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This regression show that as the median income of a community increases, the 

respondent's perceived income falls. Although the errors are large, the trend is interesting 

and leads us to another, more telling, regression: the sign of the income difference 

variable onto median income. 

The sign of the income difference variable captures whether a respondent over-or 

under-estimated their income. With measures as rough as those I have developed for both 

actual and perceived income, this is a better variable to use than simply income 

difference. The variable, which is called "posnegincdiff' in the regressions, takes on a 

value of one when the respondent underestimated their income and a value of zero when 

they overestimated their income. Table 14 is a regression of median income, race, sex, 

union membership and age onto this variable. 

Table 14. Regression of sign of income difference onto selected variables. 

Dependent variable: sign of "income difference." 
Variable Coefficient Std. Error Z-S tatistic Prob. 

C -9.258293 3.685556 -2.512048 0.0120 
MEDINC 0.000107 5.98E-05 1.783394 0.0745 

RACE -11.97999 26775878 -4.47E-07 1.0000 
AGE 0.108420 0.052991 2.045993 0.0408 
SEX 2.023084 1.054500 1.918524 0.0550 

UNION -1.220534 0.987543 -1.235931 0.2165 
INEDU 0.493922 0.318083 1.552806 0.1205 

Mean dependent var 0.725000 S.D. dependent var 0.452203 
S.E. of regression 0.290991 Akaike info criterion 0.851924 
Sum squared resid 2.794298 Schwarz criterion 1.147478 
Log likelihood -10.03848 Hannan-Quinn criter. 0.958787 
Restr. log likelihood -23.52675 A vg. log likelihood -0.250962 
LR statistic (6 df) 26.97655 McFadden R-squared 0.573317 
Probability(LR stat) 0.000146 

Obs with Dep=O 11 Total obs 40 
Obs with Dep=1 29 .. 

This regression shows several significant things. First, as the median income of a 

community increases, the probability that someone living there will underestimate their 

income also increases. Similarly, there is a positive relationships between age and 
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education and the probability someone underestimates their income. The regression also 

shows that women are more likely to underestimate their income. The two groups that the 

regression shows to be more likely to overestimate their income are African Americans 

and union members. The high probability on the race variable probably comes from the 

fact that each African American in the sample also came from communities with low 

median incomes. This correlation makes interpretation difficult. However, all of the 

remaining variables, excluding union membership, are significant. 

These findings can be explained by looking at the work of Robert Frank discussed 

above. If someone earning $30,000 lives in a place where the median income is $20,000, 

they will feel well-off. But if they move to a place with a median income of $40,000 they 

will feel more poor. 

The significance of age, education, race and sex add to this argument. It seems 

that people in the same demographic groups (age, gender, race and class) think similarly 

about their incomes. Older people tend to underestimate their income, as do women, 

more highly-educated people and people from poor neighborhoods. African Americans 

overestimate their income. Thus, it is one's peer group, not one's income that predicts 

how one sees one's income. These results confirm that people determine how "well" they 

are doing by comparing themselves with people not only in their communities, but in 

their general peer group as well. 

The numbers here suggest also that people from relatively high income sets 

(whites, older people, people from rich neighborhoods, highly educated people) are most 

likely to underestimate their income. Proof of this assertion, however, is beyond the 

scope of this paper. It appears to be an interesting proposition, however. 
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Income satisfaction 

Another variable, income satisfaction, shows again that the respondents' peer 

groups are important in determining people's attitudes toward their income. In Table 7 

income satisfaction is regressed on a range of variables, including income, education and 

job-related variables. A range of variables are regressed onto income satisfaction, 

providing the following results: 

Table 15. Income satisfaction regressed on selected variables 

Dependent variable: income satisfaction 
Variable Coefficient Std. Error t-Statistic Prob. 

C 0.612129 0.599311 1.021389 0.3147 
MEDINC 4.30E-05 2.18E-05 1.973436 0.0571 
PERCINC 7.44E-06 6.49E-06 1.147653 0.2596 

ACTINCREAL -3.11E-05 1.54E-05 -2.016004 0.0523 
INEDU 0.018497 0.066307 0.278961 0.7821 

EMTYPE -0.145840 0.158162 -0.922095 0.3634 

R-squared 0.158381 Mean dependent var 0.894737 
Adjusted R-squared 0.026878 S.D. dependent var 0.559414 
S.E. of regression 0.551845 Akaike info criterion 1.792841 
Sum squared resid 9.745063 Schwarz criterion 2.051407 
Log likelihood -28.06398 F-statistic 1.204391 
Durbin-Watson stat 2.358984 Prob(F-statistic) 0.329441 

The coefficients of the income variables are interesting. First, income satisfaction 

is negatively related to actual income, suggesting that as people have more income they 

are less satisfied with it. This finding coincides with Frank's work discussed above. 

Interestingly, the perceived income variable is insignificant, suggesting that income 

satisfaction is better-explained by actual rather than perceived income. 

This regression also seems to shows that education is not related to income 

satisfaction, but further investigation shows that there is a relationship, but it is non-

linear. Consider the following graph: 
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