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Motivating questions

Some messages from last day
to motivate our discussion

β =
(1− γ)ρθ + λ

1+ (1− γ)ρθλ
(1)

1 Labour markets, public policy, and families all have a role to
play in determining the degree of intergenerational mobility

2 There could be considerable persistence through time
depending upon how we model multi-generational influences

3 We have some hints on how to understand non linearities
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Motivating questions

Some questions to think about
taking us from the last lecture, through this one, and into the next

β =
(1− γ)ρθ + λ

1+ (1− γ)ρθλ
(2)

1 How has intergenerational mobility changed through time?
2 How should we interpret these changes?
3 How does it differ across space within the United States?
4 How should we think about these differences?
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Evidence

Major messages

1 Gregory Clark has a very strong message to offer in his book
The Son Also Rises, suggesting that the degree of
intergenerational mobility is a constant for all places and all
times

his understanding of socio-economic status is something
broader
issues with his analysis revolve around “group” effects

2 It is hard to discern changes in the degree of intergenerational
mobility (measured as earnings mobility) in the US during the
post WWII period

earlier periods have been examined to suggest changes: turn of
the century, during the Great Recession
but in all of these studies the nature and quality of the data is
both an important limitation and an opportunity
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Evidence

Some findings
Lee and Solon (2009) maximize the information available in the PSID

There are mixed messages in the empirical literature as to whether
the intergenerational elasticity may have risen, fallen, or not
changed at all

partly reflecting limited sample sizes or inefficient use of the
available information, discerning statistically significant trends
is a challenge
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Evidence

Some findings
Lee and Solon (2009) maximize the information available in the PSID

Lee and Solon (2009) use the Panel Study of Income Dynamics to
study cohorts born between 1952 and 1975, based on information
that first began being collected in 1968 when the eldest were 16
years of age, and using adult income from the age of 25 onward

1977 is the first year of observed adult income for the child,
and 2000 is the last, with the children ranging in age from 25
to 48
“family income” is used in order to include daughters in the
analysis
a total of 11,230 observations on 1,228 sons, and 12,666
observations on 1,308 daughters
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Evidence

Some findings
Lee and Solon (2009) suggest no discernible trends for sons

For sons β is on average about 0.44, with no discernible trend
between 1997 and 2000
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Evidence

Some findings
Lee and Solon (2009) suggest a possible increase for daughters but with qualifications

For daughters β is on average about 0.43, with only a possible
increase during the early years but it is hard to be certain
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Evidence

Some findings
a need for interpretation

Lee and Solon (2009, page 771) conclude:
... our results ... suggest that intergenerational income
elasticities in the United States have not changed
dramatically over the past two decades.
This finding may seem surprising. ... popular interest in
intergenerational mobility trends has stemmed largely
from a concern that mobility might have declined during
the recent era of rising income inequality.
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Evidence

Some other findings
suggest variation in mobility that is associated with the returns to education

Aaronson and Mazumder (2000) look at mobility from 1940 to
2000, using Census data and different methods
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Evidence

Some more findings
suggest there has not been a variation in mobility in spite of higher returns to education

Chetty, Hendren, Kline, Saez, Turner (2014) use administrative
data associated with income taxes and college attendance
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The need for theory

We need economic theory
in order to:

1 appreciate the challenges of correctly interpreting trends in
intergenerational mobility

2 understand the underlying processes determining the
development of capabilities

3 frame a normative argument and structure empirical analysis
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The need for theory

We need economic theory
in order to:

1 appreciate the challenges of correctly interpreting trends in
intergenerational mobility

there are a host of factors determining intergenerational mobility and
moving it in different directions
“comparing” steady states is not the same thing as charting “movement”
between them
an equal opportunity policy change may lead to non-monotonic
adjustment: first increasing, then decreasing intergenerational mobility
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Nybom and Stuhler (2014)

Intergenerational mobility is determined by a host of factors
but also by past circumstances

yt = φtyt−1 + ρtht + ut (3)

ht = θtyt−1 + δtet (4)

et = λtet−1 + νt (5)

which implies

yt = (φt + ρtθt)yt−1 + ρtδtλtet−1 + εt (6)

βt =
Cov(yt ,yt−1)

Var(yt−1)
= (φt + ρtθt) + ρtδtλtCov(et−1, yt−1)
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Nybom and Stuhler (2014)

Changes between steady states can be non-monotonic
consider a move from a “plutocratic” to a “meritocratic” society

yt = φtyt−1 + ρtet + υt (7)

et = λet−1 + νt (8)

β = Cov(yt ,yt−1)
Var(yt−1)

= φt + ρtλCov(et−1, yt−1)

∆βt = (φ2 − φ1) + (ρ2 − ρ1)λCov(et−1, yt−1)

∆βt+1 = ρ2λ
[

Cov(et ,yt )
Var(yt )

− Cov(et−1,yt−1)
Var(yt−1)

]
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Nybom and Stuhler (2014)

Changes between steady states can be non-monotonic
consider a move from a “plutocratic” to a “meritocratic” society
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Nybom and Stuhler (2014)

Changes between steady states
may occur more quickly when the transmission of endowments changes than when labour
market returns change
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Nybom and Stuhler (2014)

Changes in Intergenerational mobility through time
may well persist for considerable periods and be difficult to interpret

1 a more general model may lead to even slower movement
between steady states

income and wealth as opposed to earnings
direct effects of grandparents

2 past events may have been very large shocks
Great Depression
Industrialization and large scale migration
Big changes in public policy (expansion of primary and high
schools, GI Bill)

3 focusing on cohorts born in the 1960s, 1970s, 1980s may be
picking up the impact of these changes, which are just one or
two generations in the past

4 an increase in the returns to human capital will echo more
slowly into the future, than a decrease in the heritability of
endowments
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Data as opportunity

The use of administrative data
opens up new possibilities to study differences across space

Chetty, Hendren, Kline, Saez (2014). “Where is the Land of
Opportunity? The Geography of Intergenerational Mobility in the
United States.” Quarterly Journal of Economics.

a “must read” article
uses income tax data on more than 40 million children (and
their parents) between 1996 and 2012
a focus on rank-based measures, which are found to be linear
across the parental income distribution
a sub-national portrait using small areas suggests considerable
variation in mobility across the US, and highlights some of the
correlates
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Results

Major findings
linear transmission of status in rank-based measures, with a slope of 0.34 in the US
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Results

Major findings
big variation in mobility across the United States
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Results

Major findings
the correlates of mobility across space
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Some questions to think about
taking us from the last lecture, through this one, and into the next

β =
(1− γ)ρθ + λ

1+ (1− γ)ρθλ
(9)

Families, labour markets, and public policy (community) all matter
as determinants of intergenerational mobility

1 How has intergenerational mobility changed through time?
2 How should we interpret these changes?
3 How does it differ across space within the United States?
4 How should we think about these differences?
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