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Measuring Economic Inequality

(Chapter 15 Parkin)

Market Income – wages, interest, rent, and profit earned in factor markets 

and before paying income taxes

Money Income – equals market income plus cash payments to households by 

government (transfer payments)

Mode income – the most common household income

Median Income – the income that separates the households into two equal 

groups

Mean Income – average income of all households

Skewed curve, bell-shaped curve

Quintiles – fifths
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         US Quintile Shares in 2000




US Quintile Shares of Income in 2000

	
	Households
	Income

	
	Percentage
	Cumulative percentage
	Percentage
	Cumulative percentage

	A
	Lowest 20
	20
	3.6
	3.6

	B
	Second 20
	40
	8.9
	12.5

	C
	Middle 20
	60
	14.8
	27.3

	D
	Next highest 20
	80
	23.1
	50.4

	E
	Highest 20
	100
	49.6
	100.0


Lorenz Curve (or Income Lorenz Curve) – graphs the cumulative percentage 

of income against the cumulative percentage of households
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Cumulative percentage of households





Income Lorenz Curve

The closer the Lorenz curve is to the line of equality, the more equal is the

distribution

(Discuss Lorenz Curve w/ regard to before & after taxes and transfer payments)

Household Income is the amount received over a period of time
Household Wealth is the value of assets owned at a point in time 
Distribution of wealth

US Shares of Wealth in 1998

	
	Households
	Wealth

	
	Percentage
	Cumulative percentage
	Percentage
	Cumulative percentage

	A
	Lowest 40
	40
	0.2
	0.2

	B
	Next 20
	60
	4.5
	4.7

	C
	Next20
	80
	11.9
	16.6

	D
	Next 10
	90
	12.5
	29.1

	E
	Next 5
	95
	11.5
	40.6

	F
	Next 4
	99
	21.3
	61.9

	G
	Next 1
	100
	38.1
	100.0


	
[image: image2]





   Cumulative percentage of households

Lorenz Curves for Income and Wealth

A typical household’s income and wealth change over time.

Income and wealth start out low, grow to a peak when the household’s worker reaches retirement age, and then fall after retirement.

Characteristics of people who earn high incomes and who earn low incomes:

1. The greater the amount of education, the greater the income

2. Non-family households (singles) have a higher income than family households with men receiving more than women in non-family households; poorest household type is single mother

3. The greater the number of people in a household, the smaller is the income per person

4. Oldest and youngest households have lower incomes than middle-aged households.

5. Race comes into play depending on the country being loot. Groups that are the targets of discrimination generally earn less

Poverty is a situation in which a household’s income is too low to be able to buy the quantities of food, shelter, and clothing that are deemed necessary

LORENZ CURVES AND GINI COEFFICIENTS
____________________________________________________________________________

	Lorenz curve: A Lorenz curve shows the degree of inequality that exists in the distributions of two variables, and is often used to illustrate the extent that income or wealth are distributed unequally in a particular society.

Gini coefficient: A Gini coefficient is a summary numerical measure of how unequally one variable is related to another. The Gini coefficient is a number between 0 and 1, where perfect equality has a Gini coefficint of zero, and absolute inequality yields a Gini coefficint of 1.

______________________________________________________________________

This Lorenz curve illustrates the degree of inequality in the distributuion of income. A Gini coefficient can be calculated using areas on this Lorenz curve. The 45 degree line would reflect absolutely even distribution of income. The pink shaded area A between the line of perfect equality and Lorenz curve reflects inequality. The blue area underneath the Lorenz curve is B, and the Gini coefficient can now be calculated as A/(A+B). Gini coefficients are often expressed as percentages.
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	Although Gini coefficients are used primarily to summarize distributions of income, they are also used to summarize inequalities in market shares by firms in an industry, or in the distribution of wealth.
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