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CHAPTER TWO

A Snapshot of
U.S. Household Finances

Talking about other people’s money is generally considered impolite. Many
people don’t share ﬁnancial information with friends and family. For this
reason, we tend to have a vague sense of other people’s ﬁnancial situations.
Maybe we know that a $50,000 income is considered mid-range nationwide
and that a six-ﬁgure income is relatively good. We might know how much
someone has to earn to move up in tax brackets or qualify for social assistance programs. Often, the only ﬁnancial details that people grasp are
their own, and much of society doesn’t even understand much about their
own personal circumstances.
Most people see their ﬁnancial situation as normal, typical, or average.
A 2012 Pew Research Center survey asked Americans to identify the economic class to which they belonged. About 91 percent of respondents
self-identiﬁed with some part of the middle class (about 8 percent saw
themselves as poor, and 1 percent as rich).1 On this basis, we might infer
that the U.S. middle class earns between the 8th and 99th percentiles of
income or wealth. Data from the Federal Reserve Bank’s Survey of Consumer Finances2 suggests that, in 2013, these class dividing lines imply that
the middle class has incomes between $12,000 and nearly $700,000 per
year. Their net worth is implied to range between nearly $8 million and
less than zero. In other words, a large number of people in very different
ﬁnancial circumstances think that their economic situations are typical.
This penchant to see our ﬁnancial situation as typical is partly a result of
our social environment’s insularity. We tend to work and live among others
whose ﬁnancial situations are roughly comparable to our own. We mix
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with people who live in the same community, share a workplace, or have
children who go to the same school. In an economically segregated society,
people are surrounded by others under similar circumstances. Although
we may know people who are somewhat richer or poorer, the bulk of our
social relations have economic circumstances comparable to our own, and
we tend not to mix with people whose circumstances are dramatically different. When everyone around us is similar to us, it is natural to assume that
we are typical.
All of this can skew our understanding of household ﬁnances in general.
The issues that might press a wealthier household into ﬁnancial problems
(e.g., overpriced higher education, overspending on lattes and designer
clothes, or not having enough retirement savings to retire comfortably) are
very different from those faced by people closer to the bottom of the economic hierarchy (e.g., the cost of not having access to an affordable bank
account or the strains of ﬁnding basic child care or transportation to work).
Most of the country more closely resembles the bottom class than the uppermiddle class (though the market for scholastic policy analysis skews wealthy).
To provide a more concrete anchor to this book’s discussions, this chapter
examines how much money Americans earn, own, and owe. It describes the
basics of household ﬁnances, parses out how household ﬁnances differ
across major U.S. demographics, and attempts to ﬂesh out a more detailed
picture of the U.S. economic hierarchy.

Understanding Households’ Financial Circumstances
What does it take to be rich in the United States? A 2011 Gallup poll asked
this question to a random sample of Americans, and more than half settled
on an annual income of $150,000 a year or less. These estimates often draw
laughs of incredulity. The audiences for academic pre sentations about
household ﬁnances skew more educated and wealthy, so many of them
live in, or come from, households that would ﬁt this deﬁnition of “rich.”
Most of them ﬂatly reject the idea that they are rich. However, a look at the
broader distribution of wealth makes it clear that a family with two
$75,000-a-year jobs is very well off in comparison to the rest of the country.
They may not be among the top 1 percent, but they have more money coming in than 9 out of 10 U.S. families. It is hard to see a household that outearns 90 percent of those living in one of the world’s richest societies as
being in hard-luck circumstances.
Most people focus on income because the numbers are easy to comprehend. Our annual incomes are printed on our pay stubs, we have some
ability to map income estimates to people’s job titles, and we see income
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differences laid out on tax forms and job posting sites. However, income
is only part of a household’s ﬁnancial picture. What constitutes a “high”
or even “sufﬁcient” income depends on people’s living costs, which can
vary widely depending on geography, household composition, household
members’ health, and a range of other circumstances. Moreover, people
with similar incomes can be in very different overall circumstances that
are determined by wealth and debt. There are lower-income Americans
with considerable wealth, and there are high-income Americans getting
crushed by debt.
These considerations illustrate some of the complex issues involved in
judging the state of household ﬁnances and the utility of starting our discussion about U.S. household ﬁnances with an exposition of the basic balance
sheet and income statement concepts that determine a family’s ﬁnancial
situation. We start our discussion with a brief exposition of basic personal
ﬁnance concepts.

Incomes
Incomes are money ﬂows into a household’s accounts. Households can
receive income from a variety of sources. In 2013, about 72 percent of
households received money from wages (payment from an employer for
doing a job). About 42 percent received government checks. Just under onequarter (22 percent) received ﬁnancial (e.g., investment portfolio) income.
About 8 percent received income from a personal business. Less than
5 percent received alimony or child support.
Gross income refers to pretax income. The distribution of U.S. households’
gross income is depicted in Figure 2.1.3

Figure 2.1 The Distribution of U.S. Household Income, 2013.
Source: Federal Reserve Bank (2014), Survey of Consumer Finances.
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The data suggest that the median household received roughly $47,000 of
income in 2013. This is household income, which in many cases represents
the combined earnings of multiple earners. The middle 50 percent— those
between the 25th and 75th percentiles—received between $24,000 and
$90,000. The data estimate that 13.5 percent earn less than a poverty-line
income, and about one-tenth earn six-ﬁgure incomes or more. The top
1 percent took in an income of $696,000 in 2013.
The bulk of household income comes from two sources: wages and government payments. Among all households that earned wage income, the
median took in $48,000 from this source. The median take from government payments was $15,000, with the middle 50 percent (the 25th and
75th percentiles) taking in between $8,400 and $24,700. Among the
22 percent of households receiving ﬁnancial income, the median proceeds
from these investments was $958, and one-quarter of this group took in
less than $10 a month from this source. Personal businesses also often
yielded small incomes; of the 8 percent of households receiving business
income, only about 1.8 percent received the equivalent of a median
household income from that source.4
About 18 percent of households received no wages, ﬁnancial income,
or business income. The median household in this group earned about
$19,000 in income in 2013, and the middle 50 percent took in between
$12,000 and $33,000. Much of this money came from government payments
(with a median take of $12,000, primarily through Social Security), supplemented with private pensions, familial transfers (e.g., alimony and child
care), or other aty pical sources. Social Security is by far the biggest type of
government payment received, with several times more beneﬁciaries receiving several times larger checks than from other government payment programs (e.g., unemployment insurance or workers’ compensation programs,
or Supplemental Nutritional Assistance Program [SNAP], Temporary Assistance for Needy Families [TANF], or Supplemental Security Income [SSI] welfare programs for the poor).5

Taxes on Income
Taxes on income shape the amount of income that is ultimately available
for households to spend. There are two major types of taxes on income. What
we typically call income taxes are federal, state, and sometimes local governments’ tax levies on household incomes. These are the federal and state
income tax lines on people’s pay stubs, which are mainly involved when
people ﬁle their 1040s and their state/local equivalents in April. These
income taxes are generally progressive (some states have ﬂat taxes), which
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means that wealthier people pay more than poorer people. For example, in
2013, a household earning less than $8,925 owed 10 percent in federal
income taxes, whereas one earning $100,000 owed 28 percent, and one
earning more than $400,000 owed almost 40 percent. Higher income families are often able to pay less in taxes than the rates listed in federal tax return
bracket tables because households have a range of deductions and credits
that ultimately reduce their obligations. Although tax rates seem highly progressive, the larger tax structure is designed to enable people to move down in
tax bracket by structuring their ﬁnancial reports in ways that make their
incomes nontaxable or taxable at lower rates.
A second type of income tax is payroll taxes, which are levied on employment (including much self-employment) income. Payroll taxes have increasingly replaced personal (and corporate) income taxes as an income source
for the federal government.6 These are the Social Security and Medicare tax
lines on your pay stubs. Payroll taxes are often construed as a form of nontaxes, both in political debate and in major household ﬁnance data sources.
The tax status of payroll taxes is complicated by the fact that they are nominally tied to some (vague) future promise of receiving health insurance and
cash payments in old age. As such, it resembles a pension investment. However, it also resembles a regular tax and associated welfare program, in the
sense that Social Security is a pay-as-you-go system where today’s workers
pay for the beneﬁts of today’s elderly. Presumably, today’s young workers
will receive similar beneﬁts when they are old. To the extent that they do
not, then payroll taxes are simple taxes that pay for the working-age population’s elderly contemporaries, much like tax-ﬁnanced welfare programs pay
for their poor contemporaries.
Federal payroll taxes are ﬂat taxes levied against employment income
that, in 2013 (the survey year), amounted to a rate of 7.65 percent on the
ﬁrst $113,700. This income cap helps drive down the rate paid by higher
income households. The data suggest that the median households earning less than $50,000 paid 7.61 percent of their income in payroll taxes,
and the middle 50 percent paid between 5 percent and 7.65 percent. In
contrast, households that were earning at least $250,000 paid 5.3 percent
of their income in payroll taxes, with the middle 50 percent of that group
paying between 4.4 percent and 5.7 percent. Higher income households
pay proportionally less in payroll taxes due to these caps. The net result
is that this is partly a regressive tax, as poorer people pay proportionally
more of their income. The program is also regressive in the sense that
people who earned more money in their working years receive bigger
cash payments. Richer people actually receive the biggest Social Security
payouts.
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Financial Obligations, Discretionary Spending, and Savings
In addition to taxes, often families are tied into several contractual ﬁnancial obligations, which are legally binding payment obligations. For example,
households have to repay debts, such as a vehicle lease or rent. Some
households are required to pay child support or alimony. Federal Reserve
estimates maintain that the average U.S. household owes about 15 percent
of its posttax income in mortgages or rents, property tax payments, home
insurance, and ser vice payments on consumer debts.7 Note that this is an
average. As discussed later, much of the country carries little debt, and many
households have already paid off their mortgages. These averages are pulled
up by a narrower set of households that carries larger obligations.
The amount of income left after a household pays its taxes and meets
its ﬁnancial obligations is available for discretionary spending. These are
spending choices that the household has the ability to make or forgo.
Money that is left unspent is saved, which can be used to build a households’
wealth.

Wealth
We tend to understand people’s economic situation with reference to their
incomes. People are classiﬁed as poor when their incomes fall below the
poverty line. Many of us assume that people are “rich” if their incomes are
high. Wealth is an equally critical— some might argue more critical—
determinant of households’ ﬁnancial security. Wealth (or “net worth”) is
the value of a household’s assets, less the value of its outstanding debt.
Figure 2.2 describes the distribution of household wealth.
Data from the Survey of Consumer Finances8 suggest that the median
household had a net worth of about $81,000. The distribution of wealth
varies more widely than income. The middle 50 percent—those between
the 25th and 75th percentiles—registered between $9,000 and $315,000
in net worth. About 13 percent of households have a negative net worth (i.e.,
they owe more money than the value of their possessions). In contrast, about
18 percent are worth at least $500,000, 9 percent at least $1 million, and
0.6 percent at least $10 million.
Households hold their wealth across a range of assets, that is, property
that can be converted into money. The most common forms of assets held
by households are cash accounts (held by 93 percent of households), vehicles (86 percent), homes (65 percent), retirement accounts (49 percent),
nonretirement ﬁnancial investments (42 percent), or owned businesses
(10 percent). Generally, these holdings are modest. For example, the median
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Figure 2.2 Distribution of U.S. Household Net Worth, 2013.
Source: Federal Reserve Bank (2014), Survey of Consumer Finances.

cash account held about $4,520, and 25 percent of households’ cash accounts
hold less than $900. The median owned home was worth $170,000. Few
households have retirement savings that could cover more than a few years
at the poverty line.
The value of assets is offset by debts, that is, borrowed money that a
household is contractually obligated to repay. Debt is an important part of
asset acquisition. The acquisition of major assets, such as a home, vehicle, or,
in the United States, a postsecondary education, can require more money
than families typically have saved. They must borrow money to ultimately
accumulate money.
About 74 percent of households carry debt. The most common forms of
debt are home-related, such as mortgages, home equity loans, or lines of
credit. About 42 percent of households (66 percent of homeowners) carry
these types of loans, and these debtors owe a median of $60,000 (or
15 percent of household assets) on these kinds of debt. Home-related debt
is by far the biggest debt on household balance sheets. Education debt is a
second important form of debt. Roughly one-quarter of households carried education debt, with a median debt of $16,720 (18 percent of household assets). Credit card debt is often discussed, but it is a minor item on
household balance sheets. About 42 percent of U.S. households carried
credit card balances, and the median balance carried by this minority was
about $2,300 (or 1.5 percent of household assets— credit cards are generally extended to people with incomes and assets).
These are the basic parts of households’ ﬁnancial picture. A household
must manage inﬂows and outﬂows of money, save money, and accumulate
money while managing debt. Some households successfully juggle these
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moving parts, while others ﬁnd this balancing act more difﬁcult. Who
tends to succeed, and who is more prone to difﬁculty? We turn to this question next.

Demographic Differences in Financial Fortunes
Demographic comparisons are useful in helping us understand what is
going on with household ﬁnances. Knowing who is faring better or worse
in terms of earning income may help shed light on what is happening with
U.S. household ﬁnances. In this section, we concentrate on seven types of
demographic categories that demarcate meaningful differences in ﬁnancial
situations: sex, race, age, education, marital status, labor force status, and
parental status.
Table 2.1 spells out some of these differences in terms of what people earn
and own. In reading these statistics, remember that these categories overlap and cut across each other. Households are more likely to be headed by
someone who is married, in the working-age population, white, employed,
male, and with less than a college degree’s worth of educational attainment. These characteristics describe general tendencies rather than provide a proﬁle of the majority. Only about 11 percent of U.S. households
are headed by a working-age, married, employed white man with a high
school degree or less.

Income
Household incomes tended to be higher in households headed by men,
non-Hispanic whites, the college-educated, the employed, and those who
were paired (married or cohabiting). Households headed by a female, nonwhite, Hispanic, young, undereducated, unemployed, or unpaired person
were more likely to be poor.
Some of these differences make sense. For example, younger people are
often studying or just starting out in their careers, and they have been hit
hard by unemployment in recent years. Older people are less likely to be
working or are working less than they did during their peak earning years.
Paired adults earn more because there are more potential earners, or a division of labor enables one member to commit more fully to earning than he
or she would as a single person. The college-educated are presumably better
trained for better jobs. Traditionally, women and nonwhites have been subject to discrimination in job markets, and nonwhites’ difﬁculty in accumulating wealth has been compounded by housing discrimination.

38
23
48

13

Education
< HS

HS
Some College
College

23
16
13

55–64
65–74
75+

25

Age
< 35
21
24

82
40

Race
White, Non-Hispanic
Nonwhite or Hispanic

35–44
45–54

72%
28%

88
35

31%
19%
39%

11%

19%
13%
11%

17%
20%

21%

67%
33%

100%

123

% HHs

Total
Sex
Male
Female

# HHs
(Millions)

$36,726
$40,987
$79,539

$22,522

$55,191
$45,897
$28,204

$60,872
$60,872

$35,103

$55,799
$33,480

$59,857
$27,265

$46,668

Median

16%
14%
6%

34%

10%
9%
13%

13%
11%

24%

9%
23%

10%
23%

14%

% Poor

Income

8%
14%
39%

2%

26%
21%
7%

28%
28%

10%

26%
11%

27%
5%

21%

> $100k

Table 2.1 Demographic Proﬁle of U.S. Household Heads and Their Finances, 2013

$52,287
$47,080
$218,904

$17,278

$165,068
$232,282
$195,574

$46,978
$104,970

$10,433

$142,122
$18,184

$113,440
$29,660

$81,456

Median

38%
39%
21%

52%

24%
14%
16%

37%
29%

62%

24%
51%

28%
46%

33%

< $20k

24%
27%
52%

15%

46%
54%
49%

26%
37%

8%

43%
16%

39%
21%

34%

> $200k

Net Worth

(continued)

3%
6%
19%

1%

15%
19%
9%

6%
10%

1%

13%
3%

12%
3%

9%

> $1M

(continued)

25%
9%
18%

31
11
22
24%

9%

11

30

14%

17

29%

71%

87
35

57%
43%

100%

% HHs

70
53

123

# HHs
(Millions)

$31,450

$69,191

$28,204

$75,278

$63,611

$31,694

$29,421

$56,002

$70,408
$28,001

$46,668

Median

Source: U.S. Federal Reserve (2014).
Note: Households counts may not add up to 123M due to rounding.

Over 55 and Not
Working

Under 55, Unpaired,
and Childless
Under 55, Paired, and
Childless
Under 55, Paired, and
with Children
Under 55, Unpaired,
and with Children
Over 55 and Working

Not Working
Life Cycle

Marital Status
Paired
Unpaired
Labor Force
Working

Total

Table 2.1

15%

4%

32%

10%

4%

23%

19%

11%

7%
22%

14%

% Poor

Income

10%

33%

4%

35%

26%

6%

9%

25%

32%
5%

21%

> $100k

$157,148

$260,490

$8,396

$75,996

$59,370

$14,195

$69,112

$118,060

$148,328
$31,880

$81,456

Median

22%

15%

65%

32%

36%

55%

35%

28%

24%
45%

33%

< $20k

44%

56%

7%

33%

28%

13%

32%

39%

43%
22%

34%

> $200k

Net Worth

10%

22%

1%

9%

4%

2%

10%

9%

14%
4%

9%

> $1M
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These individual demographic factors are related. For example, female
households are more likely to be single (as paired households tend to identify
the male as the “head”). Single adult households are disproportionately
younger or older. Younger or older people are more likely to be unemployed,
as are those without a college education. Whites have higher rates of college
attainment relative to nonwhites/Hispanics as a whole. We could go on and
on with these chains of relationships. The main point is that the individual
effects of these demographic factors need to be parsed by using an analytical
method called regression analysis,9 which separates out the independent
explanatory factors on a particular outcome. The procedure helps us discern
the degree to which sex, race, education, age, marital status, or parenting
status coincide with higher earnings, net of each other. The results are presented in Table 2.2.
The results suggest the typical female-headed household can be expected
to earn about 7 percent less than a household headed by a man of the same
race, age, education, and marital, labor force, and parental status. A household
headed by a nonwhite or Hispanic person earns almost one-quarter less
than an other wise similar household headed by a white person. Households headed by older people tend to earn double that of a younger household
with similar labor force status, educational attainment, and so on. The typical college graduate is estimated to earn 2.5 times the income of an otherwise similar household headed by a college dropout. Parents earn slightly
more than nonparents. Income-earning advantages are accruing to men,
whites, older people, the more highly educated, people who are paired,
people who are working, and people with children.

Wealth
The differences in wealth are far starker than differences in income.
Table 2.3 describes the results of a similar regression analysis predicting
household wealth.
Some of these results are more straightforward to explain. For example,
older people have much more wealth than younger people, in part as a result
of the young not having had enough time to accumulate wealth of their own.
Moreover, older people are more likely to have inherited any family wealth
that might exist. More educated households have more wealth, in part
because their higher incomes have allowed them to save more money and
accumulate more wealth. Lower incomes and potentially higher living costs
might also explain why single people are estimated to have one-quarter the
accumulated wealth of their paired counter parts. Wealth differentials for
those who are working might also exist for the same reason.
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Table 2.2

Demographic Predictors of Household Income, 2013
Estimate

Coeff.

SE

$17,891

9.792

0.043

–7%

–0.072

0.035

–23%

–0.268

0.022

+50%
+51%

0.403
0.412

0.032
0.036

+70%
+98%

0.533
0.685

0.033
0.036

+85%

0.614

0.038

+41%

0.342

0.030

+66%
+162%

0.505
0.962

0.038
0.029

Unpaired
Labor Force (Baseline: Not Working)

–54%

–0.774

0.036

Working
Parental Status (Baseline: No Children)
Has Children

+64%

0.497

0.026

+13%

0.123

0.027

Baseline Income
Sex (Baseline: Male)
Female
Race (Baseline: White Non-Hispanic)
Nonwhite/Hispanic
Age (Baseline: < 35 years)
35–44
45–54
55–64
65–74
75+
Education (Baseline: < HS)
HS
Some College
College
Marital Status (Baseline: Paired)

Model predicts logged household income.
Coeff. = Coefﬁcient (predicted effect of category on logged income).
SE = Standard error of estimated effect.
Source: U.S. Federal Reserve (2014).

The Economic Classes
As noted at the outset of this chapter, most Americans have a vague
grasp of other people’s ﬁnancial situations, and they often understand
society-level ﬁnancial issues through the prism of their personal situation
and the situations of those around them. Our understanding of how
household ﬁnances differ often involves a vague three- category typology. The widespread sense is that we have a prosperous and privileged upper
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Table 2.3

Demographic Predictors of Household Net Worth, 2013
Estimate

Coeff.

SE

Baseline Net Worth

–$30,954

12.30

0.03

Sex (Baseline: Male)
Female

–11%

–0.11

0.02

–19%

–0.21

0.01

+25%
+54%

0.22
0.44

0.02
0.02

+92%
+142%

0.65
0.89

0.02
0.03

+143%

0.89

0.03

+8%

0.21

0.02

Some College
College
Marital Status (Baseline: Paired)

+24%
+79%

0.59
0.59

0.02
0.02

Unpaired
Labor Force (Baseline: Not Working)

–29%

–0.25

0.02

Working
Parental Status (Baseline: No Children)
Has Children

+22%

0.20

0.02

+1%

0.01

0.02

Race (Baseline: White Non-Hispanic)
Nonwhite/Hispanic
Age (Baseline: <35 years)
35–44
45–54
55–64
65–74
75+
Education (Baseline: < HS)
HS

Model predicts logged household net worth (Shifted + 250000).
Coeff. = Coefﬁcient (predicted effect of category on net worth).
SE = Standard error of estimated effect.
Source: U.S. Federal Reserve (2014).

class, as well as an underclass that strug gles. In between these two groups,
we understand there to be a middle group of regular people, whose economic fortunes are the topic of debate. In the abstract, the scheme is easy
to grasp.
When we move beyond these broad generalities, it becomes quite clear
that people’s grasp of household ﬁnances differs. Very poor people think
that they are middle class, as do many multimillionaires. As discussed at
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the outset of this chapter, this is probably related to the fact that most
people are surrounded by others who are in roughly the same ﬁnancial
position. We tend not to mix with people who are markedly richer or
poorer than us, which leaves us with a very weak sense of the ﬁnancial
situation faced by people who aren’t like us. Table 2.4 presents a betterspeciﬁed view of how household ﬁnances differ across the U.S. economic
hierarchy.
At the top of the economic pyramid, there are the wealthy and nearwealthy. These two groups are distinguished by their considerable accumulated wealth, which seems roughly sufﬁcient to guarantee that a person never
has to work again (as long as they keep their lifestyle expectations in check).
At the bottom of the economic pyramid, there are those conventionally
considered society’s poor. They tend to earn and own little. Between these
two extremes, there are three groups termed the “middle class.” They may
earn a living wage and only sometimes accumulate much in the way of
wealth, most of which is invested in a house. The middle class comprises
about 86 percent of society.

The Wealthy
When most people think about the wealthy’s possessions, they imagine the accoutrements of the rich—fancy homes, ﬁne art, expensive cars,
designer clothing, vacation homes, and so on. However, these are not the
possessions that deﬁne wealth. Income-generating assets make wealthy
people wealthy. The bulk of the wealthy’s accumulated wealth is held in
income-generating property, such as businesses, ﬁnancial investments,
and nonresidential real estate. Over the past several decades, these types
of assets have been spectacularly proﬁtable, both in comparison to how
proﬁtable they were in the mid-20th century and in comparison to labor
today.10
Questions about the wealthy must always deal with the nagging question of where to draw the line between the rich and nonrich. Just how much
money does it take to be considered “wealthy”? Different people harbor
different deﬁnitions. As noted earlier, more than half of the country believes
that it takes a yearly income of $150,000 to be “rich.” At the other end of the
spectrum, there are people like Louisiana Congressperson John Fleming,
who argued that his household could not bear paying more taxes despite
his $6 million annual income because after “you pay 500 employees, you
pay rent, you pay equipment, and food,” you are left with “a mere fraction of
that”—“by the time I feed my family, I have maybe $400,000 left over.”11
People harbor different ideas about who should be considered rich.

% U.S. Households
Median Income
[25th, 75th
Percentile Values]
% Receive [Median
Received]:
Wages
Government
Payments
Business Proﬁts
Financial
Income
Median Net Worth
[25th, 75th
Percentile Values]

13%
$11k
[$9k, $16k]

52% [$10k]
66% [$8k]
6% [$4k]
4% [$602]
$5k
[$0, $34k]

72% [$46k]
44% [$12k]
16% [$15k]
23% [$958]
$81k
[$9k, $316k]

$16k
[$1k, $86k]

9% [$12k]
8% [$244]

59% [$25k]
58% [$16k]

23%
$25k
[$18k, $32k]

Income Below
200% PL

Income
Below PL

100%
$47k
[$24k, $90k]

Overall

LowerMiddle

Poor
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$77k
[$14k, $218k]

14% [$12k]
18% [$300]

76% [$44k]
42% [$17k]

28%
$46k
[$37k, $61k]

Income 2x–4x
PL

Middle- Class

$225k
[$89k, $585k]

19% [$17k]
35% [$588]

87% [$91k]
27% [$17k]

29%
$101k
[$75k, $142k]

Income Above
400% PL

Upper-Middle

$2.3M
[$1.8M, $3.2M]

48% [$41k]
72% [$16k]

68% [$157k]
41% [$27k]

5%
$192k
[$110k, $311k]

Net Worth
Above $1.4M

Near Wealthy

(continued)

$8.5M
[$7M, $14M]

72% [$123k]
87% [$78k]

70% [$222k]
39% [$27k]

2%
$520k
[$259k, $1M]

Net Worth
Above $5.3M

Wealthy

(continued)

7% [$5k]
3% [$22k]

48%
37%
18%
30%
16%
60%

24% [$25k]
10% [$100k]

70%
21%
24%
57%
39%
71%

Income
Below PL

61%

20%

58%
24%
28%
44%

4% [$23k]

11% [$7k]

42% [$120k]
80% [$10k]
86% [$1k]
21% [$9k]

Income Below
200% PL

Poor

23% [$92k]
62% [$7k]
72% [$556]
5% [$4k]

LowerMiddle

60% [$180k]
86% [$19k]
92% [$7k]
47% [$53k]

Overall

PL = poverty line, k = thousands, M = millions.
Source: U.S. Federal Reserve (2014).

% Possess [Median
Value]:
Home
Vehicles
Cash Accounts
Retirement
Accounts
Financial
Investments
Business Equity
Demographics
(% Headed by):
White
Under 35 Years
Over 65 Years
Married/
Cohabiting
College Degree
or More
Employed

Table 2.4

72%

34%

74%
21%
26%
59%

8% [$29k]

24% [$10k]

61% [$150k]
92% [$15k]
97% [$4k]
49% [$24k]

Income 2x–4x
PL

Middle- Class

83%

60%

81%
15%
17%
72%

12% [$60k]

41% [$20k]

81% [$225k]
95% [$24k]
99% [$13k]
77% [$80k]

Income Above
400% PL

Upper-Middle

72%

82%

91%
1%
38%
84%

36% [$784k]

73% [$551k]

95% [$539k]
93% [$33k]
99% [$71k]
88% [$443k]

Net Worth
Above $1.4M

Near Wealthy

77%

84%

94%
2%
38%
88%

72% [$3.2M]

85% [$2.4M]

92% [$1M]
96% [$47k]
100% [$193k]
89% [$780k]

Net Worth
Above $5.3M

Wealthy

A Snapshot of U.S. Household Finances

Drawing a practical dividing line between the wealthy and nonwealthy
is difﬁcult, unless you set it at some patently uncontroversial level, such as
a net worth in the hundreds of millions or billions of dollars. Many singledigit millionaires reject the idea that they are wealthy. Many nonmillionaires
have difﬁculty envisioning how someone with that much net worth could
be worried about money.
Where to draw the line? At some point, an analysis needs to set provisional deﬁnitions in order to move past measurement debates and start interpreting data. The analysis for this book is based on two thresholds. The
higher threshold, which is designated the “wealthy,” includes households with
a net worth of $5.1 million or more. The lower threshold, designated the
“near-wealthy,” has a net worth of $1.4 million or more. The former group
comprises about 2 percent of society, and the latter comprises about 5 percent.
Moving forward, references to wealthy Americans, refers to both groups.
Explaining the Thresholds
Why these thresholds? Here, “wealthy” is deﬁned as having enough
wealth to ﬁnance a typical or comparatively privileged income into perpetuity. A wealthy person has enough wealth to be reasonably assured of maintaining a regular person’s lifestyle without ever having to work again. They
are in a position of supreme security, and the money worries faced by this
group are probably more fairly characterized as concerns with maintaining
a privileged lifestyle and transmitting that advantage to future generations
than with genuine fears of absolute deprivation. We use these two criteria
to demarcate two groups: the wealthy, who are in a position of supreme
security, and the near-wealthy, who are in a reasonably secure position.
These are the standards used to distinguish the wealthy and nearwealthy from the rest of society. We want a level of wealth that can generate
sufﬁcient living income indeﬁnitely, where people can survive “on the interest” without spending away their principal (original) investment.12 We presume that the near-wealthy can survive on a median income and that the
Wealthy can survive on a 75th percentile income (accounting for cost-ofliving increases).13 Regarding the amount of risk assumed for our lower,
near-wealthy standard, we will assume an asset portfolio that is wholly
invested in ﬁnancial assets (no proprietary businesses or real estate) with
25 percent of its funds invested in T-bills, 50 percent in Treasury bonds, and
25 percent in an S&P 500 index fund.14 This type of allocation is roughly
similar to what the investment analysis ﬁrm Morningstar would describe
as a conservative investment portfolio.15 For our higher standard, we consider a 25 percent T-bill/75 percent T-bond allocation, which mirrors
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Morningstar’s recommended allocations for an “Ultra Short-Range”
income-oriented portfolio for retirees. Most ﬁnancial planners would agree
that these allocations are very conservative.
Between 1928 and 2010, blue chip stocks (as measured by the S&P 500)
appreciated by an average annual rate of 11.3 percent, or 8.2 percentage
points above inﬂation.16 Blue chip long-term debt (as measured by the
10-year Treasury bond) averaged a real (inﬂation-adjusted) appreciation
rate of 2.1 percent annually. Short-term debt (measured by the 3-month
T-bill) averaged 0.5 points over inﬂation. This renders an expected real
annual rate of return of 3.2 percent for our lower standard and 1.7 percent
for our higher standard of risk aversion.17
If we want to receive $90,000 (inﬂation-adjusted) into perpetuity, at a
real return rate of 1.7 percent, the formula suggests that we would need
about $5.3 million. A person with $5.3 million in accumulated wealth is
extremely secure in the expectation that they can live among society’s top
25 percent forever, or at least the rest of their lives, without having to work or
assume much in the way of ﬁnancial risk. To receive $45,000 at a real return
rate of 3.2 percent per year, we would need about $1.4 million. A person
could secure a median income with a quite conservative investment portfolio. We use these thresholds to divide the wealthy and near-wealthy from
the rest of society.
Highly Diversiﬁed, and More Invested in Businesses and Finance
In addition to having more money, these wealthy are also distinguished
by the diversiﬁcation of their income and assets. Whereas most households
tend to earn the bulk of their money from one or two sources and have
most of their assets stored in one or two assets, wealthy households are
diversiﬁed.
First, wages play less of a role in sustaining wealthier households. The
median middle-class households and upper-middle-class households receive
88 percent and 95 percent of their income from wages, respectively. Wages
contribute 45 percent of the median near-wealthy household’s income,
and just under one-quarter of the median wealthy households. Wealthier
households earn money from a wider variety of sources. Just under onethird of wealthy households received income from at least four sources (among
wages, proprietary businesses, ﬁnancial proceeds, retirement pensions, government payments, rents, or royalties), while only 2 percent received income
from only one source. Income streams tended to be less diversiﬁed among
the near-wealthy, but their income still tended to be much more diversiﬁed
than those in the middle class.
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In comparison with the rest of the population, wealthier households
receive much more money from proprietary businesses and ﬁnancial investments, and they have much higher ﬁnancial and business holdings. Strong
business earnings suggest that much of the wealthier classes are composed
of successful businesspeople. This does not imply that starting a business is
a likely way to get rich. First, some selection effects are at work here. Proprietary business incomes have stagnated alongside wages over most of the
income scale during the past 30 years,18 but unsuccessful businesspeople
quickly cease being business owners and get reabsorbed by the labor force.
Second, some of these businesses are minority shares in a business in
which they take a passive role; that is, they had money and then invested
in the business, rather than starting a business and getting rich.
The wealthy have substantial ﬁnancial holdings from which they receive
considerable income. These holdings are certainly part of the reason that
the wealthy have become wealthier. Financial markets have boomed over the
past several decades, both relative to other asset classes and in comparison
to ﬁnancial investments in earlier eras. The wealthy have the resources to
take part in these proﬁts.
About 33 percent of households in this group receive government payments. This unexpectedly high incidence is due to the fact that wealthy
people tend to be older, and this group collects Social Security payments.
The median take from this source was $25,200, which is high compared to
the amount received by poorer households. Social Security gives higher payments to those who earned more in their working years.
A Demographic Portrait of the Wealthy in the United States
The wealthy are disproportionately older, whiter, more educated, and
more often married compared to other groups. Although most wealthy and
near-wealthy households are headed by someone in their sixties or older,
only minorities of people in their sixties or seventies are part of this group
(the data suggest at most 3 percent for the former, and less than 7 percent
for the latter). The wealthier classes may skew older for at least two reasons:
they have had time to earn and accrue wealth, or they have reached an age
in which family wealth is likely to have been passed on to them.
Many millionaires are likely late-career professionals or executive-level
workers who earned enough to accrue into the low single-digit millions in
net worth with their high incomes and accompanying latitude to save and
invest money. Their ranks probably include many retired doctors, lawyers,
dentists, engineers, small businesspeople, mid-level executives, and others
who got educated, got and stayed married, saved regularly, and managed
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their money reasonably well over a lifetime. The dominance of earned
wealth among the ranks of the wealthy is probably truer of those with net
worth in the single to tens of millions. As one moves higher up the ranks of
the wealthy, inherited wealth becomes more prevalent.19
Thomas Piketty20 suggests that the wealthy were more likely to maintain
their position through inheritance before the 1950s. By 1950, the degree to
which societal wealth was transferred across generations was falling in proportion to the total amount of household wealth accumulation, and it
remained quite low during the 1960s and 1970s. In more recent decades,
the concentration of wealth and the high returns to accrued assets relative
to wages have likely bolstered intergenerational wealth transfers among the
wealthy and pushed us back toward where we were before the 1950s.
Money is not the only resource transferred across generations. Noncash
intergenerational transfers helped place today’s and future wealthy people
into a position to maintain their status. For example, this group enjoys high
education levels, which may have been a function of their parent’s ability
to cover the costs of higher education or attain a foothold in better school
districts. The wealthy are more likely to be homeowners and business
owners, and much of this “earned” wealth may have been ﬁnanced initially
with parental aid. These forms of early-life help put young people in a position to begin accruing wealth early, which is important if someone of more
modest means hopes to become a millionaire.

The Poor
Conceptually, the poor are distinguished by economic deprivation. They
do not have enough money to secure the things they need. Deprivation is
often described as being one of two types. In relative deprivation, people
believe that, given their personal status or station in society, they ought to
have access to par ticular goods and ser vices. For example, it is relative
deprivation if a person does not own a car but feels he ought to have a car by
virtue of his age, background, or occupation. Relative deprivation exists
where someone is not afforded access to a good, ser vice, or right that is
expected to be afforded to people of a particular status, ability, or ethic to
which the deprived person self-identiﬁes. In contrast, absolute deprivation
occurs when someone lacks access to a good, service, or right that is necessary to meet some uncontroversial basic standard of living that transcends
people’s status or personal characteristics. This involves things presumed
to be necessary to ensure survival, basic social integration, or minimal
levels of well-being. Starvation is a form of absolute deprivation— all people
undoubtedly need food, and, on the whole, society accepts the notion that
no person should be hungry. Not having a car might be considered a form
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of absolute deprivation for the 45 percent of Americans who have no access
to public transit,21 if we presume that all people should have some reliable
conveyance to work, school, shopping, or healthcare. The key difference is
that these types of needs associated with absolute deprivation are not seen
as contingent on a person’s status. These two different conceptions of deprivation play an important role in shaping public debates over how society
should respond to people’s money problems. Voters are more inclined to
support ﬁghts against poverty in the form of absolute deprivation, but they
are less inclined for poverty as relative deprivation.
Ofﬁcially “Poor”
Conventionally, households are designated as “poor” if their gross
income falls below the Census Bureau’s or Department of Health and
Human Ser vices’ poverty thresholds.22 The ofﬁcial poverty line is society’s
most conventionalized method for differentiating society’s poor from the
nonpoor. These thresholds are used when discussing the poverty rate, a
metric used to determine the prevalence of poverty in society. This measure
is widely used by government programs to determine eligibility for public
assistance. This line is also widely used by scholars in poverty research.
The speciﬁc income level that one needs to earn to be considered “ofﬁcially
poor” changes from year to year, and it varies by the number of adults and
children in a household.23 In 2013, it ranged as follows: $11,534 for an
elderly single-person household; $24,008 for a two-adult, two- child
family; and $52,430 for the rare nine-adult household.
Despite its widespread use, the traditional poverty line is a crude measure.
This line is calculated as three times the inﬂation-adjusted cost of what
the U.S. Department of Agriculture estimated to be the cost of a minimum
food diet in 1963.24 The original poverty line in the United States was drawn
roughly 50 years ago. At its drawing, it was presumed that one could sustain
a minimally acceptable lifestyle on a pretax income that was three times
the estimated market cost of what USDA ofﬁcials deemed to be a modest
food diet. After that threshold was set, the Bureau adjusted the ﬁgure annually according to the Consumer Price Index (CPI).
Are the “Poor” Really Poor?
The crudeness of the ofﬁcial poverty line has led some analysts to ask
whether the “ofﬁcially poor” are absolutely poor. Whether poverty is relative or absolute is important to debates about the state of household
ﬁnances. If poverty is overwhelmingly relative and not absolute, then discussions about poverty primarily involve matters of distributional equality.
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Distributional inequality does not imply that people are desperate. If a
billionaire joins a community of 100 middle-class families, the community
becomes very unequal even though no one has become poorer in an absolute
sense. Some observers, such as the Heritage Foundation’s Richard Rector,
advance this type of assertion in noting that many of those who are ofﬁcially poor enjoy a range of material comforts that were considered luxuries
in previous generations, such as air conditioners, dishwashers, ﬂat screen
TVs, or video game consoles.25 Obesity, not starvation, is the principle nutritional problem facing the poor. Many “poor” own their own home, and
the average poor person has a home with more living space than the typical resident of Amsterdam or Paris.26 Although situations of absolute
deprivation do occur (e.g., homelessness or hunger), these situations tend to
be temporary or transitional situations, rather than a permanent state of
affairs.27 Moreover, these estimates may ignore the effect that expansive
social programs in the United States have on the incidence of genuine
poverty.28
These observations evoke questions about whether people’s money problems are indeed serious, as opposed to a matter of people simply wanting
to enjoy a better lifestyle than their incomes permit. Opponents of progressive redistribution often ground their policy views on the belief that absolute poverty is a rarity in the United States, that U.S. living standards are
in fact rising rapidly and across the board, and that most people’s complaints about money involve poor personal ﬁnancial management, “class
envy,” and a desire to raise their own living standards at the expense of
society’s “makers” (as opposed to “takers”). In many corners of public debate,
concerns expressed about the economic problems faced by the poor and
middle class are construed as being more a matter of frustrated lifestyle
aspirations and less about the threat of real, serious economic deprivation.
In the next chapter, we probe household ﬁnance and cost-of-living data
to explore questions about absolute deprivation’s genuine extent, particularly given the existence of the U.S. social safety net. In the following section, we take this conventional poverty line as given, in part because this
threshold is a useful dividing line that is used to discern who merits public
assistance from those who do not. Next, we explore the details of this group’s
ﬁnances.
Poor People’s Money
The median poor household earned $11,000 in 2013, and its “middle
50 percent” (those between 25th and 75th percentile incomes) earned
between $8,000 and $15,000. This amounts to a monthly income of $666
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to $1,250 per month. Despite any disagreements about whether the poverty
line represents a precise dividing line between the economically desperate
and not desperate, it seems likely that most readers would ﬁnd it challenging to sustain what they would personally consider a basic livelihood on
this income.
About two-thirds of these households received income from government
payments. Just under half of this group received money from welfare programs (e.g., TANF or SNAP), about 30 percent from Social Security, and
15 percent from both welfare and Social Security. A smaller proportion
received income from other programs, such as workers’ compensation or
unemployment insurance. Among those who received any payments, median
receipts from government assistance were $8,360–$3,600 for welfare recipients and $8,520 for Social Security recipients. This suggests that about onethird of poor households receive no assistance.
The second most common source of income comes from employment
wages. About 50 percent of poor households earned income from this
source. Among all poor households that earned any wages, median earnings
from this source was $9,600. This is equal to 1,280 hours of work at the
federal minimum wage, or 32 weeks of full-time, 40 hour-per-week employment. These are the “working poor.” Many of them are low-wage workers
who experienced some employment or income disruption during the survey
year. Others are elderly workers who work to bridge shortfalls in their
public or private pensions. The data suggest that the poor are sometimes
partly sustained by retirement pensions, ﬁnancial income, or business
income.
The poor generally have few assets, and the assets they do possess tend
to be stored in one of three asset types: automobiles, cash accounts, and
owned homes. About 70 percent of households in this group owned a cash
account, 61 percent owned a vehicle, and 22 percent owned a home. Cars
depreciate in value fairly quickly, and most retail cash accounts lose real
purchasing power over time. Prevailing deposit rates have been lower than
inﬂation for several years. The median vehicle owner’s cars were valued at
$7,200, and the median bank account holder had about $510 stored in cash
or near-cash instruments. Both assets depreciate in value over time—vehicles
lose value under any circumstances, and cash accounts do so when interest
rates are lower than inﬂation. Combined with the fact that low-value homes
are least likely to appreciate, this means that the poor’s asset base stagnates (if it does not erode) over time, rather than appreciates.
Theoretically, the poor could help themselves by investing in higherperforming assets, such as stocks. This idea has motivated some policymakers to propose schemes that encourage ﬁnancial investment among the
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poor. For example, in 2015, the federal government launched the myRA
program, a tax-sheltered, low-fee, small-denomination retirement program
that was designed to encourage the poor to make more ﬁnancial investments.
In general, it is hard for the poor to “play the market” with banking and
ﬁnancial fees heavy on low-asset households. Many market schemes
designed to help the poor invest are larded up with high fees, and, of course,
this group does not have much money to invest in the ﬁrst place. This last
piece was a more critical ﬂaw in this program, and similar ideas that investment promotion will help the poor. If a poor family were to put aside an
extra $50 a month (a considerable part of their disposable income) for
30 years, the program’s own estimates suggest that he or she would be left
with a nest egg of just under $27,000—two years of poverty line income
replacement. These schemes do not do much if social programs are not
generous.
Note that the poor are less likely to be indebted, relative to the middle
class. This low indebtedness is probably a matter of this group’s poor access
to credit. Lenders typically won’t extend credit to this group, so this group
tends not to borrow. Often, the credit that is available to the poor is
extended on onerous terms. For example, credit markets make loans available to anyone who receives a regular paycheck through payday loans,
whose interest costs can run into the hundreds or even thousands of percentage points on an annual basis. A 2012 analysis by the Pew Research
Center suggests that about 8 percent of Americans earning below $15,000
per year use such loans, a rate that seems commensurate with the lowermiddle class and middle-middle class (see the next section).29 For the most
part, the poor are comparatively less disposed to incur debts and are
not particularly inclined to use the debt arrangements most available to
them.
Proﬁling the Poor
Overall, the poor are more likely to be younger or older (not middle
aged), single, less educated, nonwhite, and nonemployed. These are general
demographic tendencies. The poor are more demographically diverse than
these broad characterizations suggest.
About 20 percent of poor households are headed by someone who is
disabled, and another 17 percent are headed by retirees. This group may
face considerable obstacles to earning money through markets, generally
receives few to no wages, and most of this group (well over 90 percent)
receives government assistance. In addition to the fact that both groups
almost universally receive government payments, public assistance through
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the Social Security program is comparatively generous for these two groups.
On average, members of these two groups receive around $9,300 in government assistance, which is about two to four times more than other poor
groups. Of the various poor demographics proﬁled here, only retirees have
a substantial proportion of group members with some accumulated wealth.
The data suggest that 25 percent of poor retirees have $128,500 or more
in net worth, often invested in homes. Overall, though, this group’s access
to accumulated wealth is limited.
Another 21 percent of this group is headed by single parents or guardians. This category includes households with nonmarried/cohabiting heads
of household and at least one resident child. A large majority of this group
(∼86 percent) has low education levels (high school or less). Most of this
group is young (median age is 37), but about 10 percent are headed by
someone aged 57 or older. Over half of this group earned wages in 2013.
Employment rates were higher in black and Hispanic single-parent
households (61 percent and 65 percent, respectively) than in white
households (53 percent). Despite higher employment rates, the median
single-parent black household earned just over half the wages received by
whites or Hispanics ($5,000 versus $9,000 and $9,700, respectively).
Another 12 percent of poor households are headed by the young, aged
25 or less. Employment is very high in this group (87 percent), but incomes
tend to be low because their ability is adversely affected by weak job market
conditions in the survey year, their lack of experience, and the more time
demands of schooling. Forty-one percent of this group self-describes as
students. About 23 percent of these youth-headed households have resident
children.
These four groups—those headed by the disabled, retirees, single parents, and the young—represent about 70 percent of the country’s poor
households. The distinguishing characteristics of this group include low
educational attainment (82 percent less than college), disproportionate joblessness (30 percent self-reported as unemployed), and disproportionate
Hispanic representation (28 percent Hispanic vs. 48 percent white). About
half of these households have resident children.

The Middle Class
When we remove the poor, the near-wealthy, and the wealthy, we are
left with 82 percent of U.S. households representing the middle class. The
deﬁning feature of the middle class is that they are too wealthy to receive
extensive help from the government, but they are not wealthy enough to
be guaranteed a middle-class livelihood without the ability and opportunity
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to maintain gainful work. This group can be understood as comprising
three groups.
The Lower-Middle Class
Lower-middle-class households have incomes that lie between 100 percent
and 200 percent of the poverty line. The median household in this group
earns $23,000, and the middle 50 percent earns between $18,000 and
$30,000. These incomes are generally sustained by a blend of wages, government assistance, and, to a lesser extent, pensions. Roughly 24 percent of U.S.
households fall into this category.
As a group, they are not altogether different from the poor. Some analysts
treat this group as the “near poor,” and the fact that their incomes qualify
them for a range of government payments and programs suggest that they are
institutionally recognized as being in a ﬁnancially precarious situation.
Many of them could fall into ofﬁcial poverty were it not for their continuous
employment, the continuity of their cohabitation arrangements, and, for
retirees, their private pensions or Social Security payments (Social Security
is not a means-tested program, which means rich and poor people get
checks). Like the poor, many of those in the lower-middle class are heavily
invested in their automobiles, although a larger proportion of this group
owns their home than the poor.
About 28 percent of the lower-middle class is headed by someone older
than 65. Although these households often do earn wage income, they more
often are sustained by the Social Security program, which provides a median
income of $13,200 to all senior-headed households in this class. For many
elderly households, this public assistance program is sufﬁcient to keep their
household out of ofﬁcial poverty. Without the Social Security program, an
estimated 59 percent of elderly lower-middle-class households would fall
below the poverty line (see Chapter Three). Sometimes, this group supplements its income with modest private pension payments.
About 71 percent of the working-age lower-middle class (roughly half of
the entire lower-middle class) earns enough money through wages to stay
above the poverty line. This group includes many single-income families
either because the household has only one adult head or one of its heads
experienced unemployment. They tend to be less educated and thus earn
less money when employed. This group also includes many single-income
and highly educated households whose income was completely disrupted
for some period during the year. This group can be considered the “working
near-poor” and they effectively become the “working poor” in years where
their income is interrupted by things such as a job loss or illness.
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In general, this group has little accumulated wealth. Median net worth
in this group is less than one year’s poverty line income. The average
household has more than one-third of its wealth stored in vehicles, which
are nonperforming assets. Only about 23 percent own a home, and the
median value of owned homes in this group was $120,000. Other assets are
less widely held: 16 percent of them have any sheltered retirement savings,
and 10 percent have any nonsheltered ﬁnancial investments. The median
household in this group has $600 in its bank accounts.
The Middle Class Proper
The middle-middle class includes the 30 percent of U.S. households
earning between two and four times the poverty line. Median income is
$45,000, and the middle 50 percent earns between $36,000 and $60,000.
Median accumulated wealth is about $60,000, which is generally invested
in a home. Aside from their cars and homes, this group tends not to accumulate much in the way of assets. About 43 percent have retirement accounts,
and the median middle class retirement account has about $20,000 in
holdings.
This group’s demographic differs from that of the lower-middle class in
several respects, particularly race, marriage/cohabitation, and full employment. As a whole, this group is not strikingly more educated than the lowermiddle class (e.g., college attainment rates are roughly similar). This group’s
members are whiter, more likely to live as couples, and are more likely to
have enjoyed uninterrupted employment. A household headed by the average, fully employed head is likely to fall here.
The Upper-Middle Class
In this book, households who earn more than 400 percent of poverty
line income are designated as upper-middle income earners, but they lack
sufﬁcient wealth to be counted as wealthy or near wealthy. Younger members of this group seem well positioned to be wealthy with effective ﬁnancial planning and the prevention of some major economic calamity. However,
many members of this group are older and are struggling to establish a base
of retirement assets that can work in conjunction with government payments programs such as Medicare and Social Security to render a reasonably comfortable retirement. Roughly 30 percent of U.S. households fall
into this upper-middle class.
The members of the upper-middle class earn several times more than
poor households and often accumulate some wealth over their lifetimes. This
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group is disproportionately white, middle aged, educated, married, and
employed. It might include couples who are college-educated and reasonably
well employed or later-career workers whose pay has risen over time. The
median household in this group earns $100,000, and the middle 50 percent
earn between $74,000 and $142,000. This income generally comes from
wages.
Like the rest of the middle class, the upper-middle class is largely invested
in their homes. Home ownership is high in this group (82 percent), and the
median value of an owned home is $230,000. Members of this group are
more likely to have other kinds of assets, and the value of these assets tend
to be larger than that of other members of the middle class, but the degree
to which these households are well diversiﬁed and wealthy should not be
exaggerated. The median household in this group has no nonsheltered ﬁnancial investments and about $28,000 in retirement accounts. Only about
68 percent of households in this category have any retirement savings, and
the median account has about $75,000 in it, which is roughly six years of
poverty-line income. The median household has about $12,000 in liquid
holdings.
This group pays more taxes than other members of the middle class and
tends to receive less direct government aid over their working years. However, this group does enjoy high public retirement beneﬁts, and they beneﬁt
from several government programs that are designed to help them accumulate net worth.

Conclusion
This chapter presents an overview of U.S. household ﬁnances. We tend
to interpret personal ﬁnance issues by using our personal situation as a baseline comparison. The problem is that we have limited exposure to people in
substantially different economic circumstances from our own. By sharpening our understanding of the variety of economic situations in which other
Americans operate, we have a better cognizance of our own economic
situation and how household ﬁnances differ on the rungs above and
below us.
The data suggest that somewhere somewhat less than one-tenth of society has considerable accrued wealth, such that they would be able to live
a livelihood similar to that enjoyed (or endured) by a plurality of Americans
without ever having to work again. In many respects, their ﬁnancial problems seem more likely to be a product of lifestyle expectations or, as we will
see later, attempts to secure a position for their children in the upper ranks
of society during a period in which economic mobility is low and inequality
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is rising. This top 10 percent is more likely to be headed by older, collegeeducated, married whites, although other demographics are represented
in this group.
At the other end of the economic hierarchy, there are society’s poor, a
group primarily composed of the very young, very poor, uneducated, nonwhites, Hispanics, and single parents. The economic situation of these
groups is far inferior to the upper class and even middle class, although
there is some debate about whether the deprivation experienced by this
group is relative or absolute (a theme we will pursue later). This group
roughly comprises one-seventh of society, and their situation is not altogether
different from another 23 percent or so of society that is part of the lowermiddle class. In many respects, having the good fortune of not losing work,
experiencing a health condition, or running into some other economic misfortune separates the poor and lower-middle class. In any case, together these
two groups comprise about 40 percent of U.S. society.
The remaining 50 percent of society is the middle class. They can be
divided into two groups. The upper-middle class tends to be whiter, middleaged, better educated, and married/cohabiting, all of which translates into
better employment opportunities, higher income, and ultimately more
opportunity to accumulate wealth. The middle-middle class is highly
employed, like the upper-middle class, but they tend to have less education,
more nonwhites or Hispanics, and more single people.
These are the various perches through which we can view the issue of
household ﬁnances. Knowing where we sit on the economic pyramid provides a sense of whether the mental baseline presented by our own ﬁnancial
circumstances is more typical or outlying relative to the rest of the country.
The audience for an academic book on household ﬁnances likely skews
educated and, as a group, is probably wealthier and earns more money than
the general population. Readers can easily cross-reference their personal
circumstances with the population at large. While most of us consider our
situation to by typical or middling, it is probably “typical” for our social
milieu in a society that is highly segregated economically. Much of the
country feels like it is struggling ﬁnancially, and it can be instructive to
see how others do so with fewer resources at their disposal.
As noted in the preceding discussion about the poor, there are many
observers who question whether or not those who sit at lower stations in
the economic hierarchy are really struggling with serious economic adversity.
Are the middle and lower classes struggling with serious money problems?
We turn to this issue next.
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