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Notes

Many of the figures in this report use shaded vertical bars to indicate periods of recession. (A
recession extends from the peak of a business cycle to the trough.)

All earnings, which were adjusted for inflation using the price index for personal consumption
expenditures, are reported in 2007 dollars.

Supplemental data for this analysis will be available on CBO’s Web site (www.cbo.gov).
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Changes in the Distribution of
Workers’ Annual Earnings Between 1979 and 2007

Introduction and Summary

Understanding how the annual earnings of workers have
changed over time is integral to projecting possible
changes in such earnings in the future and considering
government tax and spending policies that affect workers.
This Congressional Budget Office (CBO) paper docu-
ments changes in workers’ annual earnings; however, it
does not delve deeply into the causes of those changes or
the possible implications for government policy.

The paper first describes changes between 1979 and 2007
in the annual (inflation-adjusted) earnings of workers
ages 25 to 54. CBO found that men with relatively low,
median, and relatively high earnings (specifically, men at
the 10th, 50th, and 90th percentiles of their earnings
distribution) earned more than women in the same posi-
tion of their own earnings distribution in 2007, and that
those differences were smaller in 2007 than in 1979 (see
Figure 1 on page 20). (Box 1 presents a primer on some
of the measurement concepts used in this paper.) CBO
also compared the differences in earnings between low,
median, and high earners of the same sex in a given year.
For men, the ratio of the earnings of high earners to those
of median earners was larger in 2007 than in 1979,
whereas the earnings ratio for median and low earners
was roughly the same in the two years. For women, in
contrast, the ratio of the earnings of high earners to those
of median earners was roughly the same in 2007 as it was
in 1979, but the earnings ratio for median and low earn-
ers was smaller in 2007 than it was in 1979.

This paper also documents changes between 1989 and
2005 in the annual (inflation-adjusted) earnings of work-
ers ages 25 to 54 with very high earnings. (Examining
workers with earnings at the very top of the distribution
requires a different data set, one that does not span all of

the years covered by the data set used in the first part of
the paper.) CBO found that men with earnings at the top
of their earnings distribution (those at the 95th and
99th percentiles) earned more than women at the top of
their distribution in each year, although that difference
declined over time. The earnings of men and women at
the top of their earnings distributions were higher in
2005 than they were in 1989, and the increase for work-
ers at the 99th percentile of the distribution was larger
than for workers at the 95th percentile. Also, the share of
earnings held by workers in the top 5 percent of the dis-
tribution increased between 1989 and 2005.

Additionally, CBO examined changes in earnings mobil-
ity and variability. Dividing the population into five
groups based on earnings, CBO found that the fraction
of people moving from one group to another (for exam-
ple, from the bottom fifth of the distribution to the top
fifth) over various five-year spans was roughly unchanged
from 1989 to 2005 for both men and women. Slightly
more than one-quarter of men and of women experi-
enced increases or decreases in earnings of 50 percent or
more between 2004 and 2005. The percentage was simi-
lar for year-over-year changes throughout the 1989-2005
period.

There are several points to keep in mind in considering
CBO’s findings. First, this paper examines annual earn-
ings, not hourly wages. People’s annual earnings are deter-
mined both by their earnings per hour and by how many
hours they work each year. Second, people’s annual earn-
ings are not necessarily the entirety of their compensa-
tion. In focusing on earnings for its analysis, CBO did
not take into account other forms of compensation, such
as defined-benefit retirement plans, employers’ contribu-
tions to 401(k) plans, or employment-based health
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Box 1.

A Primer on Measuring Earnings Dispersion, Mobility, and Variability

This report examines men and women at selected
percentiles of their respective earnings distribution.
To make that idea more concrete, consider 200 work-
ers—100 men and 100 women—ages 25 to 54 on an
auditorium stage. The men line up separately from
the women; each group arranges itself, from left to
right, by people’s earnings. Thus, the worker with the
lowest earnings stands closest to the left wall of the
stage, and the worker with the highest earnings
stands closest to the right wall. Each line, or array, of
workers represents the entirety of the earnings distri-
bution of men or women ages 25 to 54 in a given
year.

The 10th worker from the left in either line has rela-
tively low earnings. That man or woman is at the
10th percentile of his or her respective earnings distri-
bution, which means that 10 percent of the workers
of the same sex have the same or lower earnings and
90 percent have higher earnings. The worker stand-
ing in the very middle of each line has earnings in the
middle, or at the median, of his or her earnings distri-
bution. That worker is at the 50th percentile of the
distribution (50 percent of workers of the same sex
have the same or lower earnings and 50 percent have
higher earnings), and so on.

In its analysis, the Congressional Budget Office
(CBO) found that in 2007, men tended to earn more
than women. Consider the 200 men and women

insurance. (Comprehensive data on compensation for
individuals are not generally available over long periods.)
Third, annual earnings do not necessarily represent all of
the resources available to workers. Many people receive
income from unemployment compensation, child sup-
port, or other sources over the course of a year. Also,
many people share resources with family members, and
some people have savings on which they can rely. Fourth,
CBO excluded people who had no earnings over the
course of a year and those who had earnings only from
self-employment. People who had both earnings and
income from self-employment were included in the anal-

standing in two lines on the stage in the auditorium.
They stand shoulder to shoulder, and the line of
women is in front of the line of men. The 10th man
from the left (who is at the 10th percentile of the
earnings distribution of men) had higher earnings
than the woman standing directly in front of him
(who is at the 10th percentile of the earnings distri-
bution of women). The same is true of the men and
women at the 50th and the 90th percentiles.

CBO’s analysis also considered changes in the disper-
sion of earnings. In 2007, the earnings of the man at
the 90th percentile of his earnings distribution were
about 7 times those of the man at the 10th percentile,
and the earnings of the woman at the 90th percentile
of her earnings distribution were 8.5 times those of
the woman at the 10th percentile. Consider the peo-
ple standing on the stage again, but now they have
spread out across the stage in such a way that the man
earning $10,000 is twice as far from the wall on the
left as the man earning $5,000. The women have
spread out in the same way. The man at the 90th per-
centile is seven times farther from the wall on the left
than the man at the 10th percentile; the woman at
the 90th percentile is 8.5 times farther than the
woman at the 10th percentile.

The results of CBO’s analysis that have been dis-
cussed here thus far are based on a “snapshot” of the

Continued

ysis, but their income from self-employment was not
considered. Finally, CBO’s restriction of the analysis to
people ages 25 to 54 lessened the effects that individuals
decisions about educational attainment and retirement
might have on the study’s results.

Trends in Earnings Between the
10th and 90th Percentiles of the
Earnings Distribution

For this part of its analysis, CBO examined trends in the
annual earnings of workers ages 25 to 54 between 1979
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workforce in 2007. To follow the same people over
time, CBO used a different data set. That informa-
tion allowed analysts to document two longitudinal
concepts of changes in earnings: earnings mobility
and earnings variability.

The example of the auditorium stage remains useful.
Now, all of the seats in the audience are full of people
of all ages. In 2000, all the working men and women
who are 25 to 54 years of age are invited to come up
on stage and form two lines—the men in one and the
women in the other, ordered as before (from left to
right) by the amount of their earnings. Each person is
given a placard that has “2000” written on it as well
as a number indicating whether they are in the lowest
20 percent of the distribution, between the 21st and
40th percentiles, and so on. (That assignment divides
the earnings distributions into fifths, or quintiles.) In
2005, all of the same people return to the audito-
rium—audience members as well as people who were
on the stage—and all the working men and women
ages 25 to 54 are again invited to come up onto the
stage. Some of the people on stage will have placards
from 2000; some will not. In particular, people who
were younger than 25 in 2000 or were not working
then will not have placards. Some of the people
remaining in the audience will have placards from
2000 as well; those people are now either beyond the

25-to0-54 age range of people invited up on stage or
were working in 2000 but are not working in 2005.

The men and women on the stage again form sepa-
rate lines, by increasing order of their earnings in
2005, and each is given a placard that has “2005” and
their position in the distribution on it. All of the peo-
ple that have placards from both 2000 and 2005 step
forward and are asked to examine the changes in their
quintiles between the two years. The results illustrate
the idea of earnings mobility, or how people move
around in the earnings distribution relative to each
other.

Keeping the men and women separate, CBO found

that about half of the men and half of the women in
its sample were in the same segment of the earnings

distribution in 2005 as they had been in 2000.

The second longitudinal concept of changes in earn-
ings, that of earnings variability, does not directly
relate to the auditorium full of workers. Earnings
variability, as CBO defined it for this analysis, cap-
tures the fraction of workers that experienced a large
change in their earnings from one year to the next.
About 27 percent of men and 29 percent of women
experienced increases or decreases in earnings of

50 percent or more between 2004 and 2005.

and 2007, focusing on workers at the 10th, 50th, and
90th percentiles of the earnings distribution. The data
CBO used were drawn from the Census Bureau’s Current
Population Survey (CPS), which contains information on
the characteristics of workers and the number of hours
they work.! (The appendix discusses the CPS, including
the limitations that it presented for CBO’s analysis.) Both
1979 and 2007 represent a trough in the unemployment
rate of people ages 25 to 54, which makes results from

1. CBO found patterns for men’s and women’s earnings in the CPS
data that were similar to those found in the other data set used in
this paper, the Continuous Work History Sample maintained by
the Social Security Administration (see the appendix for more

details).

those years roughly comparable. More recent data, for
2008, are also available (see Box 2).

CBO’s analysis centered on individuals with wage

and salary earnings; it excluded people who had no earn-
ings as well as those who had earnings only from self-
employment. All earnings, which were adjusted for infla-
tion using the price index for personal consumption
expenditures, are reported in 2007 dollars.

Comparing Trends in the Earnings of Men and
Women Between 1979 and 2007

As a point of reference, in 2007, workers at the 10th per-
centile of the combined earnings distribution of men

3



4

CHANGES IN THE DISTRIBUTION OF WORKERS’ ANNUAL EARNINGS BETWEEN 1979 AND 2007

Box 2.
Earnings of Men and Women in 2008

Using the most recent data available, the Congressio-
nal Budget Office found that the real (inflation-
adjusted) annual earnings of men and women at the
10th, 50th, and 90th percentiles of their earnings dis-
tributions declined between 2007 and 2008. In
2007, the unemployment rate for people ages 25 to
54 was 3.7 percent, a trough in the unemployment
rate for that age group; in 2008, the rate was 4.8 per-
cent. All indications are that the unemployment rate
for that group will be higher still in 2009.

The annual earnings of men at the 10th percentile of
their earnings distribution were 14 percent lower in
2008 than they were for their counterparts at the
10th percentile in 2007. That change represents the
largest year-to-year decline in earnings for that group
between 1979 and 2008. Men at the median of the
earnings distribution earned $39,700 in 2008, 3 per-
cent less than their counterparts earned in the previ-
ous year. The earnings of men at the 90th percentile
in 2008 were $96,800, also 3 percent lower than their
counterparts earnings in 2007.

The annual earnings of women at the 10th, 50th,
and 90th percentiles of their earnings distribution
also declined between 2007 and 2008. The earnings
of women at the 10th percentile were $7,700 in
2008, 4 percent lower than those of women at the
same point in the distribution in 2007. The annual
earnings of women at the median and the 90th per-

centile declined by 3 percent and 2 percent, respec-
tively, between 2007 and 2008.

Real Annual Earnings of Workers at Selected
Percentiles of the Earnings Distribution, by Sex

(2007 dollars)

Percentage
2007 2008 Change
All Workers
10th Percentile 10,800 9,700 -10
50th Percentile 35,000 33,900 -3
90th Percentile 85,000 83,200 -2
Men
10th Percentile 14,600 12,600 -14
50th Percentile 41,000 39,700 -3
90th Percentile 100,000 96,800 -3
Women

10th Percentile 8,000 7,700 -4
50th Percentile 30,000 29,000 -3
90th Percentile 68,000 66,800 -2

Source: Congressional Budget Office based on the Census

Bureau’s March Current Population Surveys.

Note: The sample that CBO used consisted of people ages 25
to 54 with earnings, which included wages and salaries
but excluded income from self-employment. Earnings
were adjusted for inflation using the price index for per-
sonal consumption expenditures and rounded to the
nearest $100.

and women earned $10,800; those at the median, or
50th percentile, earned $35,000; and those at the
90th percentile earned $85,000 (see Table 1 on page 14).

Men and Women at the Median. In contrast to the
annual earnings of men at the median of their earnings
distribution—which, in inflation-adjusted terms, were
the same in 2007 as for their counterparts in 1979—the
annual earnings of women at the median of their distri-
bution were 60 percent higher in 2007 than for their
counterparts in 1979 (see Table 1 on page 14 and
Figure 2 on page 21).

The earnings of men at the median of their earnings
distribution followed the ups and downs of the business
cycle: That is, they fell during recessions and in the years
surrounding such downturns, and they rose during
expansions—periods of stronger economic growth (see
Figure 2). During the recessions in the early 1980s, the
inflation-adjusted earnings of men at the median of their
earnings distribution dropped, and although those earn-
ings increased over the next several years, the upswings
were offset by subsequent declines between 1988 and
1992, a period that included another recession. The earn-
ings of men at the median of the distribution increased
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again between 1994 and 2000 (a period of relatively
strong economic growth); they remained relatively
unchanged between 2001 and 2007.

In contrast to the pattern seen for men, the inflation-
adjusted earnings of women at the median of their earn-
ings distribution rose at a relatively steady pace between
1979 and 2000 (see Figure 2). That increase was driven
in part by substantial increases in the number of hours
women worked. In 1979, 67 percent of women who had
earnings near the median of their earnings distribution
worked full-time for the entire year; in 2000, 81 percent
of women who had earnings near the median were full-
time, full-year workers (see Table 2 on page 15). (For this
analysis, CBO defined full-time, full-year employment as
usually working 35 or more hours per week and working
at least 50 weeks of the year.) Between 2000 and 2007,
the rise in the earnings of women at the median of their
distribution slowed.

Men and Women at the 10th Percentile. The annual
earnings of men at the 10th percentile of their earnings
distribution in 2007 were $14,600, an amount slightly
smaller than the inflation-adjusted earnings of their 1979
counterparts (see Table 1 on page 14). In contrast, the
annual earnings of women at the 10th percentile of their
distribution in 2007 were $8,000, more than three times
the earnings of their 1979 counterparts.

The earnings of men at the 10th percentile between 1979
and 2007 tended to be more responsive to changes in
economic conditions than the earnings of men at the
50th percentile. Nevertheless, the cumulative change in
earnings between 1979 and 2007 for both groups was
quite similar (see Figure 2 on page 21).

The tripling of earnings for women at the 10th percentile
of their distribution over the 1979-2007 period was
spurred by substantial increases in the number of hours
that women in that group worked. In 1979, 4 percent of
women at the 10th percentile of their earnings distribu-
tion were working full-time all year long; by 2007, that
figure had risen to 18 percent (see Table 2 on page 15).

Men and Women at the 90th Percentile. The earnings of
men and women at the 90th percentile of their respective
earnings distributions were higher in 2007 than they
were for their counterparts in 1979. Men at the 90th per-
centile of their distribution in 2007 earned $100,000—
33 percent more than the inflation-adjusted earnings of

their 1979 counterparts. Women at the 90th percentile of
their distribution in 2007 earned $68,000, or 71 percent
more than their 1979 counterparts earned.

Much of the cumulative increase in earnings between
1979 and 2007 for men at the 90th percentile can be
attributed to a rise in their earnings during the late 1990s
(see Figure 2 on page 21). In contrast, the cumulative
increase in earnings for women at that percentile over the
same period resulted from more consistent year-over-year
changes in earnings.

Comparing Men’s and Women’s Earnings in 2007
The annual earnings of men at the 10th, 50th, and

90th percentiles of their earnings distribution in 2007
were $14,600, $41,000, and $100,000, respectively. The
annual earnings of women at the same relative positions
of their own earnings distribution were $8,000, $30,000,
and $68,000 (see Table 1 on page 14). That is, the earn-
ings of men were 1.8, 1.4, and 1.5 times those of their
counterpart women.

Men’s annual earnings over the 1979-2007 period tended
to be higher than women’s in part because men tended to
work more hours over the course of a year than women
did (see Table 2 on page 15). Not only were men more
likely to be employed full-time for the entire year, but
among workers who reported full-time, full-year employ-
ment, the average number of hours worked was generally
somewhat greater among men than among women.
That finding also held true among people who reported
part-time or part-year employment: Men generally
worked more hours over the course of a year than did
women.

The differences between men and women in the number
of hours worked over the course of a year do not fully
account for the differences between their annual earnings.
Even among those who worked a similar number of
hours, men tended to earn more than women. To put it
another way, the hourly wage of men tended to be higher
than that of women. The differences between men’s and
women’s hourly wages may be due to differences in edu-
cation, experience in the labor force, the occupation or
industry in which people worked, preferences or tastes
(say, for relatively dangerous work, which may pay more,

2. CBO calculated the number of hours worked per year by multi-
plying the usual hours worked per week by the weeks worked per
year.
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all else being equal), discrimination, or other factors. A
thorough analysis of factors that contribute to differences

in earnings is outside the scope of this paper.’

Changes in the Dispersion of Men’s and

Women’s Earnings Between the 10th and the

90th Percentiles of Their Earnings Distributions

In 2007, the earnings of men at the 90th percentile of
the distribution were about seven times those of men at
the 10th percentile (see the ratios in Table 1 on page 14).
That relationship represented an increase in dispersion
over that existing in 1979, when the earnings of men at
the 90th percentile of the distribution were five times
those of men at the 10th percentile.

A widening in the upper portion of the distribution of
men’s earnings was the major contributor to the widening
of earnings between the 90th and 10th percentiles. Dis-
persion in the lower portion of the distribution of men’s
earnings in 1979 was slightly less than it was in 2007—
that is, the earnings of men at the 50th percentile of their
earnings distribution were 2.7 times those of men at the
10th percentile in 1979, compared with 2.8 times in
2007 (see Table 1). In contrast, the earnings of men at
the 90th percentile of their distribution in 1979 were
1.8 times those of men at the 50th percentile; by 2007,
that gap had widened to 2.4 times.

Comparing dispersion in the bottom half of the men’s
earnings distribution in 2007 with that prevailing in
1979 masks some of the underlying changes in dispersion
over time. For instance, from 1979 to 1982 and again
from 1989 to 1992, the earnings of men at the 10th per-
centile of the distribution declined by more than did the
earnings of those at the 50th percentile (see Figure 2 on
page 21); the larger drop led to a widening of the disper-
sion in the bottom half of the distribution during those
times (see Figure 3 on page 22). Conversely, between
1993 and 1998—a period of relatively strong economic
growth—the earnings of men at the 10th percentile of
the distribution increased by more than did those of men
at the 50th, leading to a narrowing of the dispersion in
the bottom half of the distribution during that time.

3. See Joseph G. Altonji and Rebecca M. Blank, “Race and Gender
in the Labor Market,” in Orley Ashenfelter and David Card, eds.,
Handbook of Labor Economics, vol. 3C (New York: Elsevier, 1999),
pp- 3143-3259.

Among women, a steady narrowing occurred between
1979 and 2007 in the dispersion of earnings between
the 10th and 90th percentiles of their earnings distribu-
tion (see Table 1 on page 14). In 1979, women at the
90th percentile of the distribution earned 15.3 times
more than women at the 10th percentile; by 2007, that
ratio was 8.5 times.

The narrowing that occurred for women between the
10th and the 90th percentiles was driven by the substan-
tial increase in earnings (208 percent) at the 10th percen-
tile and the subsequent decline in dispersion in the bot-
tom half of the distribution (see Figure 2 on page 21 and
Figure 3 on page 22). In comparison, the changes in
earnings for women at the median and for women at the
90th percentile of their earnings distribution were similar
between 1979 and 2007 (see Figure 2). Relatively little
change in dispersion was seen in the top half of the
women’s distribution (see Figure 3).

Trends in Earnings at the Top of the
Earnings Distribution

As another part of its analysis, CBO examined trends in
the annual earnings of workers ages 25 to 54 between
1989 and 2005, specifically focusing on workers at the
90th percentile or higher of the earnings distribution. For
those calculations, CBO used data from the Continuous
Work History Sample (CWHS) provided by the Social
Security Administration, a data set that contains limited
demographic information about the members of the sam-
ple beyond their age and sex. However, the data set does
contain detailed information about the earnings of the
very highest earners. (In contrast, the CPS—the data set
used for the analysis in the previous section—does not.)
The most recent year of data from the CWHS available
to CBO at the time of the analysis was 2005. Although
that year does not represent a trough in the unemploy-
ment rate of people ages 25 to 54 (as 1989 does), the
unemployment rate in 2005 was 4.1 percent, which is
comparable to the unemployment rate of 4.2 percent for
that age group in 1989. (The appendix discusses both
data sets, including the limitations each presented for
CBO’s analysis.)

4. For a discussion of changes in the bottom half of the hourly wage
distribution, see Congressional Budget Office, Changes in Low-
Wage Labor Markets Between 1979 and 2005 (December 2006).
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Comparing Trends in the Earnings of Men and
Women at the Top of Their Distributions

Between 1989 and 2005

As a point of reference, workers at the 95th percentile of
the combined earnings distribution of men and women
in 2005 earned $103,200 (in 2007 dollars); those at

the 99th percentile earned $214,600 (see Table 3 on
page 10).

Men and Women at the 95th Percentile. Men at the
95th percentile of their earnings distribution in 2005
earned $123,400, an increase of 24 percent over their
counterparts’ inflation-adjusted earnings in 1989.
Women at the 95th percentile of their earnings distribu-
tion earned $79,400 in 2005—37 percent more than
their counterparts earned in 1989 (see Table 3 on

page 10).

The real annual earnings of women at the 95th percentile
of their earnings distribution increased in every year
between 1989 and 2005 (see Figure 4 on page 23). In
contrast, the earnings of their counterpart men increased
during the period of strong economic growth in the late
1990s but declined during the recessionary periods of the
early 1990s and early 2000s.

Men and Women at the 99th Percentile. Men at the
99th percentile of their earnings distribution in 2005
earned $278,100, and women at the 99th percentile of
their distribution in that year earned $139,100. Those
amounts were 30 percent and 60 percent more, respec-
tively, than the inflation-adjusted earnings of their
counterparts in 1989 (see Table 3 on page 16).

The real annual earnings of women at the 99th percentile
increased in almost every year between 1989 and 2005.
One exception was between 2000 and 2002, around the
time of the 2001 recession, when earnings for those
women were relatively unchanged. In contrast, during
that recession, the earnings of their counterpart men
declined significantly (see Figure 4 on page 23).

Comparing Men’s and Women’s Earnings at the
Top of Their Distributions in 2005

Among the highest earners, men earned more than
women. In 2005, the earnings of men at the 95th and
99th percentiles of their distribution were 1.6 and

2.0 times those of women in the same relative positions
in their distribution. In comparison, in 1989, the earn-

ings of men at the 95th and 99th percentiles were 1.7 and
2.5 times those of women in the same relative positions.

Those differences in men’s and women’s earnings in 2005
were smaller than the differences in 1989 (see Table 3 on

page 10).

Changes in the Dispersion of Men’s and Women’s
Earnings at the Top of Their Distributions

In 2005, the earnings of men at the 99th percentile of
their earnings distribution were 3.0 times those of men at
the 90th percentile. That ratio represented an increase in
dispersion compared with that in 1989, when the ratio
was 2.8 times. In 2005, the earnings of women at the
99th percentile of their earnings distribution were

2.2 times those of women at the 90th percentile, repre-
senting an increase in dispersion, compared with the ratio

in 1989 of 1.8 times (see Table 3 on page 10).

The patterns of changes in dispersion for men between
the 99th and 90th percentiles of their earnings distribu-
tion and between the 99th and 95th percentiles were sim-
ilar over the years 1989 to 2005. In both cases, dispersion
tended to increase during periods of relatively strong eco-
nomic growth and to decline during periods of relatively
weak economic growth (see Figure 5 on page 24).

Like the patterns of changes in dispersion that CBO
found in men’s earnings, the patterns between the

99th and 90th percentiles and between the 99th and
95th percentiles of the women’s earnings distribution
were similar: Over the 1989-2005 period, dispersion was
more likely to decline during times of relatively weak eco-
nomic growth (for instance, during and immediately fol-
lowing the 2001 recession) and to increase during times
of relatively strong economic growth (for instance, during
the mid- to late 1990s) (see Figure 5).

Changes in Shares of Earnings

The increase in earnings that CBO found at the top of
the distribution was associated with an increase in the
share of earnings received by those in the top 5 percent of
the distribution.

The share of earnings going to men in the top 5 percent
of the distribution—that is, to men whose earnings
placed them at or above the 95th percentile of their earn-
ings distribution—was larger in 2005 than in 1989. The
top 5 percent of working men ages 25 to 54 received
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22 percent of the earnings going to all men in that age
range in 1989 and 26 percent of earnings going to all
men in that age range in 2005. In that year, the top

1 percent of working men—those with earnings of
$278,100 or more—garnered 13 percent of all earnings,
up from 10 percent in 1989 (see Figure 6 on page 25).

The share of earnings that men with the highest earnings
received followed the ups and downs of the business cycle
to some extent between 1989 and 2005. The largest
increases in the share of earnings going to the top 5 per-
cent of workers occurred from the mid- to late 1990s, a
period of relatively strong economic growth. During the
periods of weaker economic growth that surrounded the
recessions in 1990 to 1991 and in 2001, the share of
earnings accruing to the top 5 percent of men remained
unchanged or contracted.

The share of earnings received by the top 5 percent of
women, like that of their counterpart men, also rose
between 1989 and 2005, although the share of earnings
received by the top 5 percent of women was smaller than
it was for men. The top 5 percent of women ages 25 to
54 with earnings received 17 percent of the earnings
going to all women in that age range in 1989 and 20 per-
cent of such earnings in 2005.” Those shares are about

5 to 7 percentage points lower than the share of earnings
received by men in the top 5 percent of their earnings dis-
tribution. In 2005, the top 1 percent of women ages 25
to 54 with earnings received about 8 percent of the earn-

5. There were roughly 53 million men ages 25 to 54 working in
2005, so approximately 2.7 million of those men were in the top
5 percent of their earnings distribution. (Data were derived from a
search of Labor Force Statistics from the Current Population Survey,
Department of Labor, Bureau of Labor Statistics, September 23,
2009.)

6. According to one study, the share of earnings held by the top
1 percent of workers fell between 1937 and the mid-1960s before
rising over the next 40 years. See Wojciech Kopczuk, Emmanuel
Saez, and Jae Song, Uncovering the American Dream: Inequality
and Mobility in Social Security Earnings Data Since 1937, Working
Paper No. 13345 (Cambridge, Mass.: National Bureau of Eco-
nomic Research, August 2007).

7. Roughly 45 million women ages 25 to 54 had earnings in 2005,
and so about 2.3 million of those women were in the top 5 per-
cent of their earnings distribution. (Data were derived from a
search of Labor Force Statistics from the Current Population Survey.)

ings going to all women in that age group, up from about
5 percent in 1989 (see Figure 6 on page 25).

The share of earnings that the highest-earning women
received was less sensitive to the business cycle between
1989 and 2005 than the corresponding share for men.
During the period of rapid economic growth during the
mid- to late 1990s, the share of earnings received by men
in the top 5 percent of their distribution grew more
quickly than the share of earnings received by women in
the top 5 percent of their distribution. As the economy
slowed during the 2001 recession, the share of earnings
going to men in the top 5 percent of their earnings distri-
bution fell more quickly than did the share of earnings
going to women in the top 5 percent.

Earnings Mobility and Earnings
Variability

Comparing the earnings of people at selected points in
the earnings distribution in one year with the earnings of
their counterparts in another year does not capture
whether a particular individual experiences gains or losses
in his or her earnings over time. For example, CBO’s
finding that the earnings of men at the median of their
distribution were, in inflation-adjusted terms, about the
same in 2007 as they were in 1979 does not mean that
men with median earnings in 1979 did not experience
any gains or losses in earnings in the following years. To
measure different aspects of changes in individuals’ earn-
ings from one year to another, CBO examined two dis-
tinct longitudinal concepts:

B Earnings mobility, which measures the probability that
workers will change their position in the earnings dis-
tribution from one year to another (for example, the
probability that a worker will move from the bottom
part of the earnings distribution in one year to the top
part of it in another); and

B Earnings variability, which measures the percentage
change in a person’s earnings from one year to the
next.

Earnings mobility is a relative concept: Whether an indi-
vidual changes position in the earnings distribution

depends not only on the changes in his or her own earn-
ings but on the changes in everyone else’s earnings as well.
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In contrast, earnings variability is not relative. How one
person’s earnings change from one year to the next is not
directly related to changes in other people’s earnings.

Earnings Mobility

One method of measuring earnings mobility is to split
the earnings distribution for one year into five equally
sized pieces, or quintiles; group the lowest 20 percent of
earners together, and so on, up the distribution; do the
same for a later year; and determine what percentage of
people switched groups.

Earnings Mobility Between 2000 and 2005. Table 4 on
page 17 and Table 5 on page 18 show the probability of a
person’s moving from one quintile in 2000 to another
quintile in 2005 as well as the probability of moving into
or out of the very top of the distribution. For example, of
the men who were in the middle quintile (the 41st to the
60th percentile) of their earnings distribution in 2000
and were working in 2005, 8 percent were in the lowest
quintile, 42 percent were in the middle quintile, and

6 percent were in the highest quintile in 2005.8

About half of the men and half of the women in the bot-
tom quintile of their respective earnings distributions in
2000 were in the bottom quintile again in 2005 (see
Tables 4 and 5). The pace of mobility from the bottom of
the distribution was approximately the same for both
men and women: 28 percent of men and 30 percent of
women moved up exactly one quintile, and an additional
22 percent of men (12 + 7 + 3) and 25 percent of women
(14 + 7 + 4) moved up two or more quintiles between
2000 and 2005.

Workers were more likely to move up the distribution
than to move down. Thirty percent of men and 30 per-
cent of women were in a higher quintile of the distribu-

8. Although Table 4 on page 17 and Table 5 on page 18 (often called
“transition matrices” or “transition tables”) are useful for examin-
ing earnings mobility, they have some shortcomings. Movement
from the 59th to the 61st percentile and movement from the 41st
to the 79th percentile are both measured as a transition from the
middle to the fourth quintile, despite the difference in the magni-
tude of the two shifts. Movement from the 41st to the 59th per-
centile is not considered a transition; a person who makes such a
move remains in the middle quintile. Transition tables also have
an inherent asymmetry: Workers in the bottom quintile cannot
move down any farther in the distribution, and workers in the top
quintile cannot move any farther up.

tion in 2005 than in 2000. Smaller percentages—17 per-
cent of men and 19 percent of women—were in lower
quintiles in 2005 than in 2000.

Workers who were in the top part of the distribution in
2000 tended to be there again in 2005. Eighty percent of
men and 77 percent of women in the highest quintile in
2000 were also in the highest quintile in 2005. At the
very top of the distribution, about 60 percent of the men
and approximately the same percentage of the women
who were in the top 1 percent of their respective distribu-
tions in 2000 were in the top 1 percent in 2005.

Earnings Mobility by Age. CBO found less mobility
across quintiles of the earnings distribution between 2000
and 2005 among older workers—whose careers and earn-
ings may be more stable—than among their younger
counterparts (see Figure 7 on page 26). In other words,
the probability of moving from one quintile of the earn-
ings distribution in 2000 to another in 2005 declined
with age. Among the youngest workers in the sample
(those ages 25 to 29 in 2000 and 30 to 34 in 2005),
almost 60 percent changed quintiles between 2000 and
2005. For the oldest workers in the sample (those ages 50
to 54 in 2005), roughly 40 percent changed quintiles
between the two years.

Trends in Earnings Mobility Between 1990 and 2005.
Mobility across quintiles of the earnings distribution was
largely unchanged between 1990 and 2005 (see Figure 8
on page 27). Among people ages 25 to 54 who were
working in both 1990 and 1995, 47 percent were in a
different quintile of the earnings distribution in 1995
than they were in 1990—the same rate of mobility found
among people working in 2000 and 2005. Most workers
who changed quintiles between 1990 and 1995 were
moving up the earnings distribution.

CBO examined several different ways of constructing
transition tables to analyze earnings mobility (see Box 3).
Those methods produced results that were for the most
part similar to the findings presented in this part of the
analysis.

9. As was the case between 2000 and 2005 (see Table 4 on page 17
and Table 5 on page 18), between 1990 and 1995 and between
1995 and 2000, the percentage of women changing quintiles was
about 2 percentage points higher than the percentage of men
making such a change.

9
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Box 3.

Alternative Methods for Analyzing Earnings Mobility

In addition to its main conclusions regarding earn-
ings mobility, the Congressional Budget Office
(CBO) also examined mobility using three broad
types of alternative techniques.

First, CBO examined how the earnings mobility
results presented in Table 4 on page 17 and Table 5
on page 18 would change if those transition tables
were defined in such a way that the percentage of
people moving up the distribution had to equal the
percentage of people moving down the distribution.
For CBO’s main analysis, a person’s position in the
earnings distribution in a given year was determined
by comparing that person’s earnings with the earnings
of all other workers ages 25 to 54 in that year. That
determination was made for workers in that age range
in 2000 and again for workers in that range in 2005.
Transitions were defined only for people who were in
the sample in both years. Consider a man age 53 in
2000 who was at the 75th percentile of the earnings
distribution. In 2005, that same man was 58 years
old and outside the age range that CBO examined in
this study. As such, his place in the earnings distribu-
tion in 2005 was not determined, and no transition

Earnings Variability

To examine the variability in workers” earnings, CBO cal-
culated the percentage change in earnings from one year
to the next for each worker and then grouped those
changes into four separate categories: declines and
increases greater than 50 percent and declines and

increases between 25 percent and 50 percent.'?

Between 1990 (the first year for which CBO calculated a
change over the preceding year) and 2005, the frequency

10. CBO published similar results in a paper titled Recent Trends in the
Variability of Individual Earnings and Household Income, in June
2008. As CBO did for that analysis, it defined the percentage
change for this study as ((¢,— e,.,)/((¢, + ¢,.1)/2)*100), which allows
years of zero earnings to appear in the calculation. See also Con-
gressional Budget Office, “Trends in Earnings Variability Over the
Past 20 Years,” attachment to a letter to the Honorable Charles E.
Schumer and the Honorable Jim Webb (April 17, 2007).

was defined for him. Transitions were not defined for
workers who were age 50 or older in 2000, who were
age 29 or younger in 2005, or who worked in one
year but not the other. As a result, the percentage of
people who moved up by at least one quintile did not
have to equal the percentage of people who moved
down by at least one quintile.

Restricting the earnings distribution in each year to
include only those workers who were in the sample in
both years (that is, who were ages 25 to 54 and work-
ing in both 2000 and 2005) results in slightly differ-
ent outcomes. Under that method, for every person
who moves up the distribution, one person must
move down. The percentage of men who changed
quintiles between 2000 and 2005 was about 1 per-
centage point lower than the main results presented
in this report. The percentage of men who moved up
at least one quintile was 6 percentage points lower,
and the percentage who moved down at least one
quintile was 5 percentage points higher. The differ-
ences for women were similar. That is, the percentage
of women who changed quintiles between 2000 and

Continued

of large—greater than 50 percent—changes in earnings
tended to move in concert with economic conditions for
both men and women (see Figure 9 on page 28). That is,
during periods of relatively weak economic growth—in
particular, during the recessions of 1990 to 1991 and
2001—the fraction of men and women that experienced
large year-over-year gains in earnings tended to decline,
and the fraction that experienced large year-over-year

losses in earnings tended to increase. !

The fraction of men and women that experienced more
modest changes in earnings—between 25 percent and
50 percent over the previous year—did not fluctuate

11. As noted in CBO’s June 2008 publication on the variability of
earnings, the results of that analysis are consistent with those in
the economics literature, although explicit comparisons with other
studies are complicated by differences in data and methodology.
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2005 was slightly lower than in the paper’s main find-
ings. That slight decline was the result of a drop in
the percentage of women who moved up at least one
quintile and an increase in the percentage of women
who moved down at least one quintile.

Second, CBO examined how the trends in earnings
mobility over time differed if the effects of changes in
the age distribution of workers over time were
removed. Consider a scenario in which there are a rel-
atively large number of young workers. Younger
workers tend to have higher rates of mobility than
older workers have, so as that large group of young
workers aged, mobility might decline. That decline
might not represent an actual shift in the mobility of
workers but rather the aging of younger workers and
the associated decline in mobility. To investigate how
the aging of the population might affect the trends in
earnings mobility presented in this paper, CBO first
fixed the age distribution of the sample population at
its 2005 levels. As a second alternative, it adjusted the
percentage change in earnings for each worker from
one year to another using the median percentage
change in earnings among the worker’s age group.

Neither adjustment had much of an impact on the
trends in estimated rates of mobility.

Third, CBO examined earnings mobility by using a
three-year average (rather than a single year) of earn-
ings. Using three years of earnings rather than one
dampens the effects that temporary changes in a per-
son’s earnings (either unusually high or unusually low
earnings in a single year) might have on estimated
rates of mobility. That approach resulted in a slightly
lower rate of overall mobility for men and virtually
no change in the rate of overall mobility for women.
For men, nearly all of the change in mobility between
the one-year and the three-year-average approach
came from a decline in the percentage of workers
who moved up the earnings distribution. The per-
centage of men who moved down the distribution
did not change substantially. For women, there was a
slight decline in the percentage of workers who
moved up the distribution, which was offset by a
slight increase in the percentage of workers who
moved down the distribution. The trends in mobility
over time were similar to the main findings presented
in the analysis.

much between 1990 and 2005. Approximately 7 percent
of workers experienced such increases in earnings, and
about 4 percent to 5 percent of workers experienced such
declines.

Explaining Patterns in Earnings and in
Dispersion

The distribution of earnings in a particular year is a func-
tion of who works, how many hours they work, and the
wage they earn per hour. Those three factors interact in a
complex fashion. Whether or not an individual chooses
to work depends in part on what that person is paid or
believes he or she will be paid (the expected wage rate)
and the value of the person’s time outside of work. The
number of hours people work during the year also
depends on their hourly wage. If a person’s hourly wage
increases, he or she may prefer to work more, as each

hour spent not working becomes more costly (in terms of
forgone earnings). Or the person may prefer to work
less—to earn the same amount of money as before but by
working fewer hours. In addition, a person’s hourly wage
depends not only on that individual’s characteristics but
also on the characteristics of all other workers and poten-
tial workers (the supply of labor) and the demand for
those characteristics in the labor market.

Who Worked? The Composition of the

U.S. Workforce

Between 1979 and 2007, the composition of the U.S.
workforce changed. Women constituted a larger share of
the workforce in 2007 than they did in 1979. Also, the
share of workers that were foreign born was larger in
2007 than in 1994, the first year for which data on
immigration were available in the Current Population
Survey. Moreover, workers in 2007 had, on average, more

11
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education than workers had in 1979. Increased rates of
disability and incarceration also played a role in changing
the composition of the workforce.

Women as a Share of the Workforce. Between 1979 and
2007, the percentage of women who participated in the
paid workforce increased markedly. Although approxi-
mately 85 percent of men ages 25 to 54 worked in each
year between 1979 and 2007, the fraction of women in
that age range who worked grew throughout the 1980s
and 1990s, from 66 percent in 1979 to 76 percent in
2000. Between 2000 and 2007, the fraction of women
working declined somewhat, falling to 74 percent in
2007 (see Figure 10 on page 29). As a result of the grow-
ing percentage of women who worked, women made up
a larger share of the workforce in 2007 than they did in
1979 (see Table 6 on page 18).

Foreign-Born People as a Share of the Workforce. In
1994, about 11 percent of workers ages 25 to 54 were
immigrants; in 2007, that percentage was nearly 17 per-
cent (see Table 6). The growth in the fraction of workers
that were immigrants was similar among men and
women. In 1994, about 12 percent of working men were
immigrants; in 2007, that fraction was about 19 percent.
Among women, about 9 percent of working women in
1994 were immigrants; in 2007, about 15 percent were
immigrants.12

Workers’ Educational Attainment. The educational
attainment of working men and women rose between
1979 and 2007, although the increase in attainment for
women was greater than that for men (see Table 7 on
page 19). In 1979, a smaller percentage of working
women than men (41 percent compared with 48 percent)
reported some education beyond high school. Between
1979 and 2000 those percentages increased for both
groups. However, between 2000 and 2007, the percent-
age of working men who reported some education
beyond high school did not increase much at all, whereas
the percentage of working women who reported such

12. In earlier work (see Congressional Budget Office, 7he Role of
Immigrants in the U.S. Labor Market, November 2005), CBO
concluded that “the arrival of large numbers of immigrants with
little education probably slows the growth of the [hourly] wages of
native-born high school dropouts, at least initially, but the ulti-
mate impact on [hourly] wages is difficult to quantify.” For a gen-
eral description of the foreign-born population, see Congressional
Budget Office, A Description of the Immigrant Population (Novem-
ber 2004).

studies continued to increase. In 2007, a larger percent-
age of working women (67 percent) than of working men
(58 percent) reported some education beyond high
school.

Disability. For some people, income from disability bene-
fits provides a viable alternative to low-paying jobs.!?
Between 1979 and 2007, the number of people who
received disability benefits in a given 