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Inequalities in the OECD well-being 
framework



A. Social welfare and inequality

B. Inequalities in income
ÅConcepts and measures

ÅWithin- and across-countries

ÅRealities and perceptions

C. Other types of inequalities
Å Wealth, health, skills

Å Outcomes and opportunities

D. The low-end of the distribution

E. Drivers of income (and other) inequalities

F. Inequalities and policy making 
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Structure of this lesson



A. Social welfare and inequality (1)
Levels & distribution  (of all well-being variables) shape anywelfare evaluation 
όŘƛǎǘƛƴŎǘƛƻƴ ōŜǘǿŜŜƴ άƴƻǊƳŀǘƛǾŜέ ŀƴŘ άǇƻǎƛǘƛǾŜέ ŜŎƻƴƻƳƛŎǎ ƛǎ ƴƻǘ ŎƭŜŀǊ-cut)

üάŀǾŜǊŀƎŜέ ƛƴŎƻƳŜ gives higher weight to richer people. Traditional view 
ǘƘŀǘ ŘƛǎǘǊƛōǳǘƛƻƴ ōŜƭƻƴƎ ǘƻ ΨƴƻǊƳŀǘƛǾŜ ǎǇƘŜǊŜΩ ŘƻŜǎ ƴƻǘ ƘƻƭŘ4
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üEconomists and inequality
Å ΨŎƭŀǎǎƛŎŀƭΩ ŜŎƻƴƻƳƛǎǘǎ όwƛŎŀǊŘƻΣ aŀǊȄύΥ ŦƻŎǳǎ ƻƴ ŘƛǎǘǊƛōǳǘƛƻƴ ōŜǘǿŜŜƴ ŦŀŎǘƻǊǎ ƻŦ 

production (labour, capital, land) and social classes (workers, capitalists, rentiers). 
Inverse relation between the wage & profit rate, between rents & profits

üMarginal role in mainstream economics
Å άOf the tendencies that are harmful to sound economics, the seductive, and in my 

view the most poisonous is to focus on questions of distribution. The potential for 
improving the lives of poor people by finding different ways of distributing current 
production is nothing compared to the apparently limitless potential of increasing 
productionέ (Robert Lucas, 2003)

üIn 1997, ά.ǊƛƴƎƛƴƎ distribution 
in  from the coldέ ό¢ƻƴȅ !ǘƪƛƴǎƻƴύ
Å.. and now in the spotlight
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A. Social welfare and inequalities (1)



A. Social welfare and inequalities (2)
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ÅΨƻǊŀƴƎŜΩ ƭƛƴŜ  shows income shares of 
various percentiles

ÅΨōƭǳŜΩ ƭƛƴŜ shows one possible set of 
weights attached to the welfare 
ǾŀƭǳŜǎ ƻŦ ŜŀŎƘ ǇŜǊŎŜƴǘƛƭŜ όΨǿŜƭŦŀǊŜ-
ǿŜƛƎƘǘŜŘ ƛƴŎƻƳŜΩ ƻŦ ŜŀŎƘ ǇŜǊŎŜƴǘƛƭŜύ

Å Social welfare function is the shaded 
areabelow blue line

üWelfare functions combine into a single metric information on 
distribution of a well-being variable across population with a set of 

weights (i.e. the importance that society assigns to people at 
different points of the distribution)



A. Social welfare and inequalities (3)
ÅΨ{ƻŎƛŀƭ welfare functionsΩ

ïMost ǎƻŎƛŀƭ ǿŜƭŦŀǊŜ ŦǳƴŎǘƛƻƴǎ ƛƳǇƭȅ ŀ ΨǇŜƴŀƭǘȅΩ ŦƻǊ ƘƛƎƘŜǊ 
inequality (e.g. focus on poverty implies zero weight in Swto 
all people above poverty threshold) 

ïDifferent formulations:

ÅSw= GDP * (1 ςGINI)            (Sen)

ÅSw= В ώz (Kolm-Atkinson, generalised mean)

where 1/(1- )̱ implies that Sw( y˂i)= ˂ Sw(yi); and when
Å(1- ύ̱  Ϥ мΦр Ҧ ƳŜŘƛŀƴ ƛƴŎƻƳŜ
Å(1- )̱  Ϥ рл  Ҧ ōƻǘǘƻƳ мл҈
Å(1- )̱  Ґ л    Ҧ ǎƛƳǇƭŜ ƳŜŀƴ
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A. Social welfare and inequalities (4)

ÅInequality or inequalities? Whenever discussing 
inequalities you need to consider:
ïInequality of what? Income, wealth, skills, health.. Or all 

of them combined..

ïInequality among whom?Individuals differing only in the 
attribute considered (vertical), groups within a country 
(horizontal), all people in the world irrespectively of 
where they live (global)..

ïInequality over what time frame?Static or dynamic, 
ǇŜǊǎƛǎǘŜƴŎŜ ƻǊ άŎƘǳǊƴƛƴƎέ 

ïInequalities or deprivation?
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A. Social welfare and inequalities (4)

9



B. Inequalities in income (1)
üConcepts
ÅBasic concept: household disposable income as proxy for 
ǇŜƻǇƭŜΩǎ ŀōƛƭƛǘȅ ǘƻ ŎƻƴǎǳƳŜ
ÅIncome or consumption data? Long standing debate
ïIncome metric more common in rich countries, measured through 

tools explicitly developed to support distributive analysis
ïConsumption metric more common in poor countries. Conceptual 
ƭƛƴƪ ǘƻ ΨǇŜǊƳŀƴŜƴǘ ƛƴŎƻƳŜΩ ƘȅǇƻǘƘŜǎƛǎΣ ōǳǘ ǇǊŀŎǘƛŎŀƭ ǇǊƻōƭŜƳǎΥ 
ÅMeasured through household budget surveys, whose goal is to provide 

(aggregate) weights for price indexes rather than measuring welfare
Å5ƛŦŦŜǊŜƴŎŜ ōŜǘǿŜŜƴ ΨŎƻƴǎǳƳǇǘƛƻƴΩ ŀƴŘ ΨŎƻƴǎǳƳǇǘƛƻƴ ŜȄǇŜƴŘƛǘǳǊŜΩ όŜΦƎΦ 

consumer durables)
ÅMeasured through diaries with short reference period, may not be 

representative for full year (Beegleet al., 2012)

ïWhile household income and expenditure are close to each other 
in poor countries, this is not the case in rich countries (different 
measures can provide contrasting messages, e.g. US pre-crisis)
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B. Inequalities in income (2)

ÅUnit of account (households)

ÅUnit of analysis: people versus households (with equal 
sharing within household)

ÅAdjustments for economies of scale: 

(arbitrary, not necessarily the same across countries)
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e
iiij SYDEDY=

Changes in household needs with increases in household members, according to different 



B. Inequalities in income (3)
Different concepts of household income

Å Some items (e.g. unpaid domestic services) ΨŎƻƴŎŜǇǘǳŀƭƭȅ ƛƳǇƻǊǘŀƴǘΩ ōǳǘ ŜȄŎƭǳŘŜŘ ŦǊƻƳ 
operational definitions

Å Other items (e.g. imputed rents) difficult to measure, and excluded from definitions used for 
international) comparisons

Å hǘƘŜǊ ƛǘŜƳǎ ȅŜǘ όŜΦƎΦ ŎŀǇƛǘŀƭ Ǝŀƛƴǎύ ƴƻǘ ǇŀǊǘ ƻŦ ΨƛƴŎƻƳŜΩ όŎŀǇƛǘŀƭ ǘǊŀƴǎŦŜǊǎ)
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Wages, and salaries,

property income

private transfers

plus  income from 

occupational pension

plans

plus  public cash transers

less income and wealth taxes,

and social security contributions

paid by workers

plus  in-kind cash public transfers

less  consumption taxes

Primary income

Market income

Disposable income

Adjusted disposable income

Gross income

Consumable income



B. Inequalities in income (4)
üMeasures
1) Statistical sources
Å Household surveys (LIS, OECD)

ï Specifically designed to measure distribution
ï Non-institutional population (and other scope exclusion)
ï Individual and household questionnaires
ï Each adult reports the amount received for each income source
ï Available since 1960s-70s, but costly to implement
ï Miss significant fraction of people at top and bottom of distribution 
ï Measurement errors: sampling and non-sampling (unit, item non-response)

Å Tax records (Tinbergen, Kuznets, Piketty)
ï Information collected for non-statistical purposes
ï Individual/household tax filers (assumptions on income of non-tax filers)
ï Restricted income concept (pre-tax income, excluding public transfers)
ï Available over historical times

ü Both sources have prosand consό¢Φ !ǘƪƛƴǎƻƴ άguessing from outside what is 
ƘŀǇǇŜƴƛƴƎ ƛƴǎƛŘŜ ŀ ƘƻǳǎŜ ōȅ ƭƻƻƪƛƴƎ ǘƘǊƻǳƎƘ ŘƛŦŦŜǊŜƴǘ ǿƛƴŘƻǿǎέύ and 
comparability is never 100% 
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Whenever Lorenz-curves ΨŎǊƻǎǎΩ 
each ƻǘƘŜǊ όƴƻ ΨŘƻƳƛƴŀƴŎŜΩύΣ 
assessments depend on measure 
used

Lorenz curve2) Summary indexes
ï Means/medians
ï Quantiles measures (P90/P10, 

S80/S20, S90/S40 -- ~1)
ï Lorentz curve (cum. distr. function)
ï Summary indicators (Gini, Atkinson)

ÅDifferent summary indicators 
Åhave different sensitivities to changes 

in different parts of the distribution
Å rely on different assumptions on 

weights (hƪǳƴΩǎΨƭŜŀƪȅ ōǳŎƪŜǘΩΤ ŜΦƎΦ 
an income transfer from top to 
bottom deciles where only 1/3 
reaches recipient lowers the Gini )

B. Inequalities in income (5)
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B. Inequalities in income (6)
Evidence: 

a) within-country inequalities
Å¦ƴƛǾŜǊǎŀƭ ΨYǳȊƴŜǘǎ ŎǳǊǾŜǎΩΚ  
ïDifferent patterns in rich countries over time 

(pre-80s, post-80s), i.e. not always  down

ïDifferent patterns across world-regions (declines in 
many LA countries in 2000s, increases in China)

Åbƻ ΨǳƴƛǾŜǊǎŀƭΩ ƭŀǿΣ ŎƘŀƴƎŜǎ ƛƴ ƻǾŜǊ ǘƛƳŜ
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üHigher inequalities in OECD countries since mid-1980s
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B. Inequalities in income (7)

Å In mid-1980s, people in top 10% of distribution in OECD countries earned ~ 7times 
the income of bottom 10%; by 2013, the ratio has increased to ~ 10 times. 

Å Gini coefficient in the OECD area as a whole up by 10%, from 0.29 to 0.32



ü.. driven by developments at top-end income-scale 
ǎƛƴŎŜ ƭŀǘŜ мфтлǎΣ ōŀŎƪ ǘƻ ƭŜǾŜƭǎ ƻŦ ǘƘŜ ΨƎƛƭŘŜŘ ŀƎŜΩ
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B. Inequalities in income (8)

Income share of the top 10% in the United States, 1917-2007

Source: Atkinson, Piketty, Saez(2009)



ü.. implying that income growth is benefitting some 
people more that others 
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B. Inequalities in income (9)

Source: https:// www.nytimes.com/interactive/2017/08/07/opinion/leonhardt-income-
inequality.html?smid=pl-share

US, growth incidence curve

https://www.nytimes.com/interactive/2017/08/07/opinion/leonhardt-income-inequality.html?smid=pl-share


b) Global income inequalities

Global inequality = Inequality amongnations + 
Inequality within nations   =

(sum of) differences in mean incomes among nations +
(sum of) inequalities of personal incomes within nations =

άƭƻŎŀǘƛƻƴέ ŎƻƳǇƻƴŜƴǘ Ҍ άŎƭŀǎǎέ ŎƻƳǇƻƴŜƴǘ

ÅNational states and global responsibilities
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B. Inequalities in income (9)



b) World-income inequalities

ÅMeasurement challenges daunting, e.g. no single 
survey exists at world-level
ïEstimates either based on survey-data alone or combine 

macro/micro statistics 

ïPPPs versus market exchange rates (ICP)

ÅThree factors at play when interpreting results:
ïCross-countries differences in average income (i.e. GDP 

per capita at PPP rates)

ïPopulation size of countries

ïTrends in within-countries income inequalities 20

B. Inequalities in income (10)
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B. Inequalities in income (11)
Cross-countries inequalities in average income

Disparities across OECD countries                                  Disparities across all countries

ü How to read each panel? Shaded box contains half of countries, line in middle shows median country; 
top/bottom whiskers capture all countries except those with extremes values. Source. A. Deaton (2013)

ü Evidence? Strong convergence across rich countries, very little across all countries (institutions?)
ü But: convergence in mean income for countries with largest population narrows world inc. distribution



World income inequalities
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B. Inequalities in income (12)



World income inequalities: who has gained most?
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B. Inequalities in income (13)

Source: B. Milanovic (2016), Global Inequality , Belknap Press
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B. Inequalities in income (14)
üRealities and perceptions: both matter

24

Actual and perceived levels of income 
inequalities

Perceived income inequalities and 
views on government 

responsibilities in reducing them 



B. Inequalities in income (15)
üRealities and perceptions 

ÅWhat accounts for the differences? Optical illusion? Wrong statistics? 
Other possible factors at work:

ïAlternative concepts of material resources

ïDifferent comparisons across groups (e.g. very rich)

ïDifferent communities (e.g. national, local)

ÅWhat are your own perceptions on income inequalities? OECD 
Compare Your Income

ühttp://www.oecd.org/statistics/compare-your-
income.htm
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http://www.oecd.org/statistics/compare-your-income.htm


B. Inequalities in income (16)

26OECD, Compare Your Income (www.compareyourincome.org)

üRealities and perceptions (2)

Where do users of Compare your Income locate themselves in the income 
distribution? Italy, DŀǇ ōŜǘǿŜŜƴ ΨǇŜǊŎŜƛǾŜŘΩ ŀƴŘ ΨǘǊǳŜΩ decile

http://www.compareyourincome.org/


B. Inequalities in income (17)
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üRealities and perceptions (3)

Where users of Compare your Income locate themselves in the income distribution? 
Italy, DŀǇ ōŜǘǿŜŜƴ ΨǇŜǊŎŜƛǾŜŘΩ ŀƴŘ ΨǘǊǳŜΩ decile

Most Italian users of Compare your Income think that income distribution is strongly concentrated (left 
panel), prefer a more egalitarian distribution (centre), while the true is intermediate between the two

12,000 usersHow is income 
distributed in Italy?

How would you wish it 
was distributed? .. and in reality?



C. Other inequalities (1) 
ÅAll life-dimensions characterised by inequality: hence 
ŀƭǿŀȅǎ ŀǎƪ ΨƛƴŜǉǳŀƭƛǘƛŜǎ ƛƴ ǿƘŀǘΚΩκ ŦƻǊ ǿƘƻƳΚΩ

ÅDifferent types of inequalities are related to each other
ïHow do we know?²ƛǘƘƛƴ ŎƻǳƴǘǊƛŜǎΣ ŀƭƭ ǘȅǇŜǎ ŘƛǎǇƭŀȅ ΨǎƻŎƛŀƭ ƎǊŀŘƛŜƴǘΩΣ ƛΦŜΦ 

people with lower income (SES) have lower wealth,  shorter lives, lower skills

ï Implication?Ideally, you would look at the joint distribution of outcomes and 
multi-dimensional disadvantage (but comprehensive data seldom available)

ü{ƛȊŜ ƻŦ ǘƘŜ ΨƎǊŀŘƛŜƴǘΩ ŘƛŦŦŜǊǎ ŀŎǊƻǎǎ ŎƻǳƴǘǊƛŜǎ
and  aspect considered; correlation of poor/
good well-being outcomes for the same 
individual is never perfect  and depends on 
how society is organised

28
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C. Other inequalities (2) 
üWealth
ÅWealth share of top 10% above 50% on avg. (compared to ~ 25% 

for income), ranging between > 70% in US, ~ 40% in GRC and SVK



üWealth

~2/3 of households in bottom 20% of wealth are in bottom 
40% of income (but ~20% are in two top income quintiles)
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C. Other inequalities: wealth (3) 

Source: OECD wealth database

Bottom wealth quintile

Households in the bottom and top wealth quintiles across income quintiles

Average of 17 OECD countries, early 2010s, percentages
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C. Other inequalities (4)
üCompetences
Low-achieving students aged 15 have a competence gap relative to the 
high-achievers equivalent to ~3 years, over the 10 they spent in school)
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Note. The charts shows average PISA scores in reading, mathematic and science between the 25% of 
students aged 15 with highest scores and the 25% of students with lowest scores



üMortality levels: Life expectancy at age 25 and 65 by education 
level 

ü Men with higher education ate age 25 live 8 years longer, on average,  than those 
with lower education (5 years for women), with huge differences across countries 
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C. Other inequalities (5) 

Source: Murtin et al. (2016), forthcoming, OECD, Paris



C. Other inequalities (6) 
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üMortality changes: Higher mortality among US non-educated white

Source: Deaton and Case (2017)

75,000 deaths from drug overdoes in US in 2017
1996 Oxycontin(painkiller) enters market



C. Other inequalities (7) 

Opioid epidemics 
Å synthetic opioids (fentalyne, methadone, oxycodone) first developed in 

XXthcentury
Å Most US opioid deaths ŎŀǳǎŜŘ ōȅ άǎǘǊŜŜǘ ŘǊǳƎǎέ όŎƻƳōƛƴŀǘƛƻƴǎ of fentanyl, 

heroin and cocaine frequently taken along with Valium/Xanax and alcohol
Å .ǳǘ άǇǊŜǎŎǊƛǇǘƛƻƴ ŘǊǳƎǎέ ŀǊŜ ŀƭǎƻ ǇŀǊǘ ƻŦ ǘƘŜ ǇǊƻōƭŜƳΥ
Å In 1996, new form of oxycodone (OxyContin) comes on the market with FDA 
ŀǇǇǊƻǾŀƭΥ ŘǊǳƎΩǎ ǎƭƻǿ ǊŜƭŜŀǎŜ of oxycodone believed to make it less addictive 
than ordinary oxycodone  

Å Aggressive marketing campaign by Purdue Pharma to convince physicians 
that they have a non-addictive opioid pain-killer: sales of > $1 billion per year

Å in 2009, a single clinic in Williamson (Virginia, 3K residents) would prescribe 
OxyContin worth $4.6 million

Å In 2007 Purdue pled guilty to criminal charges of fraudulently marketing 
OxyContin and settled for $600 million in fines

Å hǘƘŜǊ άŘŜŀǘƘǎ ƻŦ dispairέΥ ŀƭƻƴƎǎƛŘŜ спΣллл ¦{ ŘŜŀǘƘǎ in the US from 
opioid epidemic, 90,000 from alcohol, 480,000 deaths estimated as due to 
sigarettesmoking.
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C. Other inequalities (6) 

üInequalities of opportunities 

ï General idea: inequalities of outcomes reflect  both 
ŎƛǊŎǳƳǎǘŀƴŎŜǎ όōŜȅƻƴŘ ƛƴŘƛǾƛŘǳŀƭΩǎ ŎƻƴǘǊƻƭύ ŀƴŘ ŜŦŦƻǊǘǎΥ 
ŀ άƳŀǊŀǘƘƻƴ ǊŀŎŜ ǿƛǘƘ ƘŀƴŘƛŎŀǇǎέ όCΦ .ƻǳǊƎǳƛƎƴƻƴύ

ï Why does it matter?

Å Inequality of opportunities  (ex ante) generates more (ex post) 
inequality of outcomes

Å Inequality of opportunities reduces the efficiency of the 
economy 
ï those who start the race with an advantage will not run as fast

ï those who start from far behind may think it is not worth trying.. 
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C. Other inequalities (7) 

üInequalities of opportunities (2)

ï But also conceptual problems and ambiguity

Å !ƳōƛƎǳƛǘȅ ŀōƻǳǘ ǿƘŀǘ Ŏŀƴ ōŜ ŘŜŦƛƴŜŘ ŀǎ ΨŎƛǊŎǳƳǎǘŀƴŎŜǎΩΥ 
ï Ŏŀƴ ƛƴŘƛǾƛŘǳŀƭ ŘŜŎƛǎƛƻƴǎ ǊŜǎǳƭǘƛƴƎ ŦǊƻƳ ΨǇǊŜŦŜǊŜƴŎŜǎΩ όŜΦƎΦ ƘŀǊŘ ǿƻǊƪύ 

assumed to be independent of circumstances?

Å Many circumstances (and efforts) are not observable

Å Beyond efforts and circumstances , other factors (e.g. luck)

Å Relation between opportunities and outcomes is two-ways: 
ï inequalities of opportunities affect inequalities of outcomes today

ï but inequalities of outcomes also affect opportunities tomorrow

ü Practical implication: focus on inequalities of outcomes, and look 
at the role of specific circumstances in generating them
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C. Other inequalities (8) 
üInequality of opportunities (3)

Å In practice, most measures focus on some particular dimensions on 
inequality of opportunity, e.g. intergenerational earnings mobility

ln Yi,t = h + ̡ lnYi,t-1 + ʁ i,t-1                

Where Yis outcome of interest, i for families, t generations. 

ÅBest guess of child's earnings upon reaching adulthood is average 
income of cohort (h ύplus two deviations: 

ᵄ some fraction of the earnings of his or her parent or parents, by ̡

ᵄ residual influences not correlated with parental income

Å  ƛǎ ƳŜŀǎǳǊŜ ƻŦ ǇŜǊǎƛǎǘŜƴŎŜΣ όм - ύ ƳŜŀǎǳǊŜǎ ΨƳƻōƛƭƛǘȅΩ 37



C. Other inequalities (9) 
üInequality of opportunity (4)

Evidence on inter-generational earnings mobility
ïEarnings of fathers affect opportunities of sons (earnings when adult) 

ïHigh income inequality is associated with low intergenerational mobility

38

¢ƘŜ ΨDǊŜŀǘ DŀǘǎōȅΩ ŎǳǊǾŜ

(1 - ύ
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C. Other inequalities (10)

üInequalities of opportunities (5). 
üA different approach to measurement: focus on children 
όƛΦŜΦ ǘƘƻǎŜ ƴƻǘ ǊŜǎǇƻƴǎƛōƭŜ ŦƻǊ ǘƘŜƛǊ ƻǿƴ ΨŎƛǊŎǳƳǎǘŀƴŎŜǎύ
Students from poorer households have lower skills than richer ones 

(equivalent to ~2 ½ years, over the 10 they spent in school)

ü Differences in skills show up very early in life: 30 million word gap among US children aged 3 between average child 
in a professional family and those in a family on welfare


