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Introduction and summary

While it is now more than a year since the Occupy Wall Street movement began

to draw attention to the wide and growing gulf in America between the 1 percent
and the 99 percent of income earners, many have been quick to dismiss its staying
power. After all, from the very beginning critics said that Occupy really did not have
much to offer in terms of concrete policy proposals or solutions. Asked by the Wall
Street Journal in October 2011 about his views on the Occupy movement, Martin
Feldstein, the prominent Harvard University economist, could only say, “I can’t
figure out what that’s all about—I haven’t seen what theyre asking for.”

But the vagueness of its policy proposals is hardly a basis for dismissing the move-
ment’s significance. It gave voice to, and made more broadly known, some basic
facts about labor markets. While growing income inequality—and in particular
the sharp and growing division between the 1 percent and the 99 percent—is
something that has been documented by labor economists for more than a
decade, it is now headline news and the subject of serious policy discussion in a
way that it was not before the movement began on September 17, 2011. In impor-
tant ways, the social conversation has begun to move toward a clearer understand-
ing of the underlying causes of inequality, why it is something we should care

about, and what concretely can be done about it.

There have been many healthy contributions to this debate. Among the most
thorough and detailed is the report, “Divided We Stand: Why Inequality Keeps
Rising,” published by the Paris-based think tank, the Organisation for Economic
Co-operation and Development. The report offers a careful and solid reading of
the facts; reviews and evaluates the underlying explanations that have been offered;
and highlights not only why inequality should be a concern but also the trade-offs

involved in implementing—and not implementing—policies to address it.”

“Rising income inequality creates economic, social and political challenges,” says
the Organisation for Economic Co-operation and Development report. It “can

stifle upward social mobility, making it harder for talented and hard-working
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people to get the rewards they deserve. Intergenerational earnings mobility is
low in countries with high inequality such as Italy, the United Kingdom, and the
United States, and much higher in the Nordic countries, where income is distrib-
uted more evenly” The study goes on to imply that this should be a concern for
us all, saying that, “The resulting inequality of opportunity will inevitably impact

economic performance as a whole, even if the relationship is not straightforward.”

This paper focuses on one claim that has particular resonance in the United
States: the suggestion that inequality erodes opportunity. Indeed, there is a
growing body of research that examines whether inequality harms growth,
discussed and reviewed in part by Columbia economist Joseph Stiglitz and
University of Chicago economist Raghuram Rajan.? If one of the consequences
of higher inequality is less economic mobility, then this may have real conse-
quences for economic growth, as many talented individuals will be excluded

from reaching their potential.
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represent this relationship with
what Alan Krueger, the current
chairman of the Council of Economic Advisors—the in-house economic think
tank of the U.S. president—referred to as the “Great Gatsby Curve.™
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This curve ranks countries along two dimensions. Moving horizontally from left
to right represents a movement from low inequality to high inequality: Finland,
Sweden, Norway, and Denmark being the most equal countries, and the United
Kingdom and the United States being the least. Moving vertically from bottom
to top represents a movement from more mobility in economic status across
generations to less economic mobility. In countries such as Finland, Norway, and
Denmark, the correlation between parental economic status and the adult out-
comes of children is the weakest: Less than one-fifth of any economic advantage
or disadvantage that a father may have had is passed on to a son in adulthood. In
contrast, in Italy, the United Kingdom, and the United States, roughly 50 percent
of any advantage or disadvantage is inherited by the next generation. If a father
were earning twice the average income in Denmark, for example, he would expect
his son to end up earning only about 15 percent above average; in the United

States, this would be almost SO percent. (see Figure 1)

In short, more inequality at any point in time is associated with a greater transfer of
economic status across the generations. In more unequal societies, the poor are more
likely to see their children grow up to be the next generation of poor, and the rich are

more likely to see their children remain at the top rungs of the economic ladder.

The United States occupies a position at the very top of the curve relative to many
of the other rich countries to which it is often compared. High levels of inequality
experienced about a generation ago are associated with a strong tie between family
background and adult earnings for the cohort of people who approximately were
born in the early 1960s, attended school from the late 1960s through the 1980s,
and got their first foothold in the labor market in the late 1980s and 1990s.

This picture—and the portrait it paints of America relative to other countries—

raises at least three questions:

* What do the underlying statistics mean, and, in particular, is something with
the rather cumbersome name “generational earnings elasticity” appropriate for
understanding equality of opportunity?

* What are the underlying causes of economic opportunity?

» What will happen to the opportunities of the current and coming generations of

young people, given that inequality has risen further over the past couple of decades?
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These are important questions because they help us to appreciate the implica-
tions of economic inequality and mobility for public policy: How should we think
about sliding down the Great Gatsby Curve? Is that desirable? How is it possible?
Others can discern how sliding down the Great Gatsby curve may affect the
greater economy, but if the reasons include lack of access to opportunity, then the

effects on growth could be important.

The Great Gatsby Curve and the American Dream

The American Dream is a phrase that captures many citizens’ aspirations for a
good and successful life. It has many meanings and associations but at its core is
the idea that Americans have the freedom to do and become all that they wish
with hard work, energy, and talent—regardless of whether they were born rich

or poor. No one statistic can capture these aspirations, but the strength of the tie
between a child’s adult earnings and the earnings of his or her parents is an impor-
tant signal. It measures the degree to which inequalities are passed down across
the generations and as such is appropriately paired with the level of inequality in a

country at any point in time.

This pairing, as depicted in the Great Gatsby Curve, suggests that the United
States is not only among the most unequal societies in the rich world but also
among the least mobile. But comparison is not causation. The cross-country com-
parisons offered by the Great Gatsby Curve invite us to explore the underlying
institutional and policy differences between the countries to better appreciate the

causes and to raise the possibility of making changes.

The Great Gatsby Curve is the outcome of a whole series of gradients between
socioeconomic circumstances and the outcomes of children as they make the transi-

tion from infancy to school readiness and ultimately from school to the job market.

The life chances of children are, at the broadest level, determined by the care, nurtur-
ing, and direction they receive from their families, the structure and nature of inequal-
ities in the labor market with which they must engage, and the degree to which public
policy can level the playing field with human capital investments that are relatively
more advantageous to the relatively disadvantaged. The stronger and more enriching
the family environment, the more equal the life chances of children. The more equal
the labor market, the more equal the life chances of children. And the more progres-
sive public policies in place, the more equal the life chances of children.
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In America all three of these forces are aligned in a way that reinforces rather than
weakens the tie between socioeconomic status and adult outcomes. American
families are more diverse in their capacity to invest in and promote the human
capital of their children. Labor markets are more unequal, skewing resources and
incentives in a way that benefits the relatively rich. And in spite of these greater
challenges, public policy does less to level the playing field. Indeed, in some
important ways, policies do just the opposite, tilting the playing field to help the

more advantaged.

This implies that in an era of growing labor market inequality, it is unlikely that the
United States will slide down the Great Gatsby Curve in the coming years unless
Americans enact effective changes and realignments in public policy that more
strongly promote the human capital of the least advantaged. This paper explores

the dimensions of that slide.
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Measuring mobility across the
generations

In many ways America is clearly a land of opportunity. The simple fact that so
many people from so many different countries wish to emigrate to the United
States is a clear indication of that fact. Another is the feeling that many children
can reasonably expect to see their material standard of living rise higher than that

of the previous generation.

Both notions, however, refer to the capacity to move beyond some absolute
standard, first across space and second across time. So many people from all over
the world wish and try to emigrate to the United States, which certainly tells us
something about the opportunities and wealth in America. But it also tells us
something about the opportunities and wealth in other countries: America is the
land of opportunity for many others because, in part, the average standard of liv-

ing in the United States is higher than it is elsewhere.

The desire to migrate is based on a comparison of these standards. While it is true
that many wish to move to the United States, this does not make this country any
more the land of opportunity than other rich countries—people also have strong
desires to migrate to Europe. Over the past decades, many Latin Americans and
Africans moved to Spain; many Turks and Croats moved to Germany; and many

Europeans in former Communist-bloc countries moved westward.®

We might think of making similar comparisons between the economic status of
the current generation of young adults and the economic well-being of the previ-
ous generation. America, on average, is a much richer country now than it was
three or more decades ago. Certainly some individuals have suffered because of
the changes associated with economic growth, particularly increased international
trade and changes in technology. As a result, it may well be difficult for some
children to reasonably attain the same standard of living their parents’ genera-
tion enjoyed. But even so, the majority of people have higher family incomes and

wealth than their parents had decades ago.®
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Important as these perspectives are, neither speaks to what we commonly under-
stand equality of opportunity to mean: the idea that children can become all that
they want to be regardless of their family and socioeconomic background. This
requires a statistic that in some sense captures the so-called stickiness between the
economic status of a young adult and the economic status of his or her parents:
Do “rich” parents have children who grow up to be “rich”? Are the “poor” more

likely to see their children be the “poor” of the next generation?

The intergenerational elasticity of earnings standard

The statistic giving the Great Gatsby Curve its vertical direction is what economists
refer to as the intergenerational elasticity of earnings, which simply means the per-
centage change in a child’s adult earnings that is associated with a 1 percentage point
change in parental earnings. (see Figure 2) It is an overall measure of mobility, where
“rich” or “poor” is in reference to the average in each generation. If a father has earn-
ings well above the average in his generation, then what fraction of that advantage is
passed on to his son? To what degree will the son also have above-average earnings,
where average is now referring to his own cohort of Americans? The intergenera-

tional elasticity provides answers to these types of questions.

In measuring everything as deviations from the average, this statistic removes the
influence of changes in productivity levels, international trade, technology, and labor
market institutions. All the factors that influence average incomes are netted out.
The intergenerational elasticity indicates the degree to which earnings are “sticky”
across generations within the same family. The lower the value, the more mobil-
ity—meaning that a parent’s place in the earnings distribution will tell us little about
where we can expect a child’s place to be—while the higher the value, the more
stickiness, so that a parent’s relative earnings are a good predictor of the child’s rung
on the earnings ladder of the next generation.” This relationship more closely cor-
responds to the idea that in a mobile society, children have the capacities to become
all that they can be.

In this sense, the intergenerational earnings elasticity is referred to as a measure of
relative mobility. If our concern is with inequality and the fraction of inequality that
is passed on across the generations, then this statistic measures exactly that.® Figure
2 presents the best estimates of the intergenerational elasticity for as many rich
countries as possible. They are derived from published studies and adjusted accord-

ing to the methodology described in the appendix to a previously published paper.”

7 Center for American Progress | How to Slide Down the ‘Great Gatsby Curve’
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Solon and David Zimmerman
in 1992.!! These researchers—

both graduates of Princeton

University and now teaching at

Michigan State University and

Williams College, respectively—stressed the importance of correctly measuring
the earnings capacity of parents. Second, some studies are not able to calculate an
accurate estimate because the available data were, in some sense, not rich enough

to make comparisons across generations within the same family.

When the economics literature on this topic was originally read, for example, there
were 28 different estimates of the intergenerational earnings elasticity for the United
States, ranging in value from less than 0.1 to just more than 0.6—a range so broad

as to make international comparisons meaningless.'> This report therefore only uses
estimates derived from data that are nationally representative of the population and in
which the author corrects for the type of measurement error highlighted by economic

research, also accounting for the way in which those corrections were made."

The intergenerational elasticity is an overall indicator of the average degree of
mobility in a country. If just one number is needed to summarize the degree to
which inequality is transmitted across the generations, then this is an appropri-
ate statistic to use. Does it capture all aspects of intergenerational mobility? No,
obviously not. It does not give an indication of the directional change; it does not
tell us if the degree of mobility is different at different points in the distribution; it

does not refer to absolute differences. As a summary measure, it is an overall indi-
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cator that is available for more countries than any other statistic, and it is appropri-

ately paired with a measure of inequality at a point in time."*

But does it measure equality of opportunity—or even something more elu-

sive such as the American Dream? The Economic Mobility Project of the Pew
Charitable Trusts conducted a nationally representative poll and asked Americans
what they understood this phrase—the American Dream—to mean." It is clearly
a concept that no single statistic can measure. But many of those polled responded
by saying, “Being free to say or do what you want,” “Being free to accomplish
almost anything you want with hard work,” and “Being able to succeed regardless

of the economic circumstances in which you were born.”*¢

John E. Roemer of Yale University advances this discussion by examining the con-
ceptual relationship between statistics such as the intergenerational elasticity and
equality of opportunity. He argues that equality of opportunity implies that inequi-

ties of outcome are indefensible when they are due to “differential circumstances.””

Family background does not translate straightforwardly into a “circumstance”
since parents can influence their children in a variety of ways, and societies may
differ on the degree to which they feel these different playing fields should be lev-
eled. In particular, Roemer thinks of these influences—to slightly paraphrase his
work—as a threefold hierarchy. First, parents may give their children an advantage
through social connections that facilitate access to jobs or admission to particular
schools or colleges. Second, their influence may be seen through a family culture
and other monetary and nonmonetary investments that can shape skills, apti-
tudes, beliefs, and motivation. Finally, parents may influence their children’ life
chances through the genetic transmission of characteristics such as innate ability,

physical appearance, and health, all of which are of value in the labor market.

According to Roemer, these are the successively broader playing fields—each cor-
responding to a successively broader definition of equality of opportunity—that
policymakers could potentially seek to level. Equating equality of opportunity
with complete generational mobility—with an earnings elasticity of zero—
implies that not only should the influence of nepotism, social connections, and
family culture/investments be eliminated but so too should the genetic transmis-
sion of ability and the influence that families have on the preferences and attitudes
of their children. He suggests that this is “a view that only a fraction of those who

consider the issue would, upon reflection endorse.”™®
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This is an important caution. The fraction of parental income advantage passed on
to children consistent with equality of opportunity is not self-apparent. It requires a
definition of the circumstances considered unacceptable as sources of labor market

success, and this is a value judgment that different societies may make differently."’

These values will interact with the perceived costs associated with less-than-per-
fect equality of opportunity, which are also associated with the consequences for
economic growth. Clearly if individuals access jobs based on nepotism—not on
skills or aptitude—then this may be an affront to our sense of fairness but will also
hamper productivity growth. A tie between family culture and other nonmone-
tary parental influences on child outcomes, however, will also influence economic
growth. Research increasingly and more clearly shows that a child’s development
during the early years and even in utero can influence skill acquisition and educa-
tional attainment.”® But Roemer’s point is that citizens may disagree in the degree
to which this is a matter for public policy. To inform this discussion would also
require an understanding of not only the consequences for economic growth but

also the effectiveness of government intervention.

Not even the most generationally mobile country listed in Figure 2—Denmark—
has completely eliminated the stickiness between parent and child earnings.
Furthermore, it is important not to interpret comparisons such as those offered
in Figures 1 and 2 as recipes for change or as illustrating the possibility of moving
down the Great Gatsby Curve. In his study, “What is the Justification of Studying
Intergenerational Mobility of Socioeconomic Status?”, Roemer stresses that the
demographic diversity between these countries and their underlying values both
imply that it may well be impossible to change the degree of mobility in coun-
tries such as the United Kingdom or the United States into the rates observed in
Denmark.”' Rather, the cross-country comparison of generational mobility invites
us to reflect on what makes one country different from another in the hope of
clarifying the underlying drivers and determining whether these are forces that

can—or that we want to—change.

In this sense, it may also sometimes be appropriate to focus the comparisons on
countries that share a good deal in common yet continue to have different out-
comes. Canada and Australia, for example, both boast moderate levels of inequal-
ity and mobility and thus may be more appropriate countries to use in wondering
why the United States and the United Kingdom have, in comparison, such low
levels of mobility. These four countries are more demographically diverse than

many of the others, and they all—broadly speaking—share a common history,

10 Center for American Progress | How to Slide Down the ‘Great Gatsby Curve’



with relatively open and flexible labor markets. The Great Gatsby Curve and its
associated intergenerational earnings elasticity invite these comparisons as a first
step in understanding the underlying causal forces. It focuses our attention solely
on earnings mobility, without pronouncing what exactly equality of opportunity
means or exactly what point of the Great Gatsby Curve is the most desirable.
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The causes of economic mobility
across generations

The Great Gatsby Curve is not a causal relationship. If it were, public policy solu-
tions for addressing inequality and life chances would be more straightforward. If
the level of inequality is deemed too high, then simply use taxes and transfers to
lower it. In this way, a policymaker could hit two targets with one instrument—
reduce current inequality and reduce the degree to which it is transmitted across

future generations.

While redistributive policies certainly have a role in determining a country’s posi-
tion on the Great Gatsby Curve, its slope does not accurately depict their impact on
equality of opportunity. There is no silver bullet. The Great Gatsby Curve reflects a
whole series of gradients between the outcomes of children at specific points in their

lives and the prevailing socioeconomic inequalities to which they are exposed.

Socioeconomic status influences a child’s health and aptitudes in the early years—
indeed even in utero—which in turn influences early cognitive and social develop-
ment, as well as readiness to learn. These outcomes and the family circumstances
of children, along with the quality of neighborhoods and schools, influence
success in primary school, which feeds into success in high school and college.
Family resources and connections partly determine access to good schools and
jobs, and the degree of inequality in labor markets determines both the resources
that parents have and ultimately their children’s return to investments of time and

money in education.

This whole process determines earnings in adulthood. The series of relationships
between socioeconomic status and outcomes feed successively into life chances.
The Great Gatsby Curve is a summary of all of these underlying gradients, reflect-

ing the outcome of a whole host of ways inequality impacts children.
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At the broadest level, the degree to which adult outcomes are tied to family back-
ground is determined by the interaction of three fundamental social institutions
and the extent to which they level the playing field: the family, the labor market, and
government programs. This interaction is what Figure 3 below illustrates schemati-
cally. Ron Haskins and Isabel

Sawhill of the Brookings FIGURE 3
Institution offer a particularly Getting ahead
careful and detailed analysis Three broad institutions determine life chances: the family, the market, and the state
of how these forces determine FAMILY MARKET STATE
economic opp ortunlty in the Families with more Human Capital An increase in the cost of Human More “progressive” investment by
United States.?2 Their analysis invest more in their children Capital investment reduces the the state promotes generational
amount invested mobility
merits a careful reading, but Families with more children invest
. less in each child A higher return to Human Capital
this can be Supplemented bY encourages more investment
appreciating how the configura-
tion of these three broad forces Source: Author's summary of Gary Solon, "A Model of Intergenerational Mobility Variation Over Time and Place” In Miles Corak,
ed. Generational Income Mobility in North America and Europe. (Cambridge, Cambridge University Press, 2004).
differs across countries, what

determines a country’s position

on the Great Gatsby Curve, and what challenges they face in changing that position.
America’s position as a high inequality-low mobility country is due to all three sets
of causal factors limiting advantage and opportunity for the relatively disadvantaged

yet promoting it for the relatively advantaged.” (see Figure 3)

More labor market inequality implies less mobility

One of the most revealing aspects of how these three forces are configured in
the United States compared to other countries is the structure of the labor mar-
ket—particularly the return to education. In fact, the rate of return to education
is the starting point for the model that Gary Solon, Professor of Economics at
the University of Michigan, put forward in 2004. It is well known that the rate
of return to schooling has been increasing in the United States—that is, the gap
in earnings between less-educated and more-educated individuals has grown—
and that this contributed to higher inequality.** But the return to schooling is

also associated with the intergenerational earnings elasticity.
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FIGURE 4
Labor market inequality matters
Lower generational mobility is associated with higher returns to education
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Both the monetary and nonmonetary resources of families matter

Who has the capacity to make these investments? As suggested, families with

more human capital can invest more in their children. A higher return to education
encourages parents to invest more in their children and also gives those with more
education a greater income to do so. It changes both incentives and opportunities,
and therefore is central in determining the degree of mobility. Figure § illustrates

the relationship between the intergenerational transmission of schooling—how
many years of extra schooling a child can expect to obtain for each additional year of

parental education—and the intergenerational transmission of earnings.

There is a clear positive relationship in the data: the greater the similarity between
parent-child years of schooling, the greater the tie between their earnings. Parent-
child education levels are most closely related in the United Kingdom, with the
United States and Canada having middling degrees of stickiness in education
across the generations.” When education is strongly transmitted between parents

and children, so are earnings.
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This not only reflects the FIGURE 5
Access to education matters

Lower generational mobility is associated with stronger ties between parent and child education
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Parents also make nonmon-

etary investments in their

children, reflecting the development of their values, motivation, and aspirations. The
financial resources and education levels of parents, as well as the time they have to
spend with their children, all determine the nature of these nonmonetary invest-
ments. Families with more human capital have the capacity to invest more in their
children, while families with more children (in the sense of the number of children

per parent) have a lower capacity to invest in each child.

There is no single indicator of these capacities and the health and vitality of fami-
lies. The broadest indicator in academic literature involves examining the correla-
tion in the earnings of brothers and comparing it to the correlation of all young
men living in the same neighborhood. This research finds that the adult earnings
of brothers are closely related for a wide number of countries, but that there is
very little relationship between neighbors. This suggests that the qualities brothers
have in common from being raised in the same family are the dominant influence

on adult labor market outcomes.?’
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In fact, summarizing his research on this issue, Bhashkar Mazumbder, an econo-

mist with the Federal Reserve Bank of Chicago, goes so far to state:

It may be especially surprising to note that even measures of physical attributes
such as height and weight, which presumably have a strong genetic component,
are not as highly associated between brothers as is the permanent component of
wages. This strongly suggests that there are factors related to individual or family
decision making that lead to a high degree of similarity in the economic fortunes

of siblings rather than some simple mechanical relationship.*®

One specific yet important indicator signaling the status of the least advantaged—
the rate of teen births, who in some sense (depending upon the other social sup-

ports available to them) might have the lowest status, lowest education, and lowest
income—is depicted in Figure 6. Teenage women living in more unequal societies
are more likely to have a child.
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University of Ottawa, the

University of Waterloo and
Dalhousie University, respectively, that was published by the Russell Sage
Foundation focuses on a comparison between Canada and the United States,

and finds that along a whole host of dimensions—the age of the mother, the
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education of the mother, and the incidence of living with both biological par-
ents, as well as the incidence of living in a single parent household—Canadian
children, particularly relatively disadvantaged children, tend to live in a more

enriching family environment.”

The opposite holds true at the other end of the socioeconomic hierarchy. Clearly
money is not everything, but it matters. Families with more money can invest more
in their children, and, among the relatively advantaged, the race to college can start
even in the early years of a child’s life. Among the 10 jobs for new graduates that did
not exist 10 years ago—as complied by a reporter at Forbes**—there are a few we
could have all guessed: smartphone app developer, market research data miner, and
social media manager, to name a few. But the magazine also listed a position called

“educational or admissions consultants,” described in the following way:

When a certain set of affluent parents watch their toddler stack his or her first
set of blocks, they're not lost in a moment of cute, theyre strategizing their child’s
likeliness of getting into the right pre-school. These moms and dads will stop at

nothing to secure the best education for their kids—which for many includes

hiring an educational or
FIGURE 7
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in their children than those
with less money, and they
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enrich their children’s lives outside of formal schooling in a way that promotes the
children’s human capital and future prospects. Figure 7, reproduced from a paper
by economists Greg J. Duncan of the University of California, Irvine, and Richard

J. Murnane of Harvard University, illustrates as much.

Figure 7 contrasts the evolution of so-called enrichment expenditures by families
in the top 20 percent of the U.S. income distribution with those in the bottom 20
percent. These expenditures refer to money spent on books, computers, high-
quality child care, summer camps, and private schooling, among other things that
promote the capabilities of children. Annual expenditures rose significantly for
families in the bottom 20 percent, from about $83S in the early 1970s to more
than $1,300 in the mid 2000s. But this pales in comparison to the increase among
households in the top 20 percent: The significant gap between the two groups
already present in the early 1970s ballooned throughout these decades, as spend-
ing by those at the top went from $3,500 to almost $9,000 per year.

Progressive federal policies can help families interact with the
labor market

Families matter, but families must also engage with the labor market. How they
interact with labor markets determines their standard of living, their degree of
security in the face of the unexpected, and the time they have to spend with their
children. A more polarized and unequal labor market makes this more of a chal-
lenge for some than for others. Public policy can buffer families and support them
in this interaction with the market, but it can also make families convenient for
the labor market, reinforcing economic developments and allowing labor market

inequalities to be shadowed in family resources, both financial and nonmonetary.

Solon describes the guiding principle in judging this role, which concerns the
degree to which public policy—broadly defined to include all government pro-
grams, taxes, and transfers, as well as in-kind support and investments in child
care, health care, and education—Ilevels the playing field.** The greater the degree
to which it is progressive—that is, of relatively more advantage to the relatively
disadvantaged—the greater will be the degree of income mobility across the
generations. Broad-based, universal, and effective government support that is
financed according to one’s ability to pay will fill the gap in family resources, and
buffer the relatively disadvantaged from inequalities and turbulence originating in

the labor market.
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There is nothing inevitable about this role for government—public policy can just
as easily be designed to be regressive. The United States stands out in the degree to
which government programs are relatively more advantageous for the advantaged
in society. By being structured in this way, they generally exacerbate rather than
blunt the degree to which labor market inequalities are passed on across genera-
tions. This is true of the U.S. tax code, both in terms of the level of progressivity in

tax rates and also regarding a host of tax expenditures.

It is also true of total government spending. Research undertaken for the Pew
Charitable Trusts by Gillian Reynolds and C. Eugene Steuerle of the Urban
Institute, and Adam Carasso of the New America Foundation offers one attempt
to estimate the global incidence of federal government programs.** The authors
classify federal spending using various components, noting in particular those
programs that promote mobility. According to their calculations, the U.S. gov-
ernment spends considerable amounts on such programs—up to 1.6 percent of
GDP in 2006—but only about one-quarter of these expenditures actually benefits

lower- and moderate-income individuals.

A full picture of the influence of public policy on mobility is beyond the scope

of this paper, but a notable example is probably the most important government
intervention determining equality of opportunity: the education system. At almost
$15,000 per student, America spends more on education than almost any other
wealthy developed country.** What matters for mobility, however, is not just the
amount of spending but also how the funds are allocated. The American education
system does not promote mobility to the extent that it could because it exceedingly

benefits relatively well-off Americans over the disadvantaged.

This outcome partly reflects the fact that a significant proportion of financing for
primary and secondary schooling comes from local property taxes. This narrow
funding base causes income inequalities among families to be echoed in inequali-
ties in the nature and quality of schooling between the various school districts in
America. It also implies large variations in school quality, with the best teachers

and the best schools likely not servicing the least-advantaged children.

The Organisation for Economic Co-operation and Development makes these
points in its 2012 Economic Survey of the United States.* It also points out that
the higher levels of spending in the United States are driven by much higher
spending on tertiary education. For every dollar spent on primary education,

three dollars are spent on tertiary education, the highest rate of all rich coun-
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tries. Further, tertiary spending is dominated by private sources of financing,
which makes up more than 60 percent of all spending on this level of education.*
America, in other words, is choosing to prioritize higher education, and, in a way,
that is relatively more beneficial to the relatively wealthy, who can more easily
afford to send their children to college and therefore have more access to this level

of education than less-wealthy Americans.

The Organisation for Economic Co-operation and Development summarizes its

research on this topic in the following way:

Currently the United States is one of only three OECD countries that on average
spend less on students from disadvantaged backgrounds than on other students.
... Moreover, the most able teachers rarely work in disadvantaged schools in the
United States, the opposite of what occurs in countries with high-performing
education systems.”’

In other words, in spite of the high level of overall spending, the spending on
and the quality of schooling at the primary level does a poor job preparing many
young people from relatively less-wealthy families for the future. The demand for
high-quality college education among the relatively well-off expresses itselfin a
demand for high-quality primary and secondary schooling that offers their chil-

dren a gateway to a good college education.

While America spends more on primary education per pupil than many other
countries, significant inequalities in parental resources express themselves in

the structure of the system, leading to variations in the financing and quality of
schools.® As a result, this spending does less than it could to promote opportunity

for all Americans, despite their economic background.
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Conclusion

This broad sketch of the forces that determine life chances highlights why parental
earnings are a stronger correlate of adult outcomes in the United States than they
are in many other rich countries. In America, families are much more diverse in
their capacity to invest in and promote the human capital of their children; labor
markets are much more unequal, skewing resources and incentives in a way that
benefits the relatively rich; and, in spite of these greater challenges, U.S. public
policy does less to level the playing field, and indeed, in some important ways,
does just the opposite, tilting it to make it harder for the disadvantaged. This
suggests that in an era of growing labor-market inequality, it is unlikely that the
United States will slide down the Great Gatsby Curve and promote more eco-

nomic equality and mobility unless it makes effective changes to its public policy.

It is important to appreciate the interaction between families, markets, and the
state—in a more detailed way than is discussed here—to understand the chal-
lenges faced by the current generation of families and policymakers. The academic
literature does not yet offer strong guidance on this dynamic.** If America has
fallen into a vicious circle, then there clearly are different perspectives on how it
has done so, what the principle drivers are, and how to break out of it. Charles
Murray of the American Enterprise Institute, for instance, stresses the role of
family and values associated with the raising of children as the main cause of this
cycle. His policy recommendations—to the extent he is comfortable putting any
forward—deal with the nature and structure of families, particularly the role of

marriage and a stable family environment.*

In thinking about these issues, it is helpful to anchor the discussion on changes
that have their origin outside of the system. Perhaps this is the case for family
structure, though it is unclear how to rationalize an exogenous change in such
values. Labor economists are more inclined to think about the labor market as
being the starting point. It is clear that employment in most rich countries has
been influenced by important changes in information and communication tech-

nology, as well as globalization. In the United States, and in other countries, this
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has led to a significant increase in wage inequality since at least around the early
1980s.* Inequality is significantly higher now than it was during the formative
years of the generation upon which our estimates of the intergenerational earn-

ings elasticity are based.

This change has attracted a good deal of discussion in the academic literature.*
Increased trade and technical changes interact to influence employment and earn-
ings prospects in different ways depending upon the nature of employee skills.
Workers in jobs that are based on routine tasks—be they manual tasks such as
those traditionally associated with assembly-line work or nonmanual tasks such

as those associated with being a clerk or a lower-middle manager—have fared the
worst. Roughly speaking, it is those who were in the middle or lower-middle range
of the earnings distribution a generation ago who are most negatively affected in

this sense today.

Workers at the very bottom of the distribution in low-paying service jobs
performing nonroutine manual tasks have been impacted more so in the sense
that possibilities for upward mobility have diminished. At the same time, the
prospects of those performing nonroutine cognitive tasks have improved, as the
demand for their skills has increased. This has contributed to increased inequal-
ity and a polarization in earnings because the supply of highly skilled workers
did not keep up with demand.

The structure of the education system, as well as limited public support to families
in need, limited the development of early years skills among children and was not
broad-based enough in its ability to produce graduates. This did not happen to
the same degree in other countries, as the information in Figure 4 makes clear. It
is also likely to have contributed to changing family dynamics—on the one hand,
leading to more stress and challenges for some, while on the other hand, strength-
ening the overall earnings capacity of two-parent households in which both

partners have relatively high levels of education.

It is also likely that growing inequality has influenced the political process in the
United States more than in other countries. In different ways, Jacob Hacker and
Paul Pierson in their book Winner Take All Politics and Daron Acemoglu and John
Robinson in Why Nations Fail stress how inequality can skew social choices in a
way that benefits the relatively advantaged, limiting the capacity of public policy
to level the playing field.® A reading of Hacker and Pierson suggests that this may
have more relevance in the United States than elsewhere because of the structure
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of the nation’s political institutions, along with the very significant and higher

concentration of earnings and income among the top 1 percent of earners.

Labor-market inequality is at the heart of the dynamic determining intergenera-
tional mobility. Technology and trade will continue to influence labor markets,
and the top 1 percent will continue to maintain an important influence. Some
families are already stressed and limited in their capacity to respond, yet others are
advantaged and incentivized. Public policy, however, is framed in a way that does
not address the challenges of the least advantaged, which if changed would lead to

greater economic mobility in the future.

For all these reasons, it is unlikely that the current generation of young Americans
will experience more mobility than their parents. Persistent and growing inequali-
ties will limit future opportunities, and over the course of the coming decades
America will not will not slide down the Great Gatsby Curve without effective
and progressive changes in public policy. This is a prospect that many citizens may

well feel cuts very much against what it means to believe in the American Dream.
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