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The recent evolution of the U.S. income dis- tematic analysis of the shape of the income
tribution has attracted substantial attention indistribution’s upper tail.
both academic and popular discussions. A sub- Tax returns are the most reliable source of
stantial body of research in labor economics hasnformation on the incomes of high-income
documented a widening disparity between thehouseholds. They provide effectively universal
earnings of those in the bottom and top decilescoverage, since virtually all high-income house-
of the income distribution during much of the holds must file income-tax returns. They also
last two decades. Various explanations haveprovide more accurate information, subject to
been proposed for this shift in the structure of the idiosyncrasies of tax and accounting rules,
labor earnings. These explanations includethan other sources of income information that
growing competition from low-skill foreign la- are not subject to audit and verification. While
bor, increasing internationalization of the mar- these are important advantages, there are also
ket for “stars” with correspondingly higher limitations to studying income distributions
earnings for the best workers in various fields, from tax-return data. One is that tax-return data
and a shift toward greater use of computers andare only available with a several-year lag. This
other workplace technologies that complementmakes it difficult to track the most current de-
and raise the productivity of highly skilled velopments with regard to income distribution.
labor. A second difficulty with these data is that pub-

News accounts that discuss the income disdicly available tax-return data files do not in-
tribution often focus on a small set of highly clude any information on the demographic,
compensated individuals, such as corporate execcupational, and other characteristics of house-
ecutives, sports figures, or entertainers, whoholds at the top of the income distribution. This
earn very high incomes in a single year. Thesemakes it difficult to analyze intertemporal
highly visible top earners typically account for changes in the shape of the income distribution.
only a small fraction of those at the top of the A final limitation is that the tax-return files that
income distribution. Moreover, it is difficult to include large numbers of high-income house-
generalize from their earnings to any more sys-holds do not link taxpayers from one year to the

next. This precludes the study of income distri-
bution dynamics in the upper tail of the income
distribution.
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much more precision in studying the top of the compute the aggregate income received by, and
income distribution than comparably sized, butthe composition of income for, these top AGI
randomly sampled, household surveys with therecipients in each year.
same number of observations. There is one important difference between
To illustrate this point, consider a year like the current study and our earlier (1993) paper:
1995, when there were roughly 100 million the span of data that we analyze. Our earlier
households in the United States. A random-work used Individual Tax Model data from the
sample survey with 100,000 responding house-1979-1989 period, along with interpolated data
holds and with equal response rates acrossrom earlier years. In the present study, we
different strata of the income distribution would extend the set of Individual Tax Models that we
include 1,000 households in the top 1 percent ofanalyze back to 1960, and we also include data
the income distribution. In practice, since high- from six additional recent years.
income households are less likely than low-
income households to respond to surveys, the 1. The Income Share of Very High-Income
actual sample size would probably be smaller. Households, 1960-1995
In the Individual Tax Model data for all years,
however, there are more than 30,000 tax returns Table 1 reports the share of several different
from households in the top 1 percent of the income concepts that were reported by the top
income distribution. 0.5 percent of households between 1960 and
Our analysis focuses on the share of incomel995. The table includes information for every
that is reported by the households that compriseother year between 1960 and 1966, and every
roughly the highest-income 0.5 percent of U.S.year since 1966. With one exception, we have
households. We have done some sensitivitystandardized our measure of AGI so that it is not
analysis and found very similar results when we affected by legislative changes, such as changes
focus on the top 1 percent or the top 0.25in the second-earner deduction, the amount of
percent of households. Changes in the tax lawdividend income that can be excluded from
over time, such as the expansion of the Earnedncome, and other similar legislative changes.
Income Tax Credit in 1986 and changes in the The one component of AGI for which we
personal exemption and the amount of the de{present several standardizations is capital gains.
duction for each dependent, have resulted inThe first three columns of Table 1 report the
fluctuations in the ratio of tax-filers to house- TAR share of three different income measures,
holds. This is largely a result of changes in the corresponding to three different treatments of
probability that low-income households file tax capital gains. In the first column, we show ad-
returns under different tax regimes. justed gross income modified to include the full
Since we do not want changes in the ratio of value of net realized capital gains. In years
tax-filers to households to affect our estimateswhen taxpayers were allowed to exclude 50
of the shape of the income distribution, we percent of their long-term capital gains from
follow the procedure developed in Feenberg AGI, we add back the excluded half of gains to
and Poterba (1993) for defining the set of high- compute AGI plus “full gains.” The income
income households. We choose a base yeargoncept in column (ii) excludes all capital gains
1989, and we compute the number of taxpayerdrom AGI. The TAR share of this income con-
who will be in the top 0.5 percent of the tax-filer cept varies less from year to year than the TAR
distribution. Since the basic income concept for share of the income concept that includes full
tax filers is adjusted gross income (AGI), we gains, because there is substantial volatility in
label these households “top AGI recipients” annual gain realizations. Figure 1 plots the data
(TAR’s), and we denote the number of such from the first two columns of Table 1 for the
households in 1989 as NTARs, This number  1966—-1995 period, for which we have uninter-
is 558,778. We then use Census Bureau reportsupted annual information.
of the adult population in each year (APJBr The third column of Table 1 shows the TAR
yearj) to calculate the corresponding number of share of actual AGI for each year (i.e., AGI
top AGI recipients for other years: NTAR= including whatever the current tax statute defines
NTAR 959 X (APOBR/APOP,gg9. We then as the share of gains that are included in AGI).
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TABLE 1—PERCENTAGE OFVARIOUS INCOME MEASURES

25
REPORTED BY THETOP 0.5 RERCENT OF HOUSEHOLDS |
1960-1995 —_
G 20 7)-:.&..1
Wages & Share of u<—
AGI salary taxes g 15 4
Year (0] (i) (iii) (iv) v) (vi) 8 ~ .
c 10 /\;
1960 755 595 6.57 4.26 n.a. n.a. 8
1962 7.07 5.68 6.31 4.17 16.0 15.4 5
1964 764 5091 6.70 4.17 179 171 )a 5
1966 7.28 5.64 6.36 4.00 16.9 16.2
1967 7.70 6.61 6.65 4.11 175 17.7 0
1968 8.11 5.64 6.81 4.03 175 16.4 TTT T T T[T T T T T I I I T TgrrrgT
1969 741 531 6.27 3.94 15.6 14.7 ©

O Ad 4D oV O O o
1970 636 528 575 393 142 13.8 Wo° ,\g'\ ,9'\ '\q'\ R .
1971 6.67 527 588 404 150 145

1972 681 521 591 414 151 144

1973 635 516 565 414 139 134 —=AGI-All
1974 628 542 577 4.32 143  14.0 Gains
1975 6.18 543 5.73 4.50 145 143 “ AGI + All
1976 6.0 528 561 453 14.4 143 .

1977 626 534 571 4.62 145 142 Gains

1978 6.19 534 5.68 4.71 139 137

1979 7.03 541 5.98 4.79 14.8 145 FIGURE 1. PERCENTAGE OFAGI REPORTED BY THETOP 0.5

1980 7.00 551  6.03 5.03 14.2 139 PERCENT OFAGI RECIPIENTS 19661995

1981 7.18 553  6.11 5.20 13.3 131

1982 7.83 578  6.54 5.39 145 142 , ,
1983 962 597 6.87 571 156 154  Several conclusions emerge from the data in
1984 879 621 717 5.92 16.7 16.0 the first two columns of Table 1. First, there was
iggg 12-?‘; g-gg g-gg g-gg %g ig-g a systematic upward trend in the share of in-
1987 934 767 934 6.79 195 1g1 come reported by top AGI recipients between
1988 11.92 9.82 11.92 7.93 221 206 the early 1970’s and the early 1990’s, with the
1989 10.90 9.20 10.90 7.25 19.7 18.5 sharpestincrease taking place in the second half
1990 10.75 9.51 10.75 7.55 19.7 188 of the 1980’s. The lowest value of the TAR
1991 1053 9.39 1053 7.34 205 197 ghare excluding capital gains is for 1973, while
1992 11.05 9.95 11.05 8.30 219 211 . !

1093 1063 929 1063 776 233 204 thelowest value of the TAR share including all
1994 10.61 9.29 10.61 7.39 23.0 22.0 gains occurs in 1976. The TAR shares in these
1995 11.25 9.70 11.25 7.86 242 23.0 years were 5.16 percent and 6.10 percent, re-
Notes: Column (i) reports percentages for adjusted gross spectively. In the two decades since these low
income (AGI) plus full gains; column (ii) excludes all values were observed, the TAR share has in-
capital gains; column (iii) includes whatever the current tax Crea$ed by roughly 80 percent, to 9.7 percent for
statute defines as the share of gains included in AGI (“stat-the income measure excluding capital gains,

utory capital gains”); column (iv) presents percentages ofand to 11.25 percent for the income concept
wages and salaries; column (v) reports the share of taxesincluding all gains

with full gains (i.e., assuming that all capital gains were Ni fi f the i . h
taxed); and column (vi) reports the share of taxes assuming_l_ Inety-five percent of the Increase In the
that capital gains were excluded from taxation. An entry of TAR share occurs in the years since 1980, but

“n.a.” indicates that data were not available. relatively little increase takes place during the
Source:Ayt‘hors’ tabulations using annual Statistics of In- 199(0’s. These data cast doubt on Austan Gools-
come Individual Tax Model data. bee’s (2000a) claim, based on data on the com-
pensation of chief executive officers of large
corporations, that the share of top earners has
Because of changes over time in this inclusionincreased continuously for the last two decades.
fraction, it is difficult to interpret changes over Using the CEO compensation data assembled
time in the entries in column (iii). In the years after by Brian Hall and Jeffrey Liebman (1998), we
1986, when all gains were included in AGI, the have verified that the average income of CEO’s
first and third columns coincide. has experienced a rapid growth from the early
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1980’s to the mid-1990's. If this growth de- observed in the late 1980's has persisted
scribed the income of all of the other house- throughout the first half of the 1990’s, although
holds in the top 0.5 percent of the income it also provides some evidence of transitory
distribution, there would be continual increase “timing responses” in taxable income. There is
in the TAR shares that we report in Table a clear decline in the TAR share of both the
1. However, the data do not suggest this patterngain-inclusive and gain-exclusive income mea-
We view this as evidence against the value ofsures in the years following 1988. For gain-
generalizing the recent CEO experience to theexclusive AGI, the TAR share falls from 9.82
rest of the high-income households. percent in 1988 to an average of 9.36 percent in

Although our data do not suggest rapid the following three years. For AGI plus full
growth of the income share of high-income gains, the decline is from 11.92 percent in 1988
households in the early 1990’s, more recent datdo an average of 10.73 percent in the next three
reported by Joel Slemrod and Jon Bakija (2000)years. This pattern suggests that at least some of
suggest a potential change in the late 1990’sthe increase in taxable income between 1986
Based on Treasury Department tabulations ofand 1988 was probably due to transitory or
tax returns for 1996 and 1997, they report that“timing” factors, such as those suggested by
there is a sharp uptick in the concentration of Slemrod (1994, 1996). However, the results do
AGI in the years immediately following our not suggest that all of the post-1986 increase in
sample. the AGI share of top AGI recipients was due to

Second, the data show a decline in the TARtransitory factors, since there has been a persis-
share of income between the early 1960’s andtent increase in this share.
the mid-1970’s. In 1960, the top 0.5 percent of Finally, the data in Table 1 suggest that there
households reported 5.95 percent of AGI ex-was some transitory adjustment in the timing of
cluding capital gains. This share declined totaxable income in 1992. The share of gain-
5.16 percent over the next 13 years. For AGI exclusive AGI reported by the TAR's rises from
including all capital gains, there is also a de- 9.39 percent in 1991, to 9.95 percent in 1992. It
cline, from 7.55 percent in 1960 to roughly 6.25 then declines to 9.29 percent in 1993. A similar
percent in the mid-1970’s. While the source of pattern emerges for gain-inclusive AGI. The data
recent increases in the share of income accruinglo not suggest a sharp decline in the TAR share
to high-income households has attracted sub-of taxable income since the Omnibus Budget and
stantial debate, much less attention has beemReconciliation Act of 1993 (OBRA93) raised
focused on the decline in the TAR share earlierthe top marginal income tax rate from 31 to
in our sample period. 39.6 percent.

Third, the data show a sharp increase in the One criticism of comparing AGI shares at
TAR income share in the years following the different points in time is that AGlI is the sum of
Tax Reform Act of 1986 (TRA86). The TAR many components. These components may ex-
share of gain-exclusive AGI rose from 6.35 hibit different time profiles that are concealed
percent in 1986 to 9.82 percent in 1988, the firstby a focus on the aggregate. To address this
year when TRA86 was fully effective. Our ear- concern, the fourth column of Table 1 presents
lier work (1993) noted this increase and sug-information on the share of wages and salaries
gested that it might in part have been the resultthat are reported by the 0.5 percent of house-
of high-income taxpayers responding to lower holds with the highest wage and salary incomes
marginal tax rates by reporting more of their in each year. Figure 2 plots this series for the
“true” income as taxable income. The precise 1966—-1995 period. The concentration of wage
channel through which such an increase in re-and salary income among the highest earners
porting might occur, for example, through a displays a pattern very similar to that for gain-
decline in nontaxable employer-provided bene-exclusive AGI. It declines from the early 1960’s
fits or through a reduction in tax evasion, is until the early 1970’s, and then increases grad-
difficult to evaluate using only the information ually until the mid-1980’s, at which point it
on tax returns. rises from an average of 5.93 percent in 1984 —

Our newly extended data sample shows thatl986 to an average of 7.38 percent in 1989—
the increase in the TAR income share that we1991. The time series of wage and salary shares
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of tax payments. The share of taxes paid by the

on the tax share of the households with the
largest tax bills. In 1992, the 0.5 percent of
households with the largest tax bills paid 21.9
percent of federal income taxes. In 1993, this
share rose to 23.3 percent, even though the
qu qu‘ share of taxable income for this group [column
NN (), AGI including all capital gains] declined
from 11.05 percent to 10.63 percent.

2 2, 0.5 percent of the households with the largest
§ M ~ tax bills declined between the early 1960’s and
£ / the mid-1970’s, and it has increased since then.
] In 1995, the top 0.5 percent of taxpayers paid
] just under one-quarter of all federal income
g WWM taxes. The table shows the impact of OBRA93
5
o
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+Wage_s & Our analysis focuses only on the payments of
Salaries individual income taxes, and it does not con-
sider the possibility that the mix of individual
FIGURE 2. PERCENTAGE OFWAGE AND SALARY and corporate income taxes has changed over

INcOME REPORTED BY THETOP 0.5 RERCENT

OF WAGE INCOME RECIPIENTS time. If such shifting takes place in response to

tax changes, as Roger Gordon and Slemrod
(1998) suggest, then the concentration of indi-
also shows a transitory increase in 1988, andvidual income taxes alone may overstate actual

another transitory increase in 1992. changes in tax concentration.
Il. The Concentration of Taxes, 1960-1995 Ill. Sources of Income for High-Income
Households

The last two columns of Table 1 show the
share of income taxes paid by the 0.5 percent of The tax-return information that underlies Ta-
households with the largest income-tax bills. ble 1 can also provide information on the com-
The set of households in the top 0.5 percent ofposition of income for households at the very
taxpayers may differ from the set in the top 0.5 top of the income distribution. Table 2 reports
percent of AGI recipients. We report two dif- the percentage of the total income of the house-
ferent measures of tax concentration, one [inholds in the top 0.5 percent of the income dis-
column (v)] assuming that all capital gains were tribution that accrues from wages and salaries,
taxed, and the other [column (vi)] assuming thatinterest and dividends, and other income, for
capital gains were completely excluded from years between 1962 and 1995. Figure 3 plots
taxation. The difference between these mea-these data for the 19661995 period. The table
sures is particularly important in the last few shows several striking changes over time. In
years of our sample. In 1995, for example, 1962, only 3.3 percent of the income of this top
because capital gains are concentrated amonéGI group took the form of wages and salaries,
high-income households, the tax share of thewhile 92.6 percent was interest and dividends.
top 0.5 percent of taxpayers with all gains taxedBy 1995, the pattern had shifted, with wages
would have been 24.2 percent, while that ex-and salaries accounting for 27.9 percent of the
cluding all gains would have been 22.9 percent.total, and interest and dividends representing
Since all capital gains have been included inonly 19.3 percent of the income received by top
taxable income since 1987, the entries in theAGI households. It is possible that the growth
fifth column of Table 1 for the 1987-1995 pe- of options in executive compensation, which
riod correspond to actual tax concentrations. Goolsbee (2000b) notes can lead to option gains

The data in the last two columns of Table that are reported as wage and salary income, has
1 show that as the concentration of taxableblurred the traditional distinctions between cap-
income has varied so too has the concentratiorital and labor income.
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TABLE 2—SOURCES OFINCOME FOR TOP INCOME 90
REecIPIENTS 1962-1995
o 80
Wages and  Interest and g 70
Year salaries dividends Other income | ©
£ 60
1962 3.3 92.6 4.1 y—
1964 33 88.5 8.2 o 50
1966 4.4 83.9 11.8 % 40 -
1967 3.3 33.7 63.0 s
1968 6.2 76.9 16.8 c 30
1969 6.3 75.7 18.0 9 20
1970 6.3 77.2 16.4 E
1971 5.8 66.3 27.9 o 10
1972 11.8 58.6 29.6
1973 11.4 61.8 26.8 0 RN RN RREN ERRE LEEE LERELRRE N
1974 12.5 54.8 32.7 © o b B b 6 O N
1975 13.3 54.6 32.1
1976 14.5 46.2 39.3 ,\"P ,3;\ ,\‘5\ ,9'\ ,\Q‘b ,8’% ,\‘bq’ ,9%
1977 14.9 51.9 33.2
1978 18.7 49.2 32.1
1979 183 481 336 —+Wages &
1980 22.3 46.9 30.8 Salaries
1981 22.8 49.5 27.7
1982 18.9 43.7 37.3 —=—Interest &
1983 22.3 32.4 45.3 HYH
1984 19.0 24.5 56.4 Dividends
1985 18.8 27.2 54.0 ——O0ther Income
1986 25.5 24.3 50.3
1987 23.9 28.4 47.7
1988 321 324 35.5
1989 20.7 30.8 48.5 FIGURE 3. PERCENTAGE OFToP AGI RECIPIENT INCOME
1990 25.0 31.2 43.8 FROM WAGES AND SALARIES, INTEREST AND DIVIDENDS,
1991 20.4 33.6 46.0 AND OTHER INCOME, 1966—-1995
1992 45.5 16.9 37.6
1993 31.1 18.2 50.7
1994 22.5 19.8 57.7
1995 27.9 19.3 52.8 following the enactment, as part of the Tax

Reform Act of 1969, of the 50-percent maxi-
mum tax on earned income. For taxpayers fac-
ing the 70-percent top marginal tax rate of the
late 1960’s, or the 77-percent rate once the
Vietnam War surtax was included, the reduction
The sharp growth of the “other income” cat- to a top rate of 50 percent represented a marked
egory, which includes some income compo-increase in the after-tax value of labor income.
nents such as partnership income and rental The data in the first column of Table 2 sug-
income that may represent a combination ofgest that wage and salary income exhibits some
labor income and capital income, also makes itirregularities in 1988 and 1992, the years that
difficult to determine precisely how the relative we have already identified as prime examples of
importance of “capital income” and “labor in- income-shifting. In 1988, the share of wages
come” have changed. The data neverthelessnd salaries in the income of the TAR group
suggest that labor income has become moraevas 32.1 percent, up from 23.9 percent in the
important over time as a source of income for previous year, and much higher than the 20.7
households at the top of the income distribution, percent value in the next year. In 1992, the wage
and that capital income in the form of dividends and salary share rose to 45.5 percent, up from
and interest has become less important. The20.4 percent in 1991 and much higher than the
most rapid growth in the share of wages and31.1 percent value for 1993. These patterns
salaries in the income of the TAR'’s occurred suggest that one way households responded to
between 1971 and 1980. This was the periodthe anticipated changes in marginal tax rates

Source:Authors’ tabulations using annual Statistics of In-
come Individual Tax Model data.
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that took place in these years was by retimingrole of capital versus labor income for high-
the receipt of wage and salary income. Popularincome households.
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