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This article explores how U.S. male income has evolved, ranging from 1979 to 2017. Var($c1) = ke* y_](l ) f_or a=1
The research aims to decompose the income .volatlllty into the permar?ent Yaap = [1—m(a—25)] Ze—/ljb _I_Z:njD(b = /)
component — the long-term average - and transitory component — the period-
specific deviation from the average - since the two have different implications in The degree of expansion is chosen by generalized cross-validation (GCV).
practice. After constructing a pseudo panel using the Current Population Survey, we
estimate the structure of income volatility using an extended semiparametric Estimates minimize the sum of squares of the distance between population
model proposed by Moffitt & Zhang (2018) (hearafter, MZ).* The transitory variance variances-covariances of the assumed income process and sample variances-
fluctuated through the mid-1990s and declined until 2002. Since then, the covariances of log earning residuals.
transitory variance increased through 2013 and almost recovered to the level in the Note: Parameters to be estimated are colored red.
mid-1990s. Furthermore, we find a countercyclical pattern of gross volatility and
transitory variance around the Great Recession. “
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earnings in the Current Population Survey (CPS) by constructing a pseudo panel. 1930 90 2000 200 2020 S0 w0 a0 a0 2
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Data a n d M Eth Od O I Ogy Figure 1. Male earnings by percentiles Figure 2. Gross volatility of male log earnings residuals
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Our data are from the Annual Social and Economic Supplement (ASEC) of the 0.035 -
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of earnings. We restrict our sample to men between ages 30 and 59, excluding full- ‘_ 0.025 -
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time students and those without positive earned income. Samples with zero weight ' 0.02
are dropped. Finally, earnings are converted to 2017 CPI-U-RS dollars. We trim the 08 - 0.015 1
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The first step is to estimate the following earnings equation in order to capture the Year Vour
residuals ——Alpha —o—Beta —e—Permanent =—e=Transitory Total
— / / /
Yer = Poe + XcePre + Yeebae + ZeePse + €t Figure 3. Extended semiparametric (ESP) model Figure 4. Fitted permanent, transitory, and
y is log earnings for cohort c at time t. X is a vector of five education dummy estimates of alpha and beta total variance of log earnings residuals: Ages 30-39

variables - less than high school, high school, some college, college, and advanced
degree. Y is an age polynomial (cubic), and Z is the interaction between X and age.

Calendar year dummies are not included since the regressions are run separately COnCIUS|OnS

by year. The regressions are weighted by the square root of the cohort size to Gross volatility
correct for heteroscedasticity. - An essential difference between our work and MZ is the decreasing trend in
gross volatility that preceded the Great Recession. However, researchers
Following MZ, we set out to estimate disagree with the trend in gross volatility from the mid-1980s to the late 1990s,
€cat = Athea T BtVea possibly caused by characteristics of data sets (e.g., a heaviness in low tail) and
where € is the log earnings residual for cohort ¢ at age g and year t. u is the difference in trimming method (real dollar trim vs. percentile trim)
permanent component with a, representing the corresponding calendar time shift. - Consistent with the recent study (Moffitt et al., 2022) that shows little evidence
v is the transitory component with B, representing the corresponding calendar of any significant trend in male earnings volatility since the mid-1990s except a
time shift. counter-cyclical pattern.
Permanent and transitory variance
The following present the structure of the permanent and transitory components. - The increase of alpha in the 1980s corresponds to rises in the return to
% education and other indices of skill differentials (Moffitt & Gottschalk, 2012)3
Hca = Heo T z Wes - Our estimates of beta resemble those from MZ in that they increased in years
a—1 s=1 around the Great Recession (countercyclicality)
. - The transitory variance: About 74% of the total variance until the late 1990s, and
Vea = Sca Z Yaa-séca-s fOra =2 52% in 2002. Resumed to increase and was about 70% surrounding the Great
ST Recoession | ° y

Ver = $c1 fora=1.
Where wja,a—s‘<1 and u.,~N(@O,Var(u.,))
The variances of the permanent and transitory shocks, w and ¢, are non-parametric
functions of age, a, and |} parameters are also non-parametric functions of age, 3,

Future Research

and lag length, b, as follows: 1. Use the restricted-use version CPS, which has higher top-coding thresholds

Var(w,.,) = e2 8i(@-25)

Note: Parameters to be estimated are colored red.

2. Extensions to other sub-demographic levels — such as females, immigrants, or
minorities — are not explored yet.

SOO hyU N Ch0| 1. 2/|7c;ff2|3t(')c3 R., & Zhang, S. (2018, May). Income volatility and the PSID: Past research and new results. In AEA Papers and Proceedings (Vol. 108, pp.
U nive rsity Of Tean at Da ”aS / 2. Moffitt, R., Abowd, J., Bollinger, C., Carr, M., Hokayem, C., McKinney, K., Wiemers, E., Zhang, S. and Ziliak, J., 2022. Reconciling Trends in US Male
. Earnings Volatility: Results from Survey and Administrative Data. Journal of Business & Economic Statistics, pp.1-11.
Austin Col |ege 3. Moffitt, R. A., & Gottschalk, P. (2012). Trends in the transitory variance of male earnings methods and evidence. Journal of Human Resources, 47(1),

204-236.

Email: Soohyun.Choi@utdallas.edu
Email: schoi@austincollege.edu
Website: https://soohyunchoil.github.io/

© POSTER TEMPLATE BY GENIGRAPHICS® 1.800.790.4001 WWW.GENIGRAPHICS.COM



	Slide Number 1

