
Appendix B
The Distribution of Family Income Before and

After Federal Income Tax
The distribution of income, prewar and postwar

Despite the great economic and social importance of the distribution of
personal incomes by size classes and of changes in that distribution, our
statistical data are very incomplete. The best information is for the years
1935-36, 1941, and the postwar years, but even here the statistical sources
leave much to be desired on the grounds of comprehensiveness and com-
parability. After adjustments have been made in these data to make them
as* comparable as possible in all respects, however, they support the thesis
that the distribution of income is now less concentrated than before the
war (table B-l).

TABLE B - l . Percent of money income received by each fifth of the Nation's families l

Family units ranked from lowest to highest income 1

Lowest fifth
Second fifth
Third fifth
Fourth fifth
Highest fifth

All family units

Percent of total money income

1935-36

4.0
8.7

13.6
20.5
63.2

100.0

1941

3.5
9.1

15.3
22.5
49.6

100.0

1947

4.0
9.8

15.4
22.6
48.2

100.0

1 Includes single-person families.

Source: See technical notes, p. 94.

The shifts in percentage of income going to each fifth of the population
do not appear large. But because families at the lower end of the scale
have such small incomes to start with, small shifts in the distribution
represent large improvements in their relative position. The one-half
percent increase, 1941 to 1947, in the share of total income received by the
lowest fifth represented a nearly 15 percent increase in income per family
in this group. This shift in distribution accounted for over $100 of their
$800 average income in 1947.1 (See also text table 2, p. 14.)

The decline in income concentration from the depression period to the
immediate prewar and to the postwar period is most probably due to the

In appraising this average, which seems very low, it should be noted that the term
"families" includes one-person families living alone or in hotels and rooming houses.
Since the income of one-person families runs lower than for families of two or more,
single persons account for a relatively larger proportion of the lower than of upper
income groups.
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virtual elimination of unemployment, which raised the share of income of
lower and middle groups. The increase in the number of families with more
than one earner and the relative increase in farm income are also significant
factors. Farm families' cash income is lower on the average than that of
other families, but the disparity has been narrowed in the postwar period.

From the aspect of buying power and family welfare, the distribution of
income after taxes is more important than the distribution of income
received. The trend toward less concentration is somewhat more pro-
nounced if income after taxes rather than income before taxes is compared
from the prewar to the postwar period.

Our figures take account only of the Federal income tax. Information
on the impact of all taxes combined, sales taxes, property taxes, income
taxes, etc., at various income levels is not available for the postwar period.
The Federal individual income tax, which yields more revenue than any
other tax, is graduated and exempts low-income families. Sales and
excise taxes, which accounted for over a sixth of all tax collections in 1947,
bear more heavily than the income tax on lower bracket families, who
spend a larger percent of their income.

Table B-2 shows the share of money income going to each fifth of the
Nation's families before and after Federal individual income taxes in 1941
and 1947. The 1947 tax reduced total money income by over 10 percent
as compared to less than 5 percent in 1941. Consequently, the effect
of the 1947 tax in reducing income concentration was somewhat greater.

TABLE B—2.—Percent of money income, before and after tax, received by each fifth of the Nation's
families, ranked by size of income, 1941 and 1947 l

Family units ranked from lowest to highest income *

Lowest fifth
Second fifth _.
Third fifth
Fourth fifth
Highest fifth

All family units . _ ^ _

Percent of total money income

Before tax *

1941

3.5
9.1

15.3
22.5
49.6

100.0

1947

4.0
9.8

15.4
22.6
48.2

100.0

After tax *

1941

3.7
9.5

15.9
23.2
47.7

100.0

1947

4 3
10.4
16.2
22.8
46.3

100.0

1 Includes single-person families.
Liability for the Federal personal income tax.

Source: See technical notes, p. 94.

The effect of the Federal individual income tax in the two years over the
higher range of income is shown in more detail in Table B-3, which gives
the percentage distribution of families by income levels before and after tax.
Only 10 percent of families had money incomes before tax in excess
of $7,500 per year in 1947, and one-fifth of these families were shifted
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into a lower class by the effect of the tax. The proportion of families with
incomes in excess of $5,000 was also reduced by almost one-sixth.

T A B L E B—3.—Percentage distribution of families by money income level, 7947 and 7947 1

Money income classes

Before tax 2 After tax 2

Percent of all family units *

1941 1947

Before tax 2 After t ax 8

Under $500
$500-$l,000
$1,000-$1,500
$l,500-$2,000
$2,000-$3,000
$3,000-$4,000
$4,000-$5,000
$5,000-$7,500
$7,500-$10,000—_.
$10,000 and over..

4
9

18
19
17
12
13
4
4

1 Includes single-person families.
2 Liability for the Federal personal income tax.
Source: See technical notes, p. 94.

Changes in income distribution in recent years

The trend to less concentration of income that existed before and during
the war probably has not continued during the last three years. This was to
have been expected, since the general inflation of incomes did not extend to
all groups equally. To the extent that pensioners, retired persons, and some
others whose incomes are relatively fixed are more frequent at the lower end
of the scale the share of income in the lower brackets would decline as a
result of inflation. Comparative data suggest some increase in income
concentration between 1946 and 1947, but adequate analysis of the postwar
trend must await collection of 1948 data.2

Income after taxes in 1948 will partially reflect the changes in the income
tax structure made by the Revenue Act of 1948. The provision allowing
married couples in all States to split their income for tax purposes is particu-
larly advantageous to married couples with combined incomes in high tax
brackets, especially those who had been filing joint returns. While the
raising of exemptions has freed many families at the lower end of the scale
from paying income taxes at all and rates in all brackets are reduced, the
percentage increase in income after tax is greatest for those in a position to
benefit by the split income provision.

2 A comparison of the 1946 distribution by quintiles shown in the President's Economic
Report of January 14, 1948, p. 105, with the distribution shown here for 1947 would
indicate an increase in concentration. However, there is some lack of comparability
between these two distributions because a separate adjustment for numbers of single-
person families was made in the 1947 statistics. Since the income of single persons runs
lower than that of other family units, this tended to lower the amounts of income in the
lower quintiles in 1947 as compared to 1946. Nonetheless, the data before adjustment
which are essentially comparable also suggest an increase in concentration.
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TECHNICAL NOTES

Sources of data

1935-36.—For 1935-36 use has been made of unpublished distributions
prepared by the Research Division of the Office of Price Administration,
based on the National Resources Committee's study, "Consumer Incomes
in the United States." An explanation of the procedures used in analyzing
these data may be found on p. 103 of the Economic Report of the President,
January 1948.

1941.—These distributions were derived from the "Study of Family
Spending and Saving in Wartime" (Bureau of Labor Statistics, Bulletin
822) and the "Statistics of Income, 1941" (Bureau of Internal Revenue,
Treasury Department). "Family Spending and Saving in Wartime" was
based on a sample survey of family incomes conducted jointly by the Bureau
of Human Nutrition and Home Economics and the Bureau of Labor Sta-
tistics. The "Statistics of Income, 1941" contains tabulations of Federal
individual income tax returns for that year.

1947.—The estimates for 1947 are based on the 1948 "Survey of Con-
sumer Finances," conducted for the Board of Governors of the Federal
Reserve System by the Survey Research Center of the University of Mich-
igan. The estimate of the tax liability was not based directly on informa-
tion obtained in the interviews concerning tax returns or on tax returns
themselves, but on comprehensive data concerning family composition and
income assembled in connection with the "Survey of Consumer Finances."
Special tabulations from this Survey were made available to the Council
of Economic Advisers through the courtesy of the Board of Governors and
the Survey Research Center. The methods used in the "Survey of Con-
sumer Finances" are described in the "Federal Reserve Bulletin," June
1948, p. 643.

Definition of the family

Only the civilian noninstitutional population are included in the esti-
mates. A family unit consists of related persons living in one dwelling.
A single person living alone is considered as a separate family unit. The
estimate of the number of family units in 1935-36 is 38.4 million; in 1941,
41.4 million; and in 1947, 44.6 million.

Definition of money income

Money income refers to income of the civilian noninstitutional popula-
tion. Income in kind, such as imputed rent of owner-occupied dwellings,
or food and fuel produced and consumed on farms is not included. The
estimate of civilian noninstitutional cash income is 58.9 billion dollars in
1935-36, 86.9 billion in 1941, and 184.2 billion in 1947.

94

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Definition of the tax

The tax included here is the estimated liability for Federal income tax
for the year indicated. Taxes on capital gains, and estate and gift taxes
are excluded as well as State income taxes.

Conversion of 1941 income into 1947 dollars

The estimates of average income for each quintile in 1941 (text table 2,
p. 14) were adjusted to dollars of 1947 purchasing power according to the
increase in the Consumers' Price Index adjusted for wartime changes in
composition of output. (See table C-6.)

Comparability with estimates contained in previous Economic Reports of the President
1941.—The estimates of 1941 income before tax included in this report rep-

resent a refinement of the estimates contained in the Economic Report of
January 14, 1948. The estimates of the amounts of income received by
upper income groups and by single individuals have been improved by use
of data from "Statistics of Income, 1941." A detailed discussion of the pro-
cedure used to estimate the 1941 distributions will be presented at the 1949
Annual Conference of the Committee on Income and Wealth of the
National Bureau of Economic Research.

1947.—The 1947 estimate of the distribution of families by income level
before tax represents a minor revision of the estimates contained in table
2-a, p. 69, of the Midyear Economic Report, July 1948. The survey data
for 1947 income after tax were also presented in the Midyear Report,
table 2. The present estimates are based on these survey data but are ad-
justed for population coverage and to agree with an independently esti-
mated aggregate of money income before tax. The estimates for 1947 are
still preliminary. A need for revisions in the distribution may be in-
dicated by the 1947 Statistics of Income, which has not yet become avail-
able. The distributions for 1935-36 and 1941 have been adjusted in the
light of the Statistics of Income for those years.
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