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For years pessimists have worried that American living standards have stagnated. We 
dig deeper into the data underlying the argument and discover there is more than meets 
the eye. Cheer up, you may be better o�  than the statistics make you think.

Raising Your Standards:
How Measures ofLiving Standards Mislead



Everything is better today but almost nobody believes it.

Most people go around grumbling about “the cost of living,” 

whining about how “everything costs more,” complaining that “the dol-

lar just doesn’t stretch as far” and worrying that “living standards have 

stagnated.”

Why the malaise? Because the “data” tell us that everything costs more, 

that the “dollar doesn’t stretch as far” and perhaps most importantly, 

that living standards have stagnated.

In what follows we will try to cast doubt upon such notions. Our 

best thinking: the published statistics mask the improvement in liv-

ing standards. If we’re right, this should change the way you look at 

the data.

STANDARD STANDARDS: WHAT’S THE STANDARD 
WAY TO MEASURE LIVING STANDARDS?

Of all the measures of living standards, one reigns supreme: real (“in-

flation-adjusted”) median household income. It’s cited by the press 

and heralded as definitive evidence by those proposing the stagnation 

thesis.

And, as many have pointed out, median household income has stag-

nated. In 1999, at its most recent peak, real median household income 

reached $57,000. By 2013, it fell to $52,000 (see Figure 1).1 Was the 

decline just a business cycle phenomenon? Did a weak economic re-

covery hold back real income growth?

Even over a longer time frame, income growth also appears stagnant. 

Since 1975, real median household income only rose 12%, hardly a 

sign of improvement and much slower than the pace of overall eco-

nomic growth over the same period, which increased 208% in real 

terms.

As such, most have rightly concluded that this represents stagnation. 

Based on the standard data, we agree! But this measure has problems 

that make us weary of giving it the final word on such matters.

Median household income has three components: first, there’s 

the problem of what constitutes a household and how that evolves 

over time. Second, there are the sources of income and how they’ve 

changed with time. And, third, there’s the inflation-adjustment. That 

is, how do you adjust income in dollars today to account for the fact 

that a dollar just doesn’t buy as much as it did in 1976.

We’ll tackle the three components in turn and argue that you ought to 

raise your standards: there are reasons to think things may not be as 

bad as many believe due to quirks in the statistics.
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HEY, WHO ARE YOU CALLING A HOUSEHOLD?

Some may assume that calculating “household income” means track-

ing the progress of a household through time. Such a common sense 

vision could not be further from the statistical truth.

Instead, government number crunchers rely on a survey of Ameri-

can households conducted each March. According to the US Census 

Bureau, a household in this survey is offi  cially “all the persons who 

occupy a housing unit”. A “housing unit” can be a house, apartment, 

mobile home, or a single room occupied as a separate living quarters 

within a house. Ah, the confusion begins. If you had in mind a mod-

est, middle class family living  in a tree-lined suburban enclave in a 

home ringed with a white picket fence, snap out of it. A household is 

a statistical construct. 

So if you survey 100 households in the US, you take the one house-

hold right in the middle and look at its income. By taking the me-

dian, “or the point that divides the household income distribution into 

halves, one-half with income above the median and the other [half ] 

with income below the median,”statisticians attempt fi nd the true 

middle.2 Th e purpose of looking at the median household’s income 

(as opposed to the average) is to avoid skewing from outliers, like re-

ally wealthy households or very poor households.

But has the composition of households changed in the last few de-

cades? What if those 100 households have changed, such that the 

middle household is quite diff erent from the middle household of the 

1970s. It turns out the answer is “yes” and the magnitude is fairly dra-

matic

Th e share of married couple households fell from more than 60% in 

1980 to less than 50% in 2013. Meanwhile, the number of one-person 

households rose from 21% to 28% of households over the same period 

(see Figure 2).3 Th e composition shift matters, since a two-person, 

married couple household tends to have higher household income. A 

dual-earner married households that becomes two, one-earner house-

holds lowers the overall “median household income” of each, even if 

the individuals’ income is the same. Before you had a combined house-

hold, now you have two households. As a result of this shift, average 

overall household size declined from 2.9 in 1976 to 2.6 in 2013.
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HOUSEHOLD COMPOSITION HAS CHANGED: FEWER BIGGER HOUSEHOLDS, MORE 
SMALLER HOUSEHOLDS

fi g. 2
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In short, the rise of single-income households biases the overall me-

dian household income statistic and may explainat least in partthe 

sluggish growth in median income over the time period. However you 

choose to slice it, a “median household” in 2013 looks diff erent from 

the “median household” in 1976.

SHIFTING FORTUNES

Th e composition of incomes, too, have dramatically evolved. Income, 

as defi ned by the Census Bureau, is “income received on a regular basis 

before payments for personal income taxes, social security, union dues, 

medicare deductions, etc.”4 Also, the Census Bureau advises, there is 

a tendency to underreport household income in the surveys. Th ink 

about it: a stranger calls asking for your annual income, what would 

you say?

What a survey also leaves out is the growing portion of income at-

tributable to social program transfers and health insurance benefi ts 

accrued outside of the standard wage and salary calculated income. 

Th ese non-wage and non-salary income components have risen dra-

matically in the last few decades. For example, in 1976, government 

transfers accounted for 4% of personal income. Today transfers ac-

count for more than 17% of total personal income.5

So are there other measures of income that might cast the overall com-

pensation gains in a better light than the median household survey? 

Yes. Th e Bureau of Economic Analysis measures real personal income, 

which includes some of the non-cash benefi ts. Looking at average per-

sonal income instead of median household income, incomes actually 

grew 223% in real terms since 1976 instead of the more dismal 12% 

fi gure from median household income.

Of course, while some of the diff erence may represent a rise in income 

inequality over the period (Mark Zuckerberg drags up the overall per-

sonal income but does nothing to help the median household income 

fi gure), at least a portion is due to how income accrues to a household 

today and suggests that overall income gains are better than the me-

dian household statistic tells us.

DEFLATING A DOGMA

Th e third piece of the living standards puzzle is infl ation. Once you 

question the fact that the median household has changed and that 

the sources of income accruing to that household have evolved, a fi nal 

question remains: how do we adjust each dollar received by a house-

hold to account for changes in prices?

As it turns out, how you measure infl ation heavily infl uences the me-

dian household income measure–perhaps more than any other factor.

“Wait a second,” you might say, “If anything the consumer price index 

(CPI) understates the true changes in my standard of living. Every-

thing I buy is getting more expensive all the time!”

Yes, we hear this all the time. Infl ation has been manipulated away by 

the statisticians sleight of hand. To a large extent we addressed this 

issue in another article (see the Point of View, Spring 2014 center-

piece, “Periodic Table of Prices: How Do Th ey Calculate CPI”). Th e 

key: many of the items people often point to as rapidly accelerating in 

terms of price account for a small share of total spending (e.g., gaso-

line, milk).

Th e share of spending matters as it underpins the calculation of infl a-

tion. For example, the most famous infl ation gauge is the Consumer 

Price Index, or CPI, tabulated by the Bureau of Labor Statistics, fi rst 

surveys households and determines expenditure shares for diff erent 

goods and services. Th e BLS keeps these shares fi xed through time 

as the “consumer basket.” Th e CPI is then calculated as a weighted 

average by monitoring the monthly price changes of the 40,000 goods 

and services in the basket and multiplying by their share of consumer 

expenditures.

Th e goal is to be able to compare the cost of the same basket of goods 

and services through time. For example, a family in 2015 would need 

$45,000 in household income to approximate the goods and services 

available to a family on just $15,000 in 1976. Th e implication: the cost 

of living has tripled in the interim. Th is is “the rise in the cost of living.”

OUR SIMPLE OBJECTION

Such a calculation might work if the population was static and the 

number, type and quality of goods and services were the same. But the 

world changes. New goods and services emerge on a daily basis. Prices 

cause people to rethink purchases or alter consumption patterns. Ul-

timately this dynamism is not captured in the standard data.

In our view, the price index used by the Census Bureau probably over-

states infl ation and thus understates income gains, relative to a diff er-

ent price index. But, fortunately, two alternative approaches have been 

developed: the personal consumption expenditures (PCE) price index 
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USING THREE DIFFERENT INFLATION METHODS, 
REAL INCOME GROWTH LOOKS VERY DIFFERENT

fi g. 3

0%

5%

10%

15%

20%

25%

30%

%
 C

ha
ng

e 
Si

nc
e 

19
76

Sources:  Bureau of Economic Analysis, Census Bureau, Payden & Rygel Calculations

GDP Deflator-Adjusted
Income Growth

Income Growth % 1976-2013

PCE-Adjusted
Income Growth

CPI-Adjusted
Income Growth

12%

27%

22%



and the gross domestic product defl ator. Th e alternative measures ad-

dress many of our concerns. What would happen if we use an alter-

native measure to adjust for infl ation instead? Doing so dramatically 

changes the story.

By using the alternative indexes to adjust for infl ation, median income 

growth is actually much higher (see Figure 3) than when the CPI is 

used to adjust income. CPI-adjusted real median household income 

rose just 12% from 1976 to 2013. However, PCE-adjusted median 

household income rose 22%! While the diff erence between CPI and 

PCE in any given year is small, the diff erence adds up as the years ac-

cumulate. If the alternative infl ation measures are more accurate, the 

diff erence in real income has been astounding.

BETTER THAN EVER

By thinking about the three major components–household compo-

sition, income sources and infl ation-adjustments–it’s likely that the 

“real median household income” metric understates the actual rise in 

living standards over the last three decades. Alternative measures of 

income and infl ation suggest we should be skeptical that the median 

household income statistic, as published annually by the government, 

is the fi nal word on living standards.

Maybe it’s time to raise your standards? 
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