covers nonfarm households alone and applics to 1943 since ji
lower ranges are based on D. L. Wickens’ Financial Survey of
Urban Housing, a Department of Commerce publication,
common with the other distributions of income it, two, is Yased
on Statistics of Income tabulations in the income classes above
the $5,000 level.

The number of nonfarm houscholds was first estimated from
the 1930 Census and then extrapolated to 1934 conditions by
means of the Census Table | on annual population increases,
after allowing for the doubling up of familjes during the depres.
sion years. These households were then distributed by the in.
come class frequencies indicated in the Financial Survey and in
Statistics of Income. Because the resulting aggregate of nonfarm
iNcome was slightly less than the corresponding national income
estimate of the Department of Commerce,* the distribution was
adjusted upward until the two totals agreed.

2 PURPOSES OF STUDIES

The forces that motivated Spahr and King to write their hooks
on income distribution have already been discussed in the sec-
tions on wealth distribution. It deserves tg i repeaced here that
Spahr recognized the distribution of income as intrinsically more

2 The Department of Commerce figure was adjusted for agriculiural income, for
incomes of individuals living in boarding howses, hotels, and labor camps, for net
<apital losses. for dividends le insurance policyholders. ere
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important than the distribution of wealth, while King is credited
with the statement that “income is the best single criterion of
economic welfare”.** Spahr’s principal interest was in the social
problems involved rather than in the refined statistical methods
necessary, while King, though perhaps primarily interested in
the statistical aspects, nevertheless wound up with the exhorta-
tion, “Poverty must go”, and gave evidence throughout his book
of being ethically motivated. In a later article % he afirmed that
immediate economic welfare is studied through the distribution
of income, and that real or psychic income, corrected for changes

in the purchasiug power of money, is the goal of the income
statistician.

Streightoft's purpose, unless it was the passtve goal of showing
that data on which a distribution of income should be based were
lacking, is difficult to detect. If his interest was primarily statis-
tical, then he must also be credited with unusual conservatism.
On the other hand, what he actually achieved (not what he might
have done, had pertinent data been plentiful) points to the con-
clusion that his interest was primarily with the social problems
involved. He outlined a threefold utility of income statistics:
(1) for framing social legislation, (2) in assessing certain kinds of
taxes, (3) m influencing individual and public opinion. These
aims would be considered too general by modern standards; but
they do indicate that Streightoff was thinking about the uses to
which he would put income statistics.

Thus far our investigators have not perceived that a knowledge
of the distribution of income would be desirable for purposes
other than social welfare (apparently used in the consumption
sense) and taxation or government finance. Streightoff explicitly
stated that he wanted only enough income statistics to make pos-
sible analysis of the social questions he raised, not of problems in
economics such as wage theory.*®

94 Wealth and Income, p. 217.

95 ‘Desirable Additions to Statistical Data on Wealth and Income’. American Eco-
nomic Review, VII (supplement), Part I (March 1917%), 157-71.

s Sureightoff, op. cit., pp. 18, 19. He states that more data than he has specified as
‘ideal’ would be needed were the analysis 1o include problems outside the realm of
his threefold program.
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a) Later studies primarily statistical

There is no doubt that Macaulay’s intentions were primarily
statistical; the opening sentence of his section in Volume II of
Income in the United States sounded this keynote, while in the
more general discussion of Volume I the social implications of
the findings were carefully eschewed. The National Bureau set
out to answer the question, “How is the aggregate income
divided among individuals?” ¢ It answered this question by stat-
ing, in Lorenz curve fashion, that certain percentages of the
people received certain percentages of the income. Further, as a
consequence of O. W. Knauth’s study of incomes above and
below $2,000, and Macaulay’s temporal analysis of the tail of the
income distributions, the National Bureau made the observation
that “the net effect of our participation in the war was to dimin-
ish somewhat (at least temporarily) the inequality of the distri-
bution of American incomes” and “if we consider the per cent
of those gainfully employed who had each year the largest in-
comes [over $3,000, approximately], we find that their share in
the aggregate of personal incomes declined from about 33 per
centin 1913-16 to about 25 per cent in 1918-19.” *¢ But these are
hardly comments on the ethics of income distribution.

The only motive mentioned by King in the case of the 1 921
distribution of income has already been noted in the discussion
of the 1921 distribution of wealth (see above Sec. I, o, b). That
is, in the manuscript King considered the distribution of income
as helpful to reformers and sales managers; a more extensive
teleological discussion is wanting.

King’s 1928 distribution, in the construction of which he was
commissioned by a New York bank, was apparently built up for
a specific purpose. Since the design is not revealed, the applica-
bility of King’s results can hardly be appraised. The fact that his
sponsor was interested primarily in the larger incomes may have
justified King in giving “practically no attention . . . to the
distribution . . . among persons having incomes below the in-
come tax limit” 9 ‘

87 Mitchell, King, Macaulay, and Knauth, op. cit, 1, 1.

98 Ibid., pp. 146,
99 Letter from King dated April 4, 1938.
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Leven’s conversion of this distribution to a family basis was
specifically intended to assess the ability of people of different
income levels to pay for medical care on (a) an individual basis,
(b) a group basis. Thus he properly deducted, from total income
being distributed, $5.3 billion of imputed income (from durable
consumer goods), while the family income basis is more defen-
sible for this purpose than for certain other uses to which income
distributions are put. In the problem of medical care, the family
dces seem to be the significant unit. Finally, Leven was probably
justified, when debating whether to include families supported
by others. in deciding that the source of income was “‘perhaps
immaterial”.!® However, a perusal of the resulting publication
fails to reveal what use was made of this comprehensive income
distribntion. Instead, sample income distributions were relied
upon to eastre the ability to pay for medical care. Finally, there
is King's admission that his original distribution, on which
Leven based his construction, was mainly an upper-bracket in-
come study; so one may question its applicability to the problem
of medical care.

b) Brookings and N.R.C. study consum ption

As stndents of the income distribution problem, the Brookings
investigators stand out in several respects. Their construction of
the distribution of income in 1929 is more fully explained than
any preceding distribution; moreover. in lieu of fnller explana-
tions of the earlier attempts, we may conclude that the Brookings
estimate is at least as thorough and rigorous; finally, the Brook-
ings project was not confined to the statistical aspects of the prob-
lem, but embraced in an unprecedentedly thorongh fashion
certain implications of the distribution of income. It thus
achieved a balance between statistical and social purpose that is
singnlarly lacking in the earlier distributions.

The keynote was sounded in the Foreword: ““The purpose of
the investigation as a whole is to determine whether the existing
distribution of income in the United States among various
groups in society tends to impede the efficient functioning of the
economic system.” ' Later, the goal sought by constructing a dis-

100 Reed, op. cit., p. 101n.
101 Leven, Moulton, and Warburton. op. cit,, p. 1.
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tribution of income was more spectfically stated: “If, therefore
we are to get a picture of the effective consnming Capacity of lhé
American people as a whole, and of the allocation of the Nationy]
income as between consumption expenditnres apg savings fo,
the development of capital equipment, we mus first see the way
in which the income of the nation is distribnted Among famy ;e
and other income recipients.” 1 I¢ js apparent that Levey and
his colleagues were interested in two social aspects of the digy;.
bution of income: its effect on consumption and op savingy
Furthermore, this purpose is assiduonsly pursned, and wjg the
aid of data additional to the family distribution of ilcome, cop.
clusions are reached concerning these questions. The validity of
these conclusions is less important to us than the fact that here
was a distribution of income specifically coustructed for zpq
actually utilized in studying certain predetermined social apg
economic problems. In doing this, however, the Brookings Ing;
tution was pioneering in only one respect: that of botl, construct.
ing and interpreling a distribution of imcome, | uterpretations of
distributions of income figures by stndents other than those who
compiled them have been frequent, as wimess the scores of books
in marketing and consnmption economics, Finally, in limiting
themselves to these two implications of the distribution of jy.
come, Leven and his collaborators failed to consider, exceptina
very general way, the bearing their results had on taxation,
velocity of money, law of demand, wage theory, and related knots
in economics.

The purpose of Tucker's article in the Quarterly Journal of
Economics is not far to seck. The general impression is that the
writer is striving to Justify, or at least to paint in favorable colors,
the existing distribution of income in the United States. As
stated in the article, however, the reasons for studying income
distributions are twyo: (1) static analysis of the income distribu.
tion at a moment of time is “fundamental 1o any sonund analysis
of present-day social problems”: (2) “knowledge of how that dis
tribution has changed is essential for any sound judgment con-
cerning the pProgress of the nation and the merits or defects of
the capitalistic System.” 1% Tucker adds that. althongh the size
102 Ibid., P. 51.

12 Op. cit., P- 547
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of the national income is important of itself, so is its distribution
since the latter leads to class cleavages and determines the rapid-
ity ot capital formation. Nothing along the lines indicated by
these two explicit purposes is essayed in the body of the article.
Tucker was concerned mainly with working out measures of
inequality over time, but the reader is left with the general im-
pression that justification of the status quo was also a desideratum.

The National Resources Committee’s contribution to our
knowledge of the distribution of income is ““part of a larger study
of the Nation’s consumption demands in relation to its produc-
tive capacities”.'® This distribution was therefore devised pri-
marily for use in compiling national estimates of consumer ex-
penditures. The Committee points out some of the purposes the
distribution of income could serve: “Those concerned with the
living standards of the people need more accurate information
on the extent to which shortage of income brings poverty damag-
ing to health and happiness. Lawmaking bodies striving to
apportion taxes equitably and without damage to the processes
of industry need to know what will swell or deplete the streams.
Business men require more abundant and reliable data on the
probable demand for their products in order to stimulate and
meet that demand. Any attempt on the part of Government or
business to grapple with basic economic problems must rely
heavily on what can be learned of the distribution of income
among the various groups of the Nation's consumers.” ¢ Appli-
cation of their distribution to these broader social purposes,
however, is not essayed, although segments of such an analysis
are promised in subsequent publications. In the volume the in-
equality in the distribution of income is made manifest by com-
parisons among different tenths of the population, while the
discussion of ‘The Three Thirds of the Nation’ is probably not
wholly dissociated from President Franklin D. Roosevelt's re-
marks concerning the plight of ‘one third of the nation’. Such
analysis provides good substance for newspaper editorials and
discussion of social questions, but it hardly constitutes a scientific
presentation of the significance of the existing distribution of
income. Final judgment, of course, must await presentation of

104 National Resources Committee, op. cit., p. 1.
105 Ihid., p.1.
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further studies now being carried out by the Nationg) R"SOUT('(-S
Committee.

3 STATISTICAL EVALUATION
a) Early studies lurgely guesswork
It is difficult to assess the statistical adequacy of these attempy
to construct a frequency distribution of mcome, for the methogs
followed were explained only in rough outline, while the -
putations were usually not shown at al] 1o The carlier attenpy
are generally less reprehensible in this respect than the later, by,
the statistics of the latter should logically be less ope o criticigy,
The anomaly of explaining the method when 1t is ob\'iousi_v
makeshift, and concealing it when it is likcly to be more sound,
probably arises from the fact that the statistical mampulagiops
mvolved in these later constructions were s detailed angd com.
plicated that their description was Ipracticable, However,
complexity is no defense of unexplamed methodology, ang
indeed may constitute a criticism thercof, for the reason gy
(a) this complexity may be an attempt to gloss over inheremly
simple but fundamentally unsound methods, or (b) such com-
plexity, even though genuine, may have deluded the Investigator
himself, Iy any case, the student is lefi with 5 dissatisfied feeling
after perusing an unexplained statistical construction, especially
one whose figures are carried out to several decimal places, thus
conveying a sense of accuracy unwarranted by the facts.
Spahr’s method, although more fully explained and Jess com-
Plex than that of the later investigators, is vulnerable at several
points. He based the distribution of tamily incomes on the dis
tribution of estates, s that he had (o bridge not only the pre-
viously mentioned gap between estates and families, but also the
more hazardous nterstice between wealth and income. Equal
wealth does not make for equal income. nor is 3] inconte derived
from physical wealth; much Income springs from human skills,
knowledge, experience and, jp seneral. labor. Furthermore, the
Proportion (two-ﬁflhs) of total income which he assigns to
capital was not only a guess but also probably an exaggeration.
Even today, with oyy economy more heavily mechanized than in

'%¢ The Nationa] Resources Committee’s distribution is 4 possible exception.
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1890, salaries and wages constitute two-thirds (not three-fifths)
of the riet national product, while the return to capital, even
including entrepreneurial withdrawals, amounts to no more
than one-third (not two-fifths).!* In addition, Spahr’s use of the
alleged function—propagated by Paul Leroy-Beaulieu **—relat-
ing rent paid to income received, is of doubtful justification.
According to A. L. Bowley in his review of Streightoff’s The
Distribution of Incomes in the United States, experience in
England “shows that the relation between rent and income is
variable and complex.” o0 Finally, other lacunae in Spahr’s
analysis have already been indicated: e.g., his percentage return
on the wealth holdings of each income class and his derivation
of the average labor income of the well-to-do and wealthy classes.

Streightoff did not get far enough in his construction of a
distribution of income to warrant criticizing his method. How-
ever, his proposals for ascertaining (a) farmers’ expenses and
(b) paid and imputed rent of urban dwellers are open to debate.
Bowley criticized both these suggestions on the ground that
{a) farmers do not know their expenses and (b) the rent-income
function is variable and complex. The second criticism stresses
a point too often neglected by statisticians, but the first is an
unnecessarily pessimistic commentary on the knowledge and
aptitude of farmers. Although it is true that they would have the
same trouble, perhaps somewhat augmented, that a business man
has in preparing his income tax blanks, yet the problem seems
not insuperable, and once the farmers were trained to keep ele-
mentary accounts, the information Streightoff proposes gather-
ing would be invaluable in distributing farmers according to the
size of their net income.

Streightoff also lists his criteria of ideal income statistics:
(a) urban incomes segregated from rural, (b) incomes adjusted
for standard of living and purchasing power of money, (c) small
class intervals, (d) incomes classified according to source (from
property, labor, etc.), (e) occupation, residence, and race of
income recipients, (f) complete returns from every gainfully

WT Department of Commerce, Income in the United States, 1929-37 (Washington.
1938), p. 22.

16% Répartition des Richesses (Paris, 13g7).

1% Feonomic Journal. XXHI (1918). j25-7.
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employed. This is quite an order, but it is significant thy, he
failed to give a definition of what shall be cansidered income, he
did not specify whether he would use the individnal ¢r the f;,m“).
as his income recipient, and in calling for com plete returng from
every gainfully employed he ignored the many income recipiens
without gainful occupation.i

b) King and Macaulay weak on explanations

The methods employed by King in his pioneer work on Weait),
and Income were unfortunately insufhiciently explained to make
it possible to assess their propriety. He was probably justifieq in
considering the Wisconsin distribntion as Fépresentative, g
least for the middle section of his composite distributioy, while
his use of earnings data and income tax statistics for the lower
and upper ranges respectively wonld seem logical. In arguing for
adistribution based on families rather than individuals, lie failed
to see that for some purposes the former is preferable, and for
others, the latter; but this is less a criticism of what he has dope
than of what he has lefe undone. The reviews of King's first -
tempt seem unnecessarily critical. G p. Watkins dismissed iy with
the charge that King’s “faculty of statistical analysis™ was inade.
quate,' while A, A, Young in his more dispassionate review
concluded that the method King used in estimating the aggregate
annual product (which was distributed among the 28,500,000
families) “must have involved a large amount of conjecture” '
He based this concluston on the allegation that the federal in-
Come tax returns for 14 13 showed that (@) King’s scheme of distri.
bution was “very mmch awry”, or (b) his estimate of aggregate
income was “very much too large”, or (c) the federal government
got only three-fifths of the 1come it was entigled to under the
law. Young did not make clear how he arrived at this criticism.
While the whole discussion lies outside the proper realm of this
paper, it may be obseived that the subsequent National Burean

119 Since in subsequent discussion he recognized ownership of property and rights
of private property (eg., gifts and inheritance) as sources of income. Streightoff
prebably wonld not haye heen long iy discovering. in an acual calculation. this
last-mentioned oversight.

' American Economic Review, v (1916). 445

n2 Quarlerly Journal of Economies, XXX (1916), 5540,
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estimate of the nmational income in 1910 was even larger than
King's figure.!*

The method employed by Macaulay in 1921 was also too
sketchy to allow much criticism. His concept of the personal
ncome recipient was not clear. Apparently it fails to compre-
hend non-gainfully employed persons with income, yet he sig-
nificantly fails to say so. In 1929 Leven estimated there were
2,000,000 income recipients without a gainful occupation,'* so
this may be a significant confusion in Macaulay’s analysis.
Furthermore, Macaulay's wholesale adjustment of income tax
data for underreporting and negative incomes, and his smoothing
of the final distribution curve raise several doubts in the reader’s
mind, especially since these adjustments are largely unexplained.
Perhaps for these reasons, Bowley suggested that Macaulay might
well have postponed publication of his estimates, or at least have
buried them under his mathematics. “It is inadvisable that very
doubtful estimates should be given currency. . . . Statisticians
are sometimes inclined to let their desire to obtain a complete
statement overcome their knowledge of the insufficicncy of
materials,” the English statistician commented."

King’s 1g21 distribution, as the description suggests, was de-
vised by means of one arbitrary assumption aiter another. The
results simply cannot be given the credibility demanded by the
detail in which they are presented. The passage from gross to net
farm income by means of the crop reporter sample is unconvinc-
ing, even though King does strive to correct for the lack of
randomness in the sample by means of an arbitrary adjustment.
The use of income tax data to adjust the distribution for incomes
above $2,000 is broader than any other writer has dared make.
Because of exemptions and credits to income, it is generally
recognized that these income tax data are unsuited for this
adjustment below some such level as $5,000. In fact, the National

112 King’s estimate was $30.5 billion, while the National Bureau put the national
income produced in 1910 at $31.8 billion (Mitchell, King, Macaulay, and Knauth,
op. cit, 1, 13).

114 Leven, op. cit., p. 186. In fact. in adjusting Macaulay’s distribution to 1929 con-
ditions. Leven felt constrained to supplement it with those “income recipients who
were not gainfully employed” (ibid.. pp. 157, 178).

115 Review of National Bureau’s Income in the United States, Quarterly Journal
of Economics, XXXVII (1923), 510~17.
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Resonurces Committee used these data for adjusting incomes only
above the $7,500 level. Furthermore, even if it is agreeqd that
uegative incomes are a legitimate constituent of the desired dis.
tribution, King's method of estimating these legative incomes
by extending the curve of positive incomes, freehand, ingo the
negative side of the graph can hardly be condoned. Finally, oye
wonders why King further confused the issue by the employmeny
of at least four different concepts of income. Certainly the miore
refined concepts made the resulting synthesis not ouly more
arbitrary and fictitious, but also more vulnerable to criticism
agaiust the general policy of considering nnrealized capital gains
and imputed interest as income. The cluef argument in s de.
fense, in the present instance, is that King evaded the question
of which concept of income to use, by constructing distributions
based on all the different concepts and letting the reader take his
choice. Such a procedure may be statistically commendable, by
it does further confuse an already comiplicated mosaic.

King’s distribution for 1928 obvionsly camnot he evaluated,
and Leven's conversion of it into a family distribution merits
only passing review. Leven himself admitted “that the estimates
are extremely rough and only tentative” 8 yhijle the Eact that he
elaborated his procedure in the subsequent Brookings inquiry
makes an appraisal of this earlier work redundant. The many
assumptions involved and the absence of clarity in his method
have been indicated.

¢) Leven draws several criticisms

Passing over King's temporal analysis of income distributions
based solely on Statistics of Icome tables and the Census esti-
mate for gainfully employed, we reach the 1929 distribution of
inconie by the Brookings Institution, This study, in sharp con-
trast to its predecessors, is replete with details concerning the
methods employed and calenlations made- yet certain signifi-
cant explanations are missing. Information on how the 'under $o°
class was estimated is meager,"* and. as Burns pointed ont. no

116 Reed. op. cir, p. 101,

"1t seems designed 1o approximate the figure in Statistics of Income for 14920
1Washington, 1931). p. 11, for " oss from sale of req) estate. stocks, bonds. ers .
other than reported for tax credip . This is 2 miere surmise, however.
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explanation is made as to how the independent estimate of
personal incomes in 1929 was broken up into three distributions:
(a) incomes of heads of families of two or more persons, (b) sup-
plementary imcome recipients in families having more than one
income, (¢) incomes of unattached individuals living alone."*
The inclusion of realized capital gains and losses in income has
been criticized on the grounds that since the former swell the
number of families in the upper income brackets and the latter
presumably dominate the negative income class the distribu-
tion’s utility in a study of savings is impaired.'® Moreover, the
synthetic families (artificial compounds of breadwinners and
supplementary earners) used as the unit of the income recipient
seem less defensible than existing or economic families, or
ammains. Certainly they introduce an unreality into the distri-
bution that makes one wonder just what the final figures repre-
sent. Burns further characterized the personal income distribu-
tion underlying the family distribution as a patchwork based on
scanty data and some dubious statistical devices. Among the
latter he stressed the conversion of actual gross farm inconies
into net farm income equivalents by means of a scanty sample
and rank, instead of identical farms, correlation.’* Furthermore,

118 Nor does Leven explain how the distribution of families with two or more
income recipients was divided into two distributions of (1) families having only
two income vecipients. and (2) families having more than two income recipients:
etc.

119 Burns. op. cit., p. 495. This cffect on the distribution was admitted by Leven.
Moulton, and Warburton, op. cit., p. 57. and defended on the gronnd that such
gains and losses “must be included in the income reccived by individuals if we are
to discuss intelligently the flow of income from individuals into consumption and
investment channels” (ibid., p. 18). The error arises, as Leven confessed (p. 13m).
from the impossibility of segregating capital gains considered as income from
capital gains considered as capital. This psychic difficulty wonld suggest omitting
realized as well as unrealized capital gains and losses trom income. when studying
consumption and savings.

120 This raises an interesting statistical problem. The correlation of gross with net
farm incomes, in the samples, was made by first arranging the gross and net fann
incomes in separate arrays, from low to high, and then by associating a given
gross income with that net income occupying the corresponding rank in the array.
That is, low gross incomes were associated with low net incomes. and so on. This
methed of correlation gives a higher coeflicient than that in which a given gross
income is associated with the corresponding net income for the sanie farm. 1t also.
as Leven observes (p. 2oon), has the effect of increasing the slope of the line of
regression of the net furm inconie on the gross farm income, thereby swinging this
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the correction of incomes alwve the $5.000 level for undcrrcpon.
ing and evasion is not clear. Leven states tll&'ll tl'le estimateq
number of income tax returns of persons reporting income from
business and professions has been raised 65 per cent. This per-
céntage is based on Macaulay’s expericnce with the 1g138 data,
and on Leven’s own survey, T'he Incomes of Ph Ysicians. He does
not say whether the same percentage was used in correcting each
income class. Nor does he make clear whether it is the total in.
come of these reporting persons that is increased, or just their
income from business and profession. Finally, several of the ny.
merous assumptions inherent in Leven's calculations haye al
ready been cited; some may be empirically vulnerable, while al}
are certainly open to debate. Bt regardless of their general valig.
ity, the question arises whether the use of sucl algebraic relations,
e.g., between occupational and total income or het ween gross angd
net farm mcome, does not conceal basic differences between the
incomes of individuals or families—differences it is the purpose
of a distribution of income to reveal. It may be truye that, in gen.
eral, net farm income is a certain function of gross farm income;
but the fact that this function varies from farmer o farmer
within a given gross-income range is one of the many reasons for
inequality in farm incomes. The assimption that this function 1$
constant for a given income class would have the effect of conceal-
g important inequalities.

Statistical evaluation of Tucker’s article is not appropriate

he wished o recomstrnct (he distribntion of uct incomes for (he cutire group of
farmers. There is clearly some point to his arguneent, since the use of a regression
equation hased on identical-farms correlition 10 estimage the distribution of net
income inevitably tends (0 yield a distribution less dispersed than (he ‘true’ one
(ck. Part Two, section ; of discussion by Milyon Friedman). However, i1 i doubtful
whether this argumen, fully justifies 1.even's Procedure, in view of (he difficulties
of attaching any clear ang nnambiguoys meaning (o i, Moreover, the higher cor-
relation coefficient obtained by arranging the itews iy arravs does not increase the
Tepresentativeness of (he Crop reporter sample. nor does jy correct for the fact
that the samples useq to derive the relationship hetween gross and net were ad-

mittedly limited in large part o the more shccessfnl any better-renmnerated
farmers.
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since he failed to construct a comple:e distribution of income.
This does not deny the fact, however, that certain of his analytical
devices seem to be misleading. while his contention that changes
in the distribution of taxpayers’ income indicate changes in the
complete distribution is subject to considerable doubt. A mo-
ment's reflection will show that regardless of what happeus to the
upper income distribution, z shift in the location of the modal
income, or a flattening out of the lower portion of the income dis-
tribution—to mention only two possibilities—would signifi-
cantly alter the effective inequality of incomes.

d) National Resources Committee

For statistical adequacy the distribution offered by the National
Resources Committee leads the list of American distributions of
incomes. This is not to say that Miss Kneeland and her staff have
constructed a ‘correct’ distribution of income in any absolute
sense, but rather that they have come nearer the desired goal than
any of their predecessors. In all fairness, it should be added that
credit for this achievement is not necessarily due to any technical
or statistical superiority of Miss Kneeland and her colleagues.
Although they are undoubtedly competent statisticiats, it must
be admitted that they had at their disposal better and more abun-
dant original data on which to base their distribution of income
than any of their American predecessors in this field. Credit is
due them mainly for exploiting rather fully what source material
was available. In addition, they deserve commendation for ex-
plaining not only in some detail but also with laudable clarity the
methods and assumptions used in passing from the sample data
to the global distribution. In this respect, too, they stand out from
among their predecessors.'*!

The major weaknesses of the National Resources Committee’s
distribution admittedly center on the use of the income tax data
and the handling of the relief item; in addition, such points as
the exclusion of institutional residents from the final distribu-

121 This does not deny the fact, however, that the description in Consumer Incomes
in the United States of the adjustments made by means of data from income tax
returns still leaves the reader under somewhat of a cloud. A fuller explanation of
these adjustments is necessary. Such an explanation has been prepared by Enid
Baird and Selma Fine and appears bhelow in Part Three.
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tion come in for incidental criticism. These first two considera-
tions become particularly important when it is remembered that
inequality in the distribution is profoundly affected by seem-
ingly minor adjustments made at either extremity of the fre-
quency table. The third point is relatively unimportant. Since
institutional residents do not constitute a spending unit in the
same sense that families and single individuals do, the Committee
Is quite justified in omitting them from the distribution in the
study of consumption. But the Committee, in the volume under
consideration, uses the final distribution to point out differences
in the welfare of various segments of the population; for this pur-
pose, the argument for excluding institutional residents is not so
clear. Inclusion of the institutional residents would not only alter
slightly the comparison of the three-thirds of the nation but also
make the comparison more realistic.:2

On the problem of relief outlays, little comment is necessary.
This particular question is peculiar to the present distribution:
10 previous investigator was faced with the necessity of distribut-

ing nearly a billion dollars in direct relief among the family and

individual income recipients. In addition, the Committee itself
confesses: “The methods used in adding the value of direct relief
to these income distributions were necessarily crude, and in-
volved various arbitrary assumptions based upon very fragmen-
tary evidence from available relief studjes.” 125 How radically the
distribution would have been affected by different assumptions
and methods is problematical.

"The adjustment of the distribution by data from income tax
returns, on the other hand, warrants more critical inspection.
Before utilizing the federal income tax data it was necessary to
combine the incomes of husbands and wives making separate
returns. This was effected by means of the general assumption
that “at the high income levels husbands and wives making sepa-
rate returns would endeavor to divide ‘the family income as
evenly as possible in order to avoid the surtax charges”.'2¢ Some
122 In Chart 6 on p. 8 of the report, the lower third single men and women would
be increased approximately g14 figures (or symbols), and the middle third men
about 14 a figure, were the institutional residents as classified in Table 16 on p. g2
taken into consideration. :

123 National Resources Committee, op. cit.,, p. 65.
12¢ Ibid., p. 83. ’ .
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such assumption is admittedly necessary, but the present one
seents to do violence to our sense of expectations. It is hard to be-
lieve, for example, that even the majority of the so-called ‘eco-
noniic royalists” share their properties and ncomes evenly with
their wives. Instead of pairing women with high incomes against
men with high incomes, it would seemn just as fitting to pair high-
income women with medium-income men. The problem, how-
ever, is admittedly difficult; any system of pairing would have to
be arbitrary.

The correction for nonreporting and understatement of in-
comes adniittedly is likewise exceptionally artificial. Just why it
was decided, for instance, to increase thie number of families in
the $5,000 to $10,000 income class 25 per cent is hard to perceive.
And since no referable explanation is given, one is forced to con-
clude that it was largely ‘drawn out of the air’. Also, how was the
decision reached to increase the aggregate mcome of the same
class 15, per cent? It would seem that if such corrections are going
to be made, some sort of basis for selecting the given percentages,
other than a vague reference to “tentative estimates advanced by
several authorities”, should be indicated. Otherwise the carctul
reader is left unconvinced, while the untrained reader is given a
sense of accuracy in the adjustment that is belied by the facts.'**

Finally, it is unfortunate that the passage from statutory net
income to economic inconie as defined in the study could not be
effected miore satisfactorily. Because only preliminary tables of
certain 1935 income tax data were available, the National Re-
sources Committee was forced to carry through this transition by
means of at least two arbitrary assumptions. The first was that the
necessary additions to statutory net inconte, (i.e., for net capital
losses, contributions, taxes paid, interest paid, and tax-exempt
interest received) and deductions fromn statutory net incoine (1.€.,
for capital gains) were distributed aniong the various groups of
return (joint, separate, etc.) at each income level above $3,000
“according to the proportions of aggregate net income [statutory]
125 [bid.. p. 84u. In this connection the reasoning undeslying the following foot-
note is interesting: “The tequence of the adjustinents for nonreposting and
understatement [the formner was made first, and the latter second] implies that

families added to the distribution to allow for nonreposting would have under-
stated their incomes to the same extent as did the families that actuaily filed

income (ax retnrns.”
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received by each group at the various levels™ 1z Secong, Within
each income class the combined additions and deductiopg Te-

quired to pass from statutory

were apparently divided evenly

net imcome o economi income
among the income recipients i

each class. Both assumptions are far from obvious, ang their yge
necessarily attenuates the reliabj lity of the resulting dis!ribun‘on_

The distributions constructed by the Br()ukings Institutiop for
1929 and by the National Resources Comm;j ttee for 1935-36 are
the most satisfactory thus far presented, all things considered, Iy,

the accompanying outline, cert
are pointed out, in order to jlly

the investigator must make.

BROOKINGS INSTITUTION

ain respects in which they diffey
Strate some of the many decision

NATIONAL RESOURCEs
COMMITTEE

Nature of Sample

The lower ranges are based
on a composite of many small
samples for varymg years and
groups, adjusted to 1929 condi-
tions,

The income lasges abovc the
$5.000 level are based on Stais.
ties of Income data.

Defferences i le

The definition of income pro-
vides for the inclusion of capital
Bains and losses. Henee, 1he neg-
ative income clasy became a sig-
nificang part of the distribution,
Moreover, supplcmenlary in-

comes (as opposed to carnings)
are included, 2

The lower ranges are based op
the: Consumer Purchas; Study
ol 300,000 familie representing
various regions and groups in
1935-36.

Above the $7.500 level the dis-
tribution is baseq on Statistics of
Income dara.

mental Definitions

The definition of income ex.
ludes capital gains and Josses,
excepr in lower income classes on
goods exchanged within the year.
No negative income class was seg:
regatedd.

126 1hid., P 82; Pany Three, $ec. v, mp(-(’i;:lly note N,
127 Apparcnlly the same jiems of on-money MCome —farm produce wnsumed on

the farm ang imputed reng on owned houses—ure included in borp distributions,
There may be slighg differences iy details, however
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Differences in Elemental Definitions—Cont.

The definition of family refers
to census-biologic families, in
which blood relationship is the
primary attribute. ‘The actual
joining of the supplementary in-
come recipients to the main
breadwinner is partly a matter
of chance, and the ‘families’ are
more or Jess ‘compounds’. 12

A slight undersitatement oc-
curred because of the inclusion
for income levels above $7,500 of
supplementary ecarnings rather
than supplementary incomes.'2?
At lower income levels, supple-
mentary incomes were included.

‘The definition of family refers
to economic families, i.e., living
under one roof and having a
conunon or pooled income. Some
arbitrariness arises in the pair-
ing of husband and wife in the
upper income classes, and in the
exclusion of self-supporters from
the family.228

Differences in Procedure

Occupational income was de-
rived, made to jibe with the De-
partment of Commerce estimnate,
then supplemented with (1)
other income of the gainfully
employed, (2) that of those with-
out gainful occupation.

The incomes of farmers were
estimated separately by means
of Department of Agriculture
figures and the crop reporter
sample.

Up to the $15,000 level, fam-
ilics were synthetically built up
by joining supplementary in-
come recipients to main bread-
winners.

The nature of the sample
made it possible to pass directly
to total income (cxcept a small
item of supplementary unearned
incomes), which figure happened
to jibe tolerably closely with the
Department of Commerce total.

Since farmers’ incomes were
included in the Consumer Pur-
chases sample, the necessity for
separate estimation did not arise.

The lower ranges were already
on a natural—or existing—fam-
ily basis, because of sample. Arbi-
trary pairing was employed to
put upper ranges on a family
basts.

128 Neither distribution, of course. avoided certain artificialitics inherent in the

Census definition of family.
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Gorrection of Income Tax Data

Underreporting and evasion in
the incomes of $5.000 and over
were set at 6, per cent; the esti-
mated number of income tax re-
turns for business and profes-
sional incomes was increased by
that percentage.

This correction was applied 1o
the distribution of occupational
mcome,

Corrections iy nom‘qmrting
follow: icrease the tmumber of
families and AELCALC ingope
m the $5,000-$10,000 class 2
per cent; in the Slo,m§.5,0m
class 15 per cem; iy the $15,000-
$20,000 class 5 per cent.

Corrections  for understate.
ment: increase the aggregate in.
come of families iy (he $5.000-
$10.000 class 15 per cent: in the
$10,0600-820.000 class 15 per
cent; in the 320,000—525,000
class 10 per cent; in the $25,
$50,000 class 5 per cent. The
overall estimate of wnderstate.
ment equaled 10 per cent, g
was made after the nonreport.
ing correction had been intro-
duced.

These corrections were applied
to the distribution of total money
income, before the addition of
the supplementary carners,

Inclusiveness of Final Distribution

Constituents of mstitutional
8roups are included in the final
disuibution as unattached indi-
viduals in the Category of spend-
INg units.

Institutional residents are not
included in the final distribu-
tion, although their incomes are
estimated and presented sepa-
rately.

4 RECAPITULATION OF INCOMK DISTRIBUTION STUDIES

The accompanying outline prese
Important characteristics of the s

come discussed in this section.

nts i sunmary form the more
tudies of the distribution of in-
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NAME

€. B. Spahr

DATE OF
DISTRI- BASIS
OPUS  BUTION  GF ESTIMAIE UNIT
18g6 1890 Wealih holdings  Census

F. H. Sireighioff  1g12

W. 1. King 1915

F. R. Macaulay 1921

W. L King  Unpub.
Unpub.

Maurice Leven 1933

Maurice Leven 1934

National

Resources

Comumines 1938

and common ob-  family
servations
1904 Labor earnings Occupicd
persons
1910  Labor carnings  Census
Wisconsin in- family
come 1ax daia,
federal daia
on the rich
1918 Wage samples  Income
and federal recipienis
income 1ax data
1921} Federa! income  1lncome
1928) 1axdaia, wage recipicnts
and budger
samples
1928 Converted Family
King’s 1928  (synihetic)
eslinlate
1929 Wageand farm  Family

samples, federal (symhetic)
income 1ax daia

Economic
family

Siudy of Con-
sumer Purchases
and income 1ax
daia

1935,
1936

1II Conclusion

’

PURPFCISE, REMARKS

Social - r1axation
prohlem analyzed.

To show necessary
daia lacking; in-
cluded income
froon male labor
alone.
Primarily
staristical.

S1atistical; in-
<luded  negative
and impued in-
come.

Swaristical; for
New York bank.

To assess people’s
ability 10 pay for
medical care: 1en-
1ative  couversion
10 families.

Cansnimning capac-
ity and saving
power; also siatis-
tically ambitious.

Nariional con-
sumption esti-
maics: best disiri-
bution yer con-
siructed.

One conclusion from the foregoing review seems inescapable:
statisticians and economists have been striving valiantly to fill
the persistent demand in this country over the last generation or
two for statistical evidence concerning the distribution of wealth
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and income. Evidence of their cfforts began to appear sonie tyyg
score years ago. Since then therc has been a steady How of pub.
lished attempts to distribute by size the wealtl holdings ang i,
comes of the people in this conntry.

The data and methods nsed and the general aims held by these
investigators were indicated in the preceding pages, and ay at-
tempt was made to evaluate the statistical adeqnacy of these dis.
tributions. Unfortunately, their evalution mmst be n relative
rather than absolute terms. A relative appratsal of the adequacy of
these distributions leads to extensive differences of opinion, 3
point of which the readers of this paper probably necd not be re.
minded. But even sharper differences of opintion would arise were
one to assess i1 absolnte terms the degree to which a given distri.
bution of wealth or income was adequate for the purposes for
which it was intended and used. Probably some would aver, in
good faith, that all these published distribntions were totally
madequate. On the other hand, a few might insist, with more te.
merity than propriety, that a given distribntion was entirely ade-
quate. Althongh the persons at the former extreme would prob-
ably outummber those at the other. the majority of qualified
observers wonld hikely fall into a middlc class of those who hold
that the existing distribntions give a rongh idea of the actual dis-
tribution, but that they are too crude and maccurate to allow
measuring temporal and spatial differcuces in the inequality of
distribution—differences that nmst he known if changes in rcla-
tive welfare of different social groups, in tax burden and taxable
capacity, in the volume of individna| savings and in the patters; of
consumer demand are to he analyzed. Furthermore, this temper-
ate group of observers would perhaps qnestion whether existing
distributions give a true picture of the relative welfare of the dif-
ferent strata in society, even at a given moment; or make possible
a thorougl analysis of the existing patterns of consmmer demand
and individual savings.

A crucial question cmerges from these considerations. Why, in
view of this pressing and widely felt nieed for acenrate statistical
mformation on the distribution of wealth and mcome, do we not
have better and more adequate data; Why has there been this
time lag between the realization of i need and its satisfaction?
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That American statisticians have been unusually mept, or that
they have been unwilling to give reign to the imagination can
hardly be cited as reasons why their efforts in this field have met
with such limited success. In fact, the reverse is probably nearer
the truth. Many investigators have been too ambitious and have
overstepped the limitations of their data in striving to construct
statistical pictures of the distribution of wealth and income.
The reasons why the statisticians have been thus thwarted fall
into three general classes. On the one hand we have the psycho-
logical factors which lead a person to consider his own income
and wealth a secret even though lie may be ainong the front ranks
of those clamoring for statistical information on wealth and in-
come distribution. Moreover, this spirit is probably fostered by
democratic institutions that aim to exalt free private enterprise,
individuahsin and personal liberty—all with a minimum of gov-
ernment interference. It is also undoubtedly encouraged by the
fear that any personal income and wealth informnation will be
used for taxation purposes. Whatever the psychological, social,
and political factors contributing to this attitude of reservation,
its existence is strongly attested by those who have had the occa-
sion to attempt, through field surveys or otherwise, to procure
wealth and income statistics from a considerable number of per-
sons. Hesitancy about answering questions on income and wealth
is more pronounced in the upper economic classes; but some
maintain that persons in the lower strata, although more willing
to divulge the desired information, nevertheless commonly mis-
state their incomes, either through ignorance or design. In fact,
it has become almost an axiom that the adequacy of the response
10 a questionnaire or field survey varies inversely with the num-
ber of questions on such personal matters as income and wealth.
The second group of reasons accounting for the falure of
statisticians to meet this demand for statistical inforination on
the distribution of wealth and incomne lies nearer their own door-
steps. It is the failure to reach satisfactory definitions of wealth, of
income, and of family or whatever wealth-holding and income-
receiving unit is being employed. Irving Fisher has observed that
there is hardly a communis opinio among economists on the defi-
nition of income.’? Simon Kuznets has indicated some of the

120 ‘Income’ Encyclopedia of the Social Sciences, VII, 622-5.
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obstacles in the way of selecting a nsable and meaningful defip;.
tion of wealth.*** The idiosyncrasies of the Census defmition of
family are well known. That the National Resounrces Cummiucc,
to cite only one example, felt constrained to cmploy a somewhay
different definition of family is itscli evidence that the Cengys
concept is not wholly appropriate for income distributions,
Macanlay tried to avoid some of these diflicnlties by using indj.
viduals rather than families. Whether such, procedure eludes
more difhicnlties than it raises is open to question. If the individ.
ual basis is used, then King’s further refinement to ‘anmmaiy’
warrants cousideration in certain cases.

A third possible reason why attempts to construct distributiong
of wealth and income have been relatively unsuceesstul js that, in
addition to the meagreness of primary data, fun(:tinnally related
series are also scarce. There seem to be few cconomic series suf-
ficiently closely and simiply related 10 income and wealth 1o niake
it possible to derive the latter from the former. The attempts re-
peatedly made in this direction have thus far not been attended
by particnlar success. Efforts to derive the distribution of income
from the distribution of reuts are one example; the method of
estimating wealth holdings by capitalizing income is another.

From this brief discussion it would seem that several obstacles
must be overcome if a satisfactory distribution of income, for ex-
ample, is to be constructed. The first is a decision as to the pur-
pose of the distribution. Ouce that has been male, a snitable
definition of income and the selection and definition of the in-
come-receiving nnit (family or individnal or ammain) nist be
made. After this underbrush has been cleared away two courses
are open to the statistician; these may be considered either as
alternatives or as complements. The first is the direct procure-
nient of statistical mformation, either for a sample or the nmi-
verse, on the incomes of the (say) familics. "Fhis. in turn, may
require either a remolding of the people’s mores in the direction
of inducing them o divnlge more freely and Cinately the de
sired information concerning their incomes. or legislative enact:
ment making obligatory reporting of incomes to the Census, or
possibly both.’s1 The second conrse. which mav be cmployed
830 Velume Twe, Part One.

131 Even the Statutory requirement would have its limitations. Chances of s»
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etther as a substitute for or a complement to the first, is to ascer-
tain the distribution of rents for relatively homogeneous groups,
derive the rent-income function for each such group, and pass
therefrom to the distribution of incomes. Weighting and summa-
tion would then give the global distribution of incomes,

It would be hazardous to conjecture precisely when statisti-
cians will succeed in overcoming the present obstacles to really
adequate distributions of income and wealth for this country.
Because of renewed positive interest of public as well as private
research organizations in the problem, one may expect in the
near future not only better distributions but also distributions
adequate for statistical induction.
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Discussion
1 SIMON KUZNETS

Mr. Merwin's survey reveals the variety of purposes that moti-
vated the construction of distributions of income and wealth by
size; and describes exhanstively the daring feats of ingennity
performed by skillfnl statisticians in their attempts to overcome
the absence of basic information. In view of the lack of basic data,
it seemns surprising not that the estimates have been so few, bt
that there were any at all; not that they were so poor. but that
they came within hailing distance of the truth.

However, the matter that interests me most is not the charac-
ter and gnality of the estimates, but the factors that explain the
absence of basic information in the field. Why was no informa-
tion collected during these decades on a snfficiently comprehen-
sive scale to make possible an acceptable distribution of income
or wealth by size anong individuals or families? A great deal of
other basic economic inforination was being collected, largely by
public agencies: the censnses of population, agricultinre, mann-
facturing; reports by the Interstate Commerce Commission on
most public utilities; by banking authorities on the state of the
credit systemn; by cnstom honse anthorities on foreign trade; and
the like. Since, after all, the economic system functions in order
to satisfy the needs of the nation’s ultimate consnmers, is it not
surprising that information on what the economic system pro-
duced was not supplemented by equally important data on the
flow of incomes to individnals or families. or on the stock of
wealth at their coommand?

Mr. Merwin snggests briefly some of the factors that may serve
to account for this gap in the economic information in the past
and, to a less extent, even at present. But this point needs fiirther
discussion and illnmination. While the snpply of basic economic
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data may be affected partly by accidental Cvents, it is on he whole
determined by fundamental views of the body social as to the
relative importance of varions aspects ol economic actvity apg
the need of information to aid in the salntion of varjoyg eco-
nomic problems. Data collecti. 1 is expensive, hoth in (e Marroy
sense of costing moneyv to the ('ullccting and the reporting agen
ctes and in the broader sense of cffort needed o translate the fre.
quently nnformmlated imd nnandited npressions or records iyt
reportable and quantitatively measurable facts. If i this coyp.
try during recent decades, public agencies have heen Collecting
so many data on some aspects of economic acuvity and so few on
others, there nmst have been good and suflicient reasons. It is .
portant to ascertiain these reasons, for they provide clues o the
factors that determine the supply of statistical data—; problem
close to the heart of every empirically minded studeny m the so.
cral sciences. We shall, therefore. proceed to o necessarily tenga-
tive consideration of these reasons, with particular reference (o
the data on distribution of meome by size among mdividuals or
families.

It may be snggested that the path of progress in the collection
of statistical dlata in the ccononmuce field is hom population to pro-
duction, and from production to distribution. It seems natural
that the collection of censns data by amy nation wonld begin with
the quantitative aspects of population, of people as the substance
ot the nation and the ultima ratio of i existence; wonld then
proceed to ascertain what these people produce: and wonld con-
cern uself with the distribution of resulis of economic activity
among individimals or families ouly after having ascertained how
many ot them there are and how mnch they produce. Oue conld
thus say that the basic reason for (he absence during recent
decades of comprehensive information on distribution of income
by size, concurrent with an apparentdy plentiful supply of data
on production, is that generally the former wonijd be coilected
later than the latter; and that (his country was stll in the phase
of statistical developiment ¢ which data on prodnction conld
1ot yet be complemented by data on the distribution of the re-
sults of such prodnction among ultimate cousnmmng nuits.

Whether this stage-theory of the development of comprehen-
sive statistical data s valid in terms of the actnal historical ex-
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perience in modern countries, I do not venture to say. One does
get the impression that censuses of population and of production,
in the order named, are the earlier phases in the growth of
statistics in the various countries since the industrial revolution;
but a careful test is beyond the scope of the present comments.
In the absence of such careful tests, and of supplementary evi-
dence, it would be impossible to demenstrate that with respect
to this generally valid succession of stages, this country must have
been in the second, the development of production statistics, and
has failed as yet to reach the third, the development of data on
distribution of results of production among consuming units.
Nor would there be much meaning in such a statement.

But whether or not the generalization is historically valid, it
should still be indicated why the developmnent of various bodies
of data should be sequential rather than concurrent. Why should
data on distribution of income by size wait until data on popula-
tion and production are complete, rather than be developed con-
currently with the latter? The answer to this question seems to
be that with scarce means, some selection of fields of comprehen-
sive coverage must be made; that knowledge of one aspect of
activity is an indispensable prerequisite for planning the statis-
tical coverage of another; that the concurrent collection of sev-
eral bodies of data is not necessarily complementary in terms of
reducing per uni: costs but may, on the contrary, serve to raise
such costs; and that many statistical data are byproducts of the
administrative activity of the government and hence are neces-
sarily selective since governments cannot deal directly with
everything at once. That in this necessarily sequential relation,
data on population and production should precede those on dis-
tribution and consumption seems plausible.

This general impression of the primacy of production data
and of the study of production processes has perhaps been re-
enforced by the rapid industrial development of this country
during the decades under consideration. This resulted ina rather
widely entertained, and, to a considerable extent justified, no-
tion that the country’s economic progress. i.e., increase in toial
product and economic power, was rapid; that the potentialities
of such progress in the future were still considerable; that what-
ever problems might exist in the distribution of the national in-
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vome among the consuming unij ts of the natjop would he $0lved
by the rapid rise of the production curve; and thay Correspopy.
mgly the function of the government was to Preserve gl free.
dom of private enterprise wh‘lch wm‘nld allow 'l :‘ to tontinye its
splendid contribution o socral welfare by Tatsing the State of
technical arts, extending the area of economic :Icli\'ity, and jp,
creastng the total of goods produced. Syl an attitude neant ghy,
data collected for the purpose of informatjg, and observatign
would relate primarily to production—;zg , basis of judging the
rate of progress and its origin in the various industries, It alg,
meant that the public ABENCIes were to he concerned pr"m“'ﬂ}'
with the preservation of free competition within the conntry apq
maintenance of preferred position against foreigy COmpetiggy;
—functions that mvolved dcnliug primiu’ilj,' with Productiop
agencies and hence collecting primarily Productioy Statistycs,
And data on production, being available largely within apq
bence provided almost exclusively by producing o business
units, camot yield data on distribution f income by size among
consuming units.

If this was ¢he viewpoint of society at large. there was algg little
presstire tor income information on the part of business groups.
Problems of marketing and distribution had not Yet come to .
cupy the center of attention thag they seem to How: the rapid
extension of the productive System and growl )y the volume of
output meant that (e restriction of ()e markets was 5 sporadic
rather than 5 chronic circumstance, The growth iy quality goods
and semi-monopolistic markets. of advcrtising pressures and
marketing surveys, was stj]] largely in he future, The relation
between income Jevels and consuy Ption was of Jess 1mportance
to the business comnnmity ¢ large than it js now: and thus one
of the effective forces now pressing fo, information upon distri-
bution of income by size, combined i), regional breakdowns,
was lacking, oy ¢ least muc), weaker than i js now,

The attitude of the individua] ¢ the provision of mformation
On income was ¢, a large exteny corollary of the general view
of the body social on the greager inportance of increasing pro-
duction (anq Population) thay (f remedying the ills of income
dislribuu’on, both Products of ()¢ free individualisg;e organiza.
tion of economijc artivity. Natumlly enough. the people who



DISCUSSION 8()

were at the top of the income pyramid resisted attempts to shed
too much light on the inequalities in the distribution of mcome;
and they continue to do so. But their resistance could not and
cannot be successful unless it is backed by a negative attitude to
the revelation of income information, an attitude that is a direct
corollary of a viewpoint suggested above.

The connection is not difficult to see. If one believes that the
economic system is enjoying and will enjoy in the future a rapid
growth of output that will overcome any transient ills resulting
from inequality in the distribution of income; if one believes
that this beneficent progress is due to the invisible hand of provi-
dence which converts the selfish striving of individuals to their
economic aggrandisement into a horn of plenty for the conntry
at large; and if one considers further that part of this selfish be-
havior of free individuals is to withhold information of any sort.
unless required by the state in order to perform its proper func-
tions—then the reluctance to supply income information can be
fully understood. The state should not do anything about ihcome
distribution, since the recipient of large income is being re-
warded for his greater contribution to the national product and
the recipient of small income is being punished for his failure
to contribute. Since the state does not require income data of
this type for the prosecuticn of its administrative activity; and
since the unequal distribution of income is just a tool, and an
efficient one, in stimulating economic growth, there is no reason
why the free individual should sacrifice his competitive right to
withhold information. The man who thought or was forced
by society to think that he was the captain of his economic des-
tiny would naturally resist giving an account for it to anyone
but to his economic soul.

Technical obstacles undoubtedly added to the difficulties.
To begin with, comprehensive coverage of any information re-
lating to individuals or family units in the economy is much
more difficult than coverage of productive or business units, for
the simple reason that there are so many more of the former.
Second, and perhaps more important, it is far more difficult to
obtain accurate quantitative information from a consuming unit
than from a member of the business system, since the 2ccounting
of the former is much more sketchy.
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In this connection, it should be noted that of the various ty
of income, the one on which it is most dithenlt to obtainy accurage
information is that of individual entreprenenrs. In ghe case of
salaries and wages, dividends or interest, the overy receipt of ,
payiment makes it possible to recognize income clearly anq to
ascertain its magnitude with relative case. The establishmep,
of net income of individual entreprenents is a heroic task indeeq.
In the decades when individual entreprencurs bulked s large
among the iucome-eamiug popnlation of the conntry and whep
€ven corporations were often nnaware of the exact magnitude
of their net income, it would have been difficuly to survey family
incomes in the same way as one establishes in the Censns the age
or sex of individnal members of the families.

There is another, admittedly conjectnral, consideration of
great bearing upon the present statns and prospects of the field:
a distribution of mcome by size among tamilies, for 5 single year
oronly a few years, and withont many corollary data, is of limited
value in the analysis of cither policy or economic problems, Sy,
a statement may seem at first surprising. However, brief reflec.
tion will show that even thongh great human mnterest attaches
to a distribution showing that in 3 given year there were x fam.
ilies, each having an income of a million dollars and over, ang
¥ families, each faving an income of less than one thonsand dol-
lars, such an estimate taken by itself for 4 YEAr or two is scarcely
i]lumiuating. Of conrse, such estimates are nsed, hut ordinarily
on the dangerons assiumption that the distributions for one year
hold for a longer period; that differences among various income
classes in cost of living, size of tamilies, or other factors are not
significant for imerpreting income differences for the purpose
at hand—and there are very few pnrposes for which such an as.
sumption is tenable: and that there js enongh stability within
the distribution frop Year to year to allow 5 rongh identification
of families within 5 given income category with the same families
within a similar income category at another time.

Of conrse, it js questionable that (e realization of the low
value of 3 distribution for a single yea, nnaccompanied by many
coroilary data, was clearly in the minds of the people who were
I a position to determine whether comprehensive data in the
field wonld pe collected. Byt jq wonld not he unreasonable to
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assume that this feeling, namely, that unless one could initiate
a continuous series of such estimates and obtain both the neces-
sary breakdowtis and the subsidiary data the effort was not worth
making, did serve to reduce the pressure and to prevent sporadic
collections of data.

The striking additions to the data on distribution of income
by size during very recent years tend to bear out the tentative
analysis above of the factors that made for the absence of such
data in the past. The accumulation of information on population
and production and their intensive use by students in the field
resulted in relatively satistactory knowledge of these aspects of
the economy. Of course, significant gaps remain even in these
fields, especially on some of the dynamic elements: population
migration, production of intangible goods, scale of producing
unit and of business unit, etc. But a great deal of further work in
these fields must await better data on distribution of income
among consuming units, data the absence of which is felt per-
haps more acutely than ever before by students whose major in-
terest is Ot income measurement or in the analysis of closely
related economic problems.!

More obvious is the change in social attitude and in the eco-
nomic functions of government as they are now conceived by
society at large. The feeling that there are great reserves of pro-
duction growth in the future is not widely entertained now; and
therefore, to put it mildly, serious doubts are entertained as to
the future effectiveness of the system of free and individualistic
economic organization. That this organization is largely a thing
of the past, a result of the growth of private and semi-public
monopolies, is a significant element in the changed situation.
And there is less conviction that the economic fortune of an in-
dividual is entirely or even largely a result of his personal ability.
It is realized that the complex of economic institutions does not
function perfectly or even tolerably well, and that these imper-
fections have painful repercussions among large groups in our
society, repercussions these groups could not cope with or avoid
by any individual effort, no matter how well meant or intelli-

11t is important that the advocacy of income guestions on the tentative popula-
tion schedule for the 1940 Census came from population statisticians iuterested
in the economic factor in differential fertility.
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gently designed. Correspondi ngly, the cconomic forgyyeg Of thge
favorably situated are seen as .d'uc only 1 part, anq perha
small part, to their personal ability (o tontribuge ¢ social ey,
fave: they are seen ag being to a Luge extent 5 resul of Strateg,
situations created by social mstitutions and seized upon by ,
few individuals, often to the detriment of society ag large.

It is this viewpoim that provides the Pressures ang Justificz.
tion for activities of public author
working of economic institutions in their dctormination Of the
distribution of income among individuals and familjes It pro.
vides the raison d’étre for 3 graduated INcome tax, socia) Securigy
legislation, laws concerning wages and hours, e It thus bring;
government into fields ot administratiye acti\'it_\' whose byprod.
ucts are large hodies of data on distribution of income by size.
And it creates an attitude on the part of the Community y large
that makes the Provision of income inl'()rm;niun i natural apq
acceptable step designed ¢, help the public anthoritiey jy deal.
ing with a commonly recognized cconomic problen,.

Furthermore, the in(‘reasing attention the business system at
large Pays to methods of Rauging and inf uencing the consumers’
market results jn pressures, often eltective, for mformation op
distribution of income by size and on related expenditures. Trye,
this particular drive is somewhat biase toward higher income
brackets (as is true of (he byproducts of ihcome 1ay laws) and
often leads ((, 5 somewhag exaggerated estimate of income mag-
nitudes; byt j IS A potent tactor, nevertheless, iy forcing thig
held upon ¢he attention of public authorities.

The technica] difficulties i), the way of collection of income
information of the type undey discussion yre also l)cu)ming less
formidaple, pPartly because of the incre;nsing Importance of ip.
“omes in the form of overt payments, partly becaase the technical
means at oyr disposal for dealing v, Livge Populations have
icreased y; an undonbtcdl)f Breater rate than (e population
itself. Sucl, Means include o, only the technjca and organiza-
tional Machinery for dealing wiq, Lge scale surveys, hut also
the Statistica] theory thaq Makes ¢ possible to estahlish in ad-
vance the reliability of Samples and ¢hyyg ¢, sclect the latter on
a carefully thonght out basis.

It seems qQuite probape that we are ¢ the verge of 3 period
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during which coniprehensive data on the distribution of income
by size and hence reliable distributions based on such data will
hecome available. We may, theretore, be confronted in the very
near future with choices among various ways in which such in-
formation can be obtained and distributions based on them de-
rived. While deep-seated factors determine the feasibility or im-
practicability of obtaining comprehensive statistical information
on this or another phase of social activity, once these factors are
favorable to the collection of such information, the academic
student, guided by general interests only, is in a position to shape
many of the evolving data and assure their greater usefulness in
the treatment of the problems with which he is concerned. And
this he can do by participating in the selection of the various
alternatives that exist, either overtly or implicitly, when the task
of comprehensive coverage of a field like distribution of income
by size is initiated.

In this choice the consideration already stated, that distribu-
tions for single years, unaccompanied by many related data (on oc-
cupation, industry, family composition, age, sex, location, cost
of living, expenditures and savings, etc.) are of little use, seems
to me paramount. In the various choices two criteria should be
given the heaviest weight, next to that concerning the basic re-
liability of the information likely to be obtained: the likelihood
that the data will (1) become available continuously, on an annual
basis or on the basis of relatively short time units; (2) be obtained
in such a way that correlation with many other factors will be
possible. We may be disillusioned by the low analytical value of
the first distributions, since their great significance will become
obvious only after they have cumulated into a long series and
have been tested for association with variabies other than in-
come. But unless we assure that such development will be pos-
sible, our disillusionment is likely to become perinanent.








