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Volatility has been a core theme of our work since the launch of the Institute 4 years ago.
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Families experience high income and spending volatility on a month-to-month basis.

Median month-to-month percent change in income and expenses
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1. To what extent does income volatility change over time? 

2. How does income volatility manifest itself in terms of spikes and dips? 

3. How does spending volatility compare to income volatility? 

4. How much of a cash buffer do families need to weather income and spending 
volatility?

Key questions for current research
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We assembled a data asset of 6 million checking account customers we observe 
continuously for over 6 years (Oct 2012 – Dec 2018). 
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Income volatility remained constant between 2013 and 2018. Those with the median level 
of volatility experienced a 36% change in income month-to-month. 

1. To what extent does income volatility change over time? 
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For each account-month, we calculate the Coefficient of Variation (CV) for a stable 75-month cohort as:



Non-labor income is 5X more volatile than labor income but represents just 35% of total 
income. Secular growth and calendar effects account for little volatility. 
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1. To what extent does income volatility change over time? 



There is wide variation in the levels of income volatility families experience, both across 
families and also for a given family over time.

Probability of staying in the same quintile year-on-year

Illustrative monthly income patterns for families at different points of the volatility distribution

1. To what extent does income volatility change over time? 
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Families experience large income swings in almost five months out of the year. 

Illustrative example of an income spike, income dip, and normal income

Income spikes and dips are swings that are more than 25% above or below the prior year median.

2. How does income volatility manifest itself in terms of spikes and dips? 
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Income spikes are twice as likely as income dips and most common in March and 
December. 

2. How does income volatility manifest itself in terms of spikes and dips? 
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Families with the most volatile incomes experience swings that are larger but not more 
frequent than families with less volatile incomes.

2. How does income volatility manifest itself in terms of spikes and dips? 
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Income volatility is greatest amongst the young and the high income. However, downside 
risks, in terms of the magnitude of dips, are greatest among low-income families.

2. How does income volatility manifest itself in terms of spikes and dips? 
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Spending volatility was flat during 2013 to 2018. The median CV for spending is 0.33, 
15% lower than that of income.

3. How does spending volatility compare to income volatility? 
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Spending volatility was lower than that of income volatility, except among those over 75 
and those with the largest cash buffers.

3. How does spending volatility compare to income volatility? 
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Families need roughly six weeks of take-home income in liquid assets to weather a 
simultaneous income dip and expenditure spike. 65% of families lack a sufficient buffer.

4. How much of a cash buffer do families need to weather income and spending volatility?
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Middle-income families need $5,000 to weather a simultaneous income dip and 
expenditure spike, but typically had only $2,000.  

4. How much of a cash buffer do families need to weather income and spending volatility?
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The cash buffer needed to weather a simultaneous income dip and expenditure spike 
varies little by age and income quintile.

4. How much of a cash buffer do families need to weather income and spending volatility?
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Middle-income families need $5,000 to weather a simultaneous income dip and 
expenditure spike. 
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4. How much of a cash buffer do families need to weather income and spending volatility?



More low-income families lack a sufficient liquid cash buffer to sustain a simultaneous 
income dip and expenditure spike. 
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4. How much of a cash buffer do families need to weather income and spending volatility?



This research has clear and specific implications for savings strategies. 

Illustrative example of an income spike, income dip, and normal income

From…

 Rule of thumb to have 3-6 months worth of savings

 Single percent-based savings target every month

 Similar approach for each family each year

To…

 Realistic and empirically-based estimate of 6 
weeks’ worth of median take-home income

 Dynamic approach to save more during income 
spikes and less during income dips

 Approach tailored to family’s unique income profile 
and adjusted over time
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PSID and other survey data: The volatility of income shocks has increased significantly over the past 40 years. 

Administrative data such as SSA: Income volatility has been declining or stayed stable. 

Source: Carr and Wiemers (2017)

Source: Guvenen, Ozkan, and Song (2014) Source: CBO (2007)

Survey and administrative data yield different results regarding trends in income 
volatility.



Among less restrictive samples, volatility trend during the past five years remains stable. 

• We provide two robustness checks on the trends of income volatility measured by CV. 

• First, we measure volatility trends for a less restrictive sample than the balanced six-year panel. 

• Second, we measure volatility trends for samples with higher percentages of income from identifiable sources.

Sample Definition

A $400 average monthly income on a rolling 12-month basis (original sample)

B1 $400 average monthly income from identif iable sources only on a rolling 12-month basis 

B2 At least 50% of total income come from identif iable sources

C1 B1 + positive annual labor income 

C2 B2 + positive annual labor income



Income volatility is greatest amongst the young and the high income.



Most families do not have sufficient savings to a simultaneous income dip and 
expenditure spike. Middle-income families age 35-54 have a savings gap of $3,000.
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