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Abstract

International comparisons of economic mobility can be very helpful both in understanding patterns in one’s own country
and in assessing social conditions and policy impacts, but they can also be misleading when used to rank mobility or
economic opportunity in various countries. Drawing inferences from the basic numbers can be dangerous, and it is easy
to draw erroneous or at least questionable conclusions from cross-country comparisons. Differences in data collection
methods, the inclusion or exclusion of certain forms of income and benefits, and cultural differences are just a few of
the reasons to be cautious. It is easy to confuse measures of progress compared with a monetary starting point and

measures of progress relative to other people (Who may or may not also be progressing).

t is common these days to read articles claiming

that the American Dream is dead. In particular,
many media stories draw on international data to
convey the idea that it is now easier to move up the
economic ladder in several other countries, includ-
ing those in northern Europe, than in the United
States. Typical of the headlines, for instance, are:

m “The American Dream Is Alive and Well—Just Not
in America.”?

m “Did the American Dream Emigrate to Europe?”?
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m “The American Dream Moves to Denmark.”?

All of the alarming headlines raise the same ques-
tion: I's there something really wrong here?

International comparisons of economic mobil-
ity are useful in terms of providing an important
perspective, as they are in other fields such as edu-
cation and health care. But they can also be mis-
leading when used by analysts and journalists to
rank mobility or economic opportunity in various
countries. Furthermore, drawing inferences from
the basic numbers can be dangerous. As Brookings
Institution fellow Scott Winship points out:

Media stories often use comparisons of international
data to bolster the proposition that the American
Dream is actually more alive in Europe than in the
U.S. So we asked CPI Research Assistant Donald
Schneider to examine the challenges involved in
using international data on economic mobility and
opportunity.
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In some cases, these authors examine inequal-
ity in America in light of findings from develop-
ing countries, failing to acknowledge that the
circumstances of those other nations are so dif-
ferent from ours that they render this research
inapplicable to the United States. In still other
cases, these economists carelessly mistake cor-
relation for causation.*

Some journalists have been careful to note the
challenges involved in making international com-
parisons. In the article “Harder for Americans to
Rise from Lower Rungs” in The New York Times,
for instance, Jason DeParle delved into some of the
minefields involved.” And indeed, there are many
pitfalls awaiting the analyst or journalist using inter-
national comparisons to draw conclusions about the
state of mobility and economic opportunity in the
United States. Serious analysts and journalists need
to be cautious.

The following are examples of some of the major
issues involved in using cross-country data on eco-
nomic mobility.

Absolute, Relative, or
Intergenerational Mobility?

When discussing income mobility and analyz-
ing experiences in different countries, it is easy to
confuse measures of progress compared with a
monetary starting point and measures of progress
relative to other people (who may or may not also
be progressing). That is why there are quite differ-
ent definitions of mobility, implying different things
about opportunity.

m Absolute mobility measures actual financial prog-
ress over time;

® Relative mobility measures changes for one group
compared with a moving average of all groups;

m [ntragenerational mobility looks at how much a
person’s income changes when compared with
earlier points in his or her life;® and

m [ntergenerational mobility examines the econom-
ic condition of adult children relative to that of
their parents, which can also be a measurement
based on absolute or relative differences.

Each measure tells a different aspect of the story,
and the story—and knowing which story we are
actually examining in each country—gets even more
complicated when international data are involved.
It is very easy to end up mixing mobility apples and
oranges.

Of all the metrics used in discussions of U.S.
mobility, the most frequently cited is relative mobil-
ity. The Pew Charitable Trusts’ July 2012 report,
Pursuing the American Dream, illustrates this con-
cept. Chart 1 indicates the pattern that has raised
most concern among analysts: the “stickiness” at the
upper and lower ends of the income spectrum in the
United States. In the bottom quintile, for example,
the distribution shows that, relative to their parents’
income quintile, 43 percent of those born into the
lowest income quintile stay there.”

If this were the only factor to be considered, it
would indeed lead many people to the conclusion
that there is little or no upward economic mobility

1. Rick Newman, “The American Dream Is Alive and Well—Just Not in America,” U.S. News & World Report, September 11, 2012, http:/www.
usnews.com/news/blogs/rick-newman,/2012/09/11/the-american-dream-is-alive-and-welljust-not-in-america.

2. Jane White, "Did the American Dream Emigrate to Europe?” The Huffington Post, April 6, 2011, http://www.huffingtonpost.com/jane-white/

did-the-american-dream-im_b_845680.html.

3. David Frum, “The American Dream Moves to Denmark,” The Week, October 19, 2011, http://theweek.com/bullpen/column/220484 /the-

american-dream-moves-to-denmark#.

4.  Scott Winship, “Overstating the Costs of Inequality,” National Affairs, Issue No. 15 (Spring 2013), p. 1, http://www.brookings.edu/~/media/
Research/Files/Articles/2013/03/overstating%20inequality%20costs%20winship/overstating%20inequality%20costs%20winship.pdf.

5. Jason DeParle, "Harder for Americans to Rise from Lower Rungs,” The New York Times, January 4, 2012, http:/www.nytimes.
com/2012/01/05/us/harder-for-americans-to-rise-from-lower-rungs.html?pagewanted=all&_r=1&.

6.  Stuart M. Butler, William W. Beach, and Paul L. Winfree, Pathways to Economic Mobility: Key Indicators, Pew Charitable Trusts Economic
Mobility Project, September 1, 2010, p. 2, http://www.pewtrusts.org/uploadedFiles/wwwpewtrustsorg/Reports/Economic_Mobility/PEW _

EMP_Chartbook_12.pdf.

7. Pew Charitable Trusts, Economic Mobility Project, Pursuing the American Dream: Economic Mobility Across Generations, July 2012, http://www.
pewstates.org/uploadedFiles/PCS_Assets/2012/Pursuing_American_Dream.pdf.




CPI DISCUSSION PAPER | NO. 12
JULY 29, 2013

CHART1

Americans Raised at the Top and Bottom Are Likely to Stay There as Adults
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Note: Income is adjusted for family size.

Source: Pew Charitable Trusts Economic Mobility Project, Pursuing the American Dream: Economic Mobility Across Generations, July 2012,
Figure 3, p. 6, http://www.pewstates.org/uploadedFiles/PCS_Assets/2012/Pursuing_American_Dream.pdf (accessed May 28, 2013).
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for about half of the bottom quintile. But what does
it mean to be “stuck” in the bottom income quintile?
Thatyouare miredin aswamp of poverty from which
you cannot emerge? That your quality of life does
not improve relative to the life your parents had? To
assume so would ignore the existence of strong abso-
lute mobility in the United States. It would obscure
the fact that “the median family [in America] today
has nearly twice the purchasing power of its coun-
terpartin 1960.”® As Winship points out, there is cer-
tainly an important distinction to be made between

“people’s well-being and the rate at which that well-
being improves.”

To tell a more complete opportunity story, it can
also be enlightening to look at absolute mobility in
the context of a person’s economic condition rela-
tive to that of his or her parents, or intergeneration-
al mobility. Absolute mobility in this context, notes
the San Francisco Federal Reserve, “can be mea-
sured as the percentage of adults whose incomes are
higher than that of their parents at the same age.”*°
This metric is able to capture part of the idea of the

8. Winship, “Overstating the Costs of Inequality,” p. 3.
9. Ibid.

10. Leila Bengali and Mary Daly, “U.S. Economic Mobility: The Dream and the Data,” Federal Reserve Bank of San Francisco, Economic Letter,
March 4, 2013, p. 1, http://www.frbsf.org /publications/economics/letter/2013/el2013-06.pdf.
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CHART 2

Most Americans Have Higher
Incomes than Their Parents

PERCENT OF INDIVIDUALS WITH FAMILY
INCOME ABOVE THEIR PARENTS
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Note: Income is adjusted for family size.

Source: Pew Charitable Trusts Economic Mobility Project,
Pursuing the American Dream: Economic Mobility Across
Generations, July 2012, Figure 1, p. 4,
http://www.pewstates.org/uploadedFiles/PCS_Assets/2012/
Pursuing_American_Dream.pdf (accessed May 28, 2013).
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American Dream in the sense of one’s children doing

better in life. It indicates the benefits of robust eco-
nomic growth through general improvements in the

future income of children.

Inotherwords, thismetric shows whetherthe new
generation is better off on an income basis than the
one before it—an idea of progress and opportunity
that is undoubtedly ingrained in the American con-
sciousness. Remarkably, not only do 84 percent of all
Americans exceed their parents’ family income," but
93 percent of Americans raised in the bottom quin-
tile do so as well, which gives an important twist on
the stickiness concern for those at the bottom of the
income spread.”” In contrast, despite stickiness at
the top, only 70 percent of all Americans who were
raised in the top quintile were able to surpass their
parents’ family income. (See Chart 2.)

To be even more specific, and to delve a little
deeper, consider the various levels of upward abso-
lute income mobility achieved on a dollar basis. The
Pew Foundation’s web-based interactive tool for
income across generations shows that 91 percent of
Americans born into the bottom income quintile
exceed their parent’s size-adjusted family annual
income (adjusted for inflation) by $1,000 or more.
That is also true for 83 percent of all Americans.'
When Pew measured absolute family income growth
in excess of their parents by $10,000 or more, the fig-
ure dips to 75 percent for the bottom quintile and 71
percent for all Americans. (See Chart 3.)

In sum, relative mobility depicts a glass that is
half empty, whereas absolute mobility depicts a
glass that is half full. But rather than measuring
relative or absolute mobility as the foregoing charts
do, with their important subtleties about the oppor-
tunity story, most cross-country studies use a more
abstract measure—the “intergenerational earnings
elasticity” (IGE) between fathers and sons—to indi-
cate economic progress. (The same data for daugh-
ters do not exist in most countries.) An IGE of 0.6,

1. Family income is one of the most common benchmarks against which economic mobility is measured, but “income” itself can mean many
things, and there is really no standard definition of “family income" across data sets. Surveys include or exclude a variety of forms of income.
According to Pew's methodology statement, family income in this case “includes all taxable income (such as earnings, interest, and dividends)
and also cash transfers (such as Social Security and welfare).” The figures in this paragraph are adjusted for inflation and also for family size.
See Pew Charitable Trusts, Economic Mobility Project, “Income and Wealth Across Generations: Methodology,” February 2013, http:/www.
pewstates.org/uploadedFiles/PCS_Assets/2013/Pew_mobility_interactive_methodology.pdf.

12.  The rate of upward absolute mobility is around 67 percent for all Americans when comparing family incomes unadjusted for family size. This
unadjusted figure understates the improvement in upward mobility rates across generations because it neglects demographic changes which
produced smaller family sizes within the children’s generation. Failure to adjust for these changes would imply, for example, that a family of
four with an income of $250k is no better off than a family of six with the same income.

13.  Pew Charitable Trusts, Economic Mobility Project, “Income and Wealth in America Across Generations,” Pew Charitable Trusts, State and
Consumer Initiatives Website, February 26, 2013, http://www.pewstates.org/research/data-visualizations/income-and-wealth-in-america-

across-generations-85899453568.
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CHART 3

Most Adults Have Family Incomes Higher than Their Parents

About four in ten adults have family incomes that are at least $25,000 more than their parents,

regardless of their family’s income growing up.
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Source: Pew Charitable Trusts, “Income and Wealth in America Across Generations,” February 26, 2013,
http://www.pewstates.org/research/data-visualizations/income-and-wealth-in-america-across-generations-

85899453568 (accessed May 29, 2013).
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explains a leading analyst of mobility data, means
roughly* that “if one father makes 100% more than
another then the son of the high income father will,
as an adult, earn 60% more than the son of the rela-
tively lower income father.”*

Though the elasticity measure does have short-
comings, the higher the IGE, the higher the implied
intergenerational passage of economic advantage
(measured by the ability to generate income, not the
advantage of inheriting wealth) is between father
and son in the sense that the son’s earnings will
be more closely related to the father’s. A closeness

between a father’s and son’s earnings is interpreted
by analysts as low mobility because the father’s suc-
cess or failure tends to replicated by the son.

As noted by Julia Isaacs, currently a senior fel-
low at the Urban Institute, because most of the
cross-country studies use this father-son IGE mea-
sure to illustrate relative mobility, they “ignore the
question of cross-country differences in absolute
mobility, that is, the likelihood that individuals in
a given country will have higher standards of living
than their parents due to national rates of economic
growth.”'¢ Unfortunately, comparable longitudinal

14. For example, if one father makes 10 percent more than the other and the IGE is 0.6, the one son will make 5.9 percent more than the other,
which is close to 10*.6 = 6 percent. However, for larger increases, the distinction matters more. For example, if one father makes 100 percent
more than the other and the IGE is 0.6, the one son will make 52 percent more, not 100*.6 = 60 percent.

15.  Miles Corak, “"Economic Mobility Across the Generations in the United States: Comparisons, Causes, and Consequences,” testimony before

the Committee on Finance, U.S. Senate, July 6, 2012, http://www.finance.senate.gov/imo/media/doc/Corak%20Testimony.pdf.

16. Julia B. Isaacs, “International Comparisons of Economic Mobility,” Pew Charitable Trusts, Economic Mobility Project, p. 2, http:/www.
brookings.edu/~/media/research/files/reports/2008/2/economic%20mobility%20sawhill/02_economic_mobility_sawhill_ch3.pdf
(emphasis in original).
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data needed to compute absolute mobility are not
widely available for most countries.

Thus, putting aside the inherent issues involved
in drawing conclusions from incomplete data, when
looked at through one mobility definition lens, the
available data suggest that America may not be as

“relatively mobile” as some European nations are,
butlooked at through another lens, the United States
boasts a great degree of absolute economic mobility
and may indeed be the land of opportunity. However,
itis still very difficult to draw even these conclusions
definitively without more and better data on inter-
generational and intragenerational mobility.

In any case, when examining mobility between
income quintiles over time in different countries, it
is important to consider two questions:

m Are we mostly concerned with how much bet-
ter off children are when compared with their
parents?

m Or are we mostly concerned with how much bet-
ter off children are relative to the progress made
by the children of other households?

To frame this issue in a larger context of oppor-
tunity and mobility, it is thus always important to
distinguish between “upward absolute mobility”
and “relative mobility.” The key distinction is that
upward absolute mobility is possible with no down-
ward counterpart, whereas relative mobility is never
upward or downward unless examining a strict sub-
set of the population and requiring that someone
else be considered as going relatively “up” or “down”
even if their circumstances stay the same.

That bears repeating. It means that an entire
country cannot experience upward relative mobil-
ity. This is critical because American policymakers
over the decades have generally sought to create the
economic conditions in which upward mobility is

available to everyone rather than focusing on rela-
tive positions. Policymakers in some other countries,
by contrast, focus more on relative positions than
they do on general income growth.

How Quintile Ranges Affect
the “Rags to Riches” Story

In a Brookings Institution paper, “International
Comparisons of Economic Mobility,” Julia Isaacs
summarizes longitudinal earnings data contrasting
“rags to riches” mobility in Denmark and the United
States. The data, for 2004, examine a sample of men
whose fathers were in the bottom fifth of the earn-
ings distribution.” In Denmark, 14 percent of such
men successfully made the climb from bottom to
top, whereas only 8 percent of Americans did so."®
Expanding the scope to encompass the chance to
reach the top two fifths yields 33 percent for Danish
sons starting in the bottom fifth versus 18 percent
for American sons starting in the bottom fifth."

What exactly does this mean? That the opportu-
nity to rise is less available in America? That is not
necessarily the case from the data, because it turns
out that one has to acquire a lot more riches in the
United States to be at the top of the pile. As Isaacs
correctly notes, “Americans who climb from bottom
to top in one generation are climbing further in abso-
lute dollars than their counterparts in Europe.”*°

Exploring this point further, journalist Reihan
Salam demonstrated the actual income growth that
would be required to replicate the rags-to-riches
scenario. Using data from four-person households,
Salam found that:

In 2004, Danish households at the 10th per-
$25,500, considerably more
than the $19,968 income of American house-
holds at the 10th percentile. Danish households
at the 50th percentile earned around $45,340
against around $53,344 in the U.S. And Danish

centile earned

17.  The data were taken from Markus Jantti, Knut Rged, Robin Naylor, Anders Bjérklund, Bernt Bratsberg, Oddbjern Raaum, Eva @sterbacka, and
Tor Eriksson, "American Exceptionalism in a New Light: A Comparison of Intergenerational Earnings Mobility in the Nordic Countries, the
United Kingdom and the United States,” Institute for the Study of Labor Discussion Paper No. 1938, January 2006, http://ftp.iza.org/dp1938.
pdf. It is worth noting that for American children, Jantti et al.'s definition of the “bottom fifth” is based on family income, while for children in

the other countries, it is based on a father's earnings.

18. lIsaacs, “International Comparisons of Economic Mobility,” p. 4.

19. Jantti et al. “American Exceptionalism in a New Light: A Comparison of Intergenerational Earnings Mobility in the Nordic Countries, the United

Kingdom and the United States,” Table 12.

20. lIsaacs, “International Comparisons of Economic Mobility,” p. 4.
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households at the 90th percentile earned around
$70,838 against just under $113,474 in the U.S.
Making it from $25,500 to $70,838 is, for obvi-
ous reasons, easier than making it from $19,968
to $113,474.%

These numbers track closely with similar decile
range statistics computed by the Organisation for
Economic Co-operation and Development (OECD)
for 2005.?> When measuring the range in average
purchasing power parity (PPP) between the top and
bottom deciles, the OECD study computed a range
of $87,257 in the U.S.?® as compared to $37,457 in
Denmark.?* In fact, OECD scholars Michael Forster
and Marco d’Ercole confirm that Denmark has the
narrowest income distribution of all OECD coun-
tries.>® Therefore, when viewed through this lens, it
is not entirely surprising that a “rags to riches” dis-
parity would exist between two countries with such
disparate income distributions. For this reason, a
comparison between Norway and Canada (ranges
of $61,402 and $62,705, respectively) might be more
enlightening from a mobility standpoint.

Thus, while “rags to riches” in Denmark required
income growth of about $40,000, achieving the
same quintile mobility result in the U.S. would have
required income growth of about $90,000. Due to
the varying widths of the income quintiles, one can-
not deduce, based on the 14 percent to 8 percent
comparison alone, whether one country yields more
upward mobility as we might readily understand the
term. Moreover, it is especially important to note
that any attempt to compress the distance between
quintiles artificially does not create any more eco-
nomic opportunity or upward mobility, much as

redistributing wealth does not create any more of it.

In short, when one sees percentages of mobility
on a quintile basis, it is important to examine the
absolute dollar amount that the quintile change
requires, because relative mobility statistics some-
times fail to tell the whole story.

Are Tax and Other Transfer Policies
Included in Income Comparisons?

The treatment and definition of “income” is
vital to an accurate portrayal of economic mobility.
However, assessing income can be tricky because
of differences in the way countries measure income
and the implications of tax and transfer policies.
Depending on the size of transfer payments and
the progressivity of the tax code, government poli-
cies can obscure the underlying (or what one might
call the “natural”) mobility pattern that otherwise
would have existed.

For example, if a society values greater equality
of outcomes, it may choose to redistribute wealth
equally among the population, but should we com-
pare countries before or after such redistribution?
Using pre-distribution data tells more about the
nature of the country’s economy and civil society
as an engine of mobility, but using post-distribution
data tells more about what the government does to
tweak underlying mobility and the effect that it has
on people’s pocketbooks, so it gives a better sense
of how a person or family might actually progress
financially in that country.

Depending on the measure of income and mobil-
ity used, a country with heavy redistribution could
appear to demonstrate “perfect” economic mobility
according to certain definitions, but what does that

21.  Reihan Salam, “In a Fixed Amount of Time, It Is Easier to Run a 5K Than a 10K,” National Review Online, November 29, 2011, http:/www.

22.

23.

24.

25.

nationalreview.com/content/fixed-amount-time-it-easier-run-5k-10k.

Michael Férster and Marco d'Ercole, “The OECD Approach to Measuring Income Distribution and Poverty: Strengths, Limits and Statistical
Issues,” Organisation for Economic Co-operation and Development, 2008, Figure 2, p. 13, http://umdcipe.org/conferences/oecdumd,/conf_
papers/Papers/The%25200ECD%2520Approach%2520t0%2520Measuring%2520Income%2520Distribution%2520and%2520Poverty.
pdf.

These statistics may even understate the range in the U.S. income distribution due to the inability of CPS data to capture the highest incomes
accurately (thus understating the average income of the top decile).

For the complete OECD Excel spreadsheet, see Figure 1.6, “Income Levels Across the Distribution, Mid-2000s,” in Organisation for
Economic Co-operation and Development, Growing Unequal? Income Distribution and Poverty in OECD Countries, October 2008, http://dx.doi.
org/10.1787/420721018310.

Forster and d'Ercole, “The OECD Approach to Measuring Income Distribution and Poverty: Strengths, Limits and Statistical Issues,” p. 11. The
authors note that “significant cross-country differences in inequality are found regardless of the measure used, with the ranking of countries
little affected by which one is used:" mean log deviation, the squared coefficient of variation, the ratio between the upper limit of the ninth
income decile and the upper limit of the first decile (P90/P10), P50/P10, and S80/S20.
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picture really say about the opportunities that peo-
ple have to rise based on their merits? By that mea-
sure, in the egalitarian and “perfectly mobile” soci-
ety, there would be no benefits conferred to effort,
educational attainment, or any other human-cap-
ital contribution to mobility. Moreover, perceived
mobility would be the result of government tax and
transfer policies as opposed to the nature of the
country’s economy.

Using post-distribution data tells
more about what the government
does to tweak underlying mobility
and the effect that it has on people’s
pocketbooks, so it gives a better sense
of how a person or family might
actually progress financially in that
country.

Therefore, it is important to examine whether
comparisons are pre- or post-government action not
only to draw a valid comparison, but also to be clear
about whether one considers government action to
be an inherent part of mobility and opportunity or a

“correction” to the country’s “real” mobility picture.
And that mobility picture is made more complicated
when we try to measure the value of transfers.

To help avoid misleading differences, it is impor-
tant to note the variability of income measures that
are frequently cited. For example, some studies use
market income, while others use disposable income.
Some studies adjust for household size and econo-
mies of scale, while others do not. And some stud-
ies include in-kind benefits with transfer payments,
while others do not.

To illustrate the potential impact of these dif-
ferences in measurement, consider the breakdown
in Richard Burkhauser, Jeff Larrimore, and Kosali
Simon’s analysis of income growth spanning the

years 1979-2007. Burkhauser et al. examine income

changes by quintile by contrasting “household, size-
adjusted, after-tax, after-transfer income, plus

health insurance” with “before-tax, before-transfer

income of tax units” in the U.S.2¢ Over the span of
three decades, according to the most basic measure

(tax unit, pre-tax, pre-transfer), the bottom quintile

showed negative income growth of 33 percent—a

sharp contrast to the positive income growth of 32.7
percent for the top quintile.

However, that yawning gap closes significantly
when the “tax unit” changes to represent a house-
hold. The shift to households alone has a large effect

“because the number of tax units per household has
been rising over that 30-year period. There are a
lot more people living together and sharing every-
thing except a marriage certificate.”* Also, a “post-
transfer” measure adds cash transfers like welfare
and Social Security. With this small change, a vast-
ly different picture emerges: The bottom quintile’s
income experienced a 42.5 point upswing for posi-
tive growth of 9.5 percent. In contrast, the top quin-
tile’s income increased only 1.9 percent to a total of
34.6 percent.

Next, the authors size-adjust for the income of
persons because the previous treatment did not con-
sider the fact that “a household with a single indi-
vidual making $50,000 per year will have access to
more resources and can maintain a higher standard
of living than a person in a household with the same
$50,000 of income but more people.”?® This adjust-
ment yields an uptick of only 0.4 percent for the bot-
tom quintile yet boosts the top quintile’s income by
7.4 percent.

To be even more precise, the new measure
(“household, size-adjusted, post-tax, post-transfer”)
accounts for tax liabilities and tax credits like the
earned income tax credit. Consequently, the bottom
and top quintiles show additional income growth of
5.1 percent and 7.4 percent, respectively.

The final measure (“household, size-adjusted,
post-tax, post-transfer, plus health insurance”)

26. Richard V. Burkhauser, Jeff Larrimore, and Kosali I. Simon, “A ‘Second Opinion’ on the Economic Health of the American Middle Class,”
National Tax Journal, Vol. 65, No. T (March 2012), pp. 7-32, http://ntj.tax.org/wwtax/ntjrec.nsf/009a9a91c225e83d852567ed006212d8,/3021

2f14664082b1852579b5006904¢e1/$FILE/AO1_Larrimore.pdf.

27. James Pethokoukis, “Pikkety and Saez vs. Burkhauser and Cornell: Who's Right on Income Inequality and Stagnation?” American Enterprise
Institute, AEldeas blog, May 10, 2013, http:/www.aei-ideas.org/2012/04/piketty-and-saez-vs-burkhauser-and-cornell-whos-right-on-

income-inequality-and-stagnation/.

28. Burkhauser et al., “A ‘Second Opinion’ on the Economic Health of the American Middle Class,” p. 14.
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CHART 4

Properly Measured, Income Has Grown for All Income Groups

A rudimentary examination of income growth from 1979 to 2007 shows a 33 percent decline for the
bottom quintile. However, after adjusting for household size, taxes, transfers, and health insurance,

income for the bottom quintile increased by 26.4 percent.

INCOME GROWTH, 1979-2007, BY INCOME QUINTILE

Tax Unit, Pre-Tax,
Pre-Transfer

Household Size
Adjusted, Post-Tax,
Post-Transfer

Household Size
Adjusted, Pre-Tax,
Post-Transfer

Household, Pre-Tax,
Post-Transfer

494%

50%

42%

25%

15% 15%

0%

| B,

Household Size
Adjusted, Post-Tax,
Post-Transfer, Plus

Health Insurance

52.6%

404%
36.9%

Quintile: [M Bottom [ Second [[] Middle [ Fourth [l Top

-25%

-33%

Source: Richard V. Burkhauser, Jeff Larrimore, and Kosali I. Simon, “A ‘Second Opinion’ on the Economic
Health of the American Middle Class,” National Tax Journal, March 2012, Table 4, Panel D, p. 23,
http://ntj.tax.org/wwtax/ntjrec.nsf/009a9a91c225e83d852567ed006212d8/
30212f14664082b1852579b5006904e1/$FILE/AQ1_Larrimore.pdf (accessed June 3, 2013).
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accounts for employer- and government-provided
non-cash compensation such as premium contribu-
tions, Medicare, and Medicaid. This is very impor-
tant because such things as contributions in the
form of employer-provided benefits can be a very
large factor in the total compensation of a household.

In the United States, for instance, employer-
sponsored health care insurance and other fringe
benefits have become an increasing share of total
employee compensation (but are ignored in cash
earnings measures). Specifically, non-wage and non-
salary accruals have grown as a share of compensa-
tion in the U.S. from 10.63 percent in 1970 to 19.69
percent in 2011.2° As a proportion of total compen-
sation, moreover, family health insurance that is
worth, say, $12,000 per year has a much bigger rela-
tive impact on the more broadly understood income
of a lower-paid worker than the same coverage has

for a higher-paid worker, so the cash-only compari-
son of the relative condition of the two workers over-
states the difference. Including the ex-ante value of
employer- and government-provided health insur-
ance causes the bottom quintile’s income to jump
11.4 percent to a final total of 26.4 percent—a far cry
from the initial measure of -33 percent.

At the end of all of these adjustments, the mini-
mumincome growth experiencedbyanyquintile was
25 percent. These income adjustments are shown in
stages progressing from left to right—start to fin-
ish—in Chart 4. Over the period from 1979-2007, the
rudimentary tax unit pre-tax, pre-transfer measure
showed a 33 percent decline in income for the bot-
tom quintile in contrast to a 32.7 percent increase
for the top quintile. However, after adjusting for the
various tax and transfer treatments, income growth
improved dramatically: a 26.4 percent increase for
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the bottom quintile and 52.6 percent for the top
quintile.?°

Although this is just one example, it is clear that
there are intricate factors to consider even when
examining relative and absolute mobility in the
U.S. alone. Without understanding the role that
size adjustments as well as tax and transfer policy
played in terms of measuring income inequality, one
might have assumed something very different about
the U.S. economy.* Given the reality that developed
nations engage in a wide array of tax and transfer
policies, making meaningful comparisons between
countries becomes very difficult. It is therefore
important to understand how these policies distort
the distribution of income vis-a-vis reported mea-
sures of income and to be cautious about interna-
tional comparisons.

For instance, using 2010 OECD data to compare
Germany and the United States shows that pre-tax,
pre-transfer income inequality, as measured by the
Gini coefficient, is virtually equal between the two at
0.492 and 0.499, respectively. However, when taxes
and transfers are factored in, the Gini coefficients
dropby 42 percentin Germany butonly 24 percentin
the U.S. t0 0.286 and 0.38, respectively.?> Regardless
of what is causing the pre-tax, pre-transfer inequal-
ity, it is evident that the post-tax and post-transfer
picture illustrates something entirely different con-
cerning the distribution of income. This example
underscores the challenges for cross-country mobil-
ity comparisons and the considerations that should
not be overlooked.

To see how these income measurement issues can
make international comparisons even more prob-
lematic, consider the array of transfer payments
abroad.

Transfer Payments. When considering redistri-
bution from an international perspective, there are
two primary concerns regarding transfer payments:
size and valuation. The OECD Social Expenditure
Database provides comparable international data
on “the main social policy areas: Old age, Survivors,
Incapacity-related benefits, Health, Family, Active
labour market programmes, Unemployment,
Housing, and others.”** According to 2009 OECD
data, public social expenditures account for 19.2
percent of gross domestic product (GDP) in the
United States, which stands in contrast to 24.1 per-
cent in the United Kingdom (U.K.), 27.8 percent in
Italy, 30.2 percent in Denmark, and 32.1 percent in
France.?*

Given the sheer size and range of
social transfers throughout developed
nations, comparisons of mobility based
on income are inherently complex

and also problematic in the context

of the “natural” economy or the post-
government situation.

Given the sheer size and range of social trans-
fers throughout developed nations, comparisons of
mobility based on income are inherently complex
and also problematic in the context of the “natural”
economy or the post-government situation. This
harkens back to the previous discussion of whether
one considers government action to be an inherent
part of mobility and opportunity or a “correction” to

5, &

the country’s “real” mobility picture.

29. U.S. Department of Commerce, Bureau of Economic Analysis, National Income and Product Accounts Tables, 1970 to 2011.

30. Burkhauser et al., “A ‘Second Opinion’ on the Economic Health of the American Middle Class,” Table 4: Panel D, p. 23.

31. A recent paper by Philip Armour, Richard Burkhauser, and Jeff Larrimore adds another layer of complexity to the income measurement issue.
The authors build on their prior analysis to include various treatments of capital gains that are more in line with a comprehensive Haig-Simons
income approach. See Philip Armour, Richard Burkhauser, and Jeff Larrimore, “Levels and Trends in United States Income and Its Distribution:
A Crosswalk from Market Income Towards a Comprehensive Haig-Simons Income Approach,” National Bureau of Economic Research Working

Paper No. 19110, June 2013, http://www.nber.org/papers/w19110.

32. Organisation for Economic Co-operation and Development, Stat Extracts, Income Distribution—Inequality—Country Tables, http://stats.oecd.

org/Index.aspx?Queryld=26068.

33. Organisation for Economic Co-operation and Development, Social Expenditure Database, http://www.oecd.org/social/soc/

socialexpendituredatabasesocx.htm.

34. Organisation for Economic Co-operation and Development, Stat Extracts, Social Expenditure Database, Aggregated Data, http://stats.oecd.

org/Index.aspx?datasetcode=SOCX_AGG.

10



CPI DISCUSSION PAPER | NO. 12
JULY 29,2013

For example, historically and in comparison with
other OECD countries, the United States spends
a relatively low portion of its GDP on transfer pay-
ments and is deemed by many observers to have
low mobility when using the IGE metric (which
reflects the degree to which a child’s income tracks
more closely with the parents’ income). Meanwhile,
Australia has high mobility as measured by IGE but
low social transfer spending. Does that imply that
U.S. transfer payments are a “correction” for low
mobility while Australia’s might be a contributor to
its mobility?

Conversely, France and Denmark spend more
on social transfers than other OECD nations in the
sample, yet according to the IGE measure, Denmark
is considered highly mobile by some definitions
and France is not. Does this imply that Denmark’s
transfer spending is somehow a feature of its natural
mobility pattern while France’s transfers are a cor-
rection for those mobility ills?

Herein lies a major problem with international
comparisons of economic mobility. The data show
that transfer payments have a flattening effect on
the income distribution and also that including or
not including them can affect the inferences drawn
from international comparisons of income mobility,
especially as the sample time horizons are expanded
to encompass the increasing omnipresence of trans-
fers in developed countries.

In-Kind Benefits. While cash and tax trans-
fers can be measured and compared more easily
across nations, the proper inclusion of in-kind ben-
efits proves to be more elusive. The previous section
touched briefly on the ex-ante value of employer and
government health insurance contributions, but
this measure does not encompass the full breadth of
in-kind benefits that would be important in assess-
ing an individual’s full economic well-being in a
range of countries.

As noted by the OECD study Growing Unequal?
Income Distribution and Poverty in OECD Countries:

[S]hifting from household income towards a
broader concept of economic resources raises
a range of questions: some are conceptual, and

mainly relate to the valuation of these services
and to their distribution across individual ben-
eficiaries; others are methodological—and prob-
ably less controversial—but can crucially affect
numerical results.?

For one thing, countries differ greatly in the
degree to which they provide in-kind benefits, such
as government-provided health care, education, and
housing, whereas in other countries, these are paid
for entirely or in part by citizens. For example, ignor-
ing the nuances of computation for the moment,
OECD data from 2000 show that public expendi-
tures on in-kind services as a percentage of dispos-
able income range from 15 percent in the U.S., to 24
percent in France, to over 46 percent in Denmark.?¢
This is an important consideration when mobility is
measured on a cash earnings basis, because fringe
benefits often “depress” cash earnings and so distort
the pattern over time within a country.

Beyond the expenditure side of the equation, the
authors of the OECD report also note that “most
studies on the distributive impacts of government
services value these at their production costs, thus
neglecting differences across countries in the effi-
ciency of service provision.”® While efficiency
implies success in targeting benefits to the desired
constituencies, it does not necessarily indicate
the outcomes or true economic results. Moreover,
the quality of an in-kind benefit costing the same
amount can vary widely, with quite different impres-
sions of being better off between different recipients.
As Representative Paul Ryan (R-WT) argues:

We spend too much of our time in our intellec-
tual effort measuring compassion for those in
need by measuring inputs. How much money are
we spending? How much money are we increas-
ing spending? How many programs are we creat-
ing, but we’re not measuring outcomes. Are these
programs working? Are people getting out of
poverty? And we need to focus on that, because
if we simply measure inputs, Medicaid is phe-
nomenally successful. A 50% increase in the past
tenyears and a forthcoming 125% increase in the

35. Organisation for Economic Co-operation and Development, Growing Unequal? Income Distribution and Poverty in OECD Countries, p. 225.

36. Ibid. p 233.
37. Ibid, p. 225
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next ten years...but surveys are telling us [that]
doctors aren’t even taking Medicaid patients.*®

A recent study on Medicaid in the New England
Journal of Medicine raises similar questions about
whether spending on health services can always be
assumed to add to the well-being of beneficiaries
and thus contributing to mobility. The results of the
study were mixed:

This randomized, controlled study showed that
Medicaid coverage generated no significant
improvements in measured physical health out-
comes inthe first 2years, butit did increase use of
health care services, raise rates of diabetes detec-
tion and management, lower rates of depression,
and reduce financial strain.*

In light of these challenges, placing a monetary
value on an in-kind benefit for the purpose of com-
parison is often technically difficult; for it to be done
accurately, the quality of the benefit would have to be
considered and somehow valued. For instance, how
does one measure the insurance value of Medicaid
coverage or compare the value of health services
in the U.K., where waiting lists are common, with
Medicare in the U.S. where waiting is less common?
Even if one were to receive the same dollar contribu-
tion for insurance coverage, would it be comparable
if one had to wait nine months for a doctor’s appoint-
ment in the U.K. but not in the U.S.?

Thus, setting aside the complexities of measur-
ing cash income properly between countries, the
difficulty of assigning a monetary value to in-kind
benefits that vary so much in quality and efficiency
adds to the problem of comparing economic mobil-
ity between countries, especially for countries in
which in-kind benefits constitute a high proportion
of income.

Most cross-national comparisons of mobil-
ity avoid the challenges associated with including

the value of transfer and in-kind income by relying
instead on more traditional earnings data. That cer-
tainly is simpler. As noted in one presentation at a
recent OECD meeting on income distribution data,
while including in-kind social transfers makes sense,
they are typically excluded for practical measure-
ment reasons.*’

The difficulty of assigning a monetary
value to in-kind benefits that vary so
much in quality and efficiency adds to
the problem of comparing economic
mobility between countries, especially
for countries in which in-kind benefits
constitute a high proportion of income.

But just because it is simpler and traditional earn-
ings data are more easily available and comparable
does not mean that excluding in-kind transfers pro-
duces a sufficiently meaningful picture, especially if
one is trying to draw important conclusions about
the nature of different societies or develop policies to
widen opportunity and reduce presumed inequali-
ties. Tobe sure, if transfers and benefits were similar
in different countries, then more traditional earning
comparisons could be adequate as the basis for com-
parisons, but the differences between countries are
sufficient to cause analysts and journalists at least to
draw attention to the issue and for future studies to
attempt to incorporate these forms of income.

The Accuracy of Economic Mobility
May Be Affected by Demography
and Country Size

In addition to all of the traditional variables that
one would associate with economic mobility, demog-
raphy can play a significant role in driving broad
changes in the income distribution and household

38. News release, “Paul Ryan: Poverty Programs Should Be Measured By Outcomes,” May 7, 2012, http://paulryan.house.gov/news/

documentsingle.aspx?Document|D=294383#.UYFAF64hrTd.

39. Katherine Baicker, Ph.D., Sarah L. Taubman, Sc.D., Heidi L. Allen, Ph.D., Mira Bernstein, Ph.D., Jonathan H. Gruber, Ph.D., Joseph P. Newhouse,
Ph.D., Eric C. Schneider, M.D., Bill J. Wright, Ph.D., Alan M. Zaslavsky, Ph.D., and Amy N. Finkelstein, Ph.D, “The Oregon Experiment—Effects
of Medicaid on Clinical Outcomes,” New England Journal of Medicine, Vol. 368, No. 18 (May 2, 2013), pp. 1713-1722, http://www.nejm.org/doi/

pdf/10.1056/NEJMsal1212321.

40. Michael Forster, “Broadening the Income Concept: Social Transfers in Kind,” Meeting of Providers of OECD Income Distribution Data, February

21-22, 2013, http://www.oecd.org/els/soc/5.1c%20STIKMF.pdf.
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living conditions, which raises obstacles for compar-
isons of countries. Forinstance, Forster and d’Ercole
note that the average household size declined in all
OECD countries on average from about 2.8 persons
to about 2.6 persons over a span of 20 years. The
effect of the broad shift was disproportionately large
in such countries as the U.K,, Italy, and Japan. If
left unaccounted for, the statistics would imply that
“economies of scale in consumption were lost and
that a higher money income is needed to assure the
same level of household well-being.”!
The authors observe that changes in demogra-
phy can also affect income inequality over time. For
example:

Comparing the actual change in income dis-
tribution to what would have occurred had the
population structure (by both age of individuals
and household type) remained “frozen” at the
level prevailing some ten years ago suggests that
these structural factors have increased income
inequality in a majority of [OECD] countries....
More important than population aging per se
have been changes in living arrangements, which
have implied that more people are living alone
and in lone-parent households.*?

These changes, in addition to “assortative mat-
ing” tendencies, explain the authors, had “a sizeable
influence on increasing household income inequal-
ity in some countries,” notably the United States.*3
Failure to consider these long-term trends, especial-
ly the varying degrees with which they affect certain
countries and not others, should make us wonder
how much impact such trends have on comparisons
of long-term economic mobility.

Another and perhaps surprising factor involved
in international comparisons of economic mobil-
ity data appears to be country size and the degree
of demographic heterogeneity. It turns out that the

size and composition of the countries involved in the
samples collected, as well as ranges of economic and
institutional complexity by country size, appear to
influence cross-country comparisons.

In this regard, comparisons between very small
and homogeneous countries, such as Denmark
(population 5.6 million, or about the size of the
Washington, D.C., metropolitan area) and the
United States (with a heterogeneous population
of 311 million), may generate results that are not
as useful in drawing conclusions about the mobil-
ity conditions in each country. Speculatively, com-
paring Western Europe (population ~397.5 million)
with the United States might be more valid than
comparing the U.S. with Denmark—or, for that
matter, comparing Denmark with the European
Union. For instance, economist James K. Galbraith
asserts that Europe, when viewed as an integrated
marketplace, in fact has higher wage inequality
than the U.S.**

The size and composition of the
countries involved in the samples
collected, as well as ranges of
economic and institutional complexity
by country size, appear to influence
cross-country comparisons.

The country size and demographic heterogeneity
issue is likely a relevant factor in attempts to draw
conclusions from what has been dubbed the “Great
Gatsby Curve” by outgoing Council of Economic
Advisers Chairman Alan Krueger, depicted graphi-
cally in Chart 5.** The curve attempts to indicate
a positive relationship between intergenerational
earnings elasticity (between fathers and sons) and a
measure of income inequality by using the 1985 Gini

41, Forster and d'Ercole, “The OECD Approach to Measuring Income Distribution and Poverty: Strengths, Limits and Statistical Issues,” p. 16.

42. Ibid. p.17.
43, Ibid.

44, James K. Galbraith, “Jamie Galbraith on Inequality and Instability,” Real News Network, April 21, 2012, http://www.nakedcapitalism.

com/2012/04/jamie-galbraith-on-inequality-and-instability.html.

45, Alan B. Krueger, “The Rise and Consequences of Inequality in the United States,” Remarks as Prepared for Delivery, January 12, 2012,
http://www.whitehouse.gov/sites/default/files/krueger_cap_speech_final_remarks.pdf.
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CHART 5

“The Great Gatsby Curve"
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events/2012/01/pdf/krueger.ppt (accessed June 3, 2013).
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coefficient.*® As explained by James Manzi of the
Manhattan Institute:

The X dimension on [Krueger’s] chart is the “Gini
Coefficient” in 1985. The Gini Coefficient is a
measurement of the degree to which the income
distribution for a given group of people deviates
from perfect equality. The higher the number,
the more unequal the society (as defined by this
specific metric). The Y dimension on this chart
is the “Intergenerational Earnings Elasticity”
(IGE) today. IGE is a measurement of the degree

to which person X will tend to have a very similar
position in the relative income distribution of a
given population group as his or her parents had
in the prior generation of the same population
group. The higher the number, the less mobility
there is in the society (as defined by this specific
metric).*

When econometricians examine a correlation
like this, one of the first things they look for is the
presence of omitted variable bias: In layman’s terms,
are there any other factorsrelated to the IGE that are
not being considered which could cause the relation
between the Gini coefficient and the IGE to be over-
stated? The answer is yes. Manzi points out that:

[TThe most obvious example is just the size of the
countries. It’s at least plausible that much bigger
countries contain more variety... In fact, if you do
something as simple as recreate the Great Gatsby
Curve, but use the population of each country as
the X-axis, you get a very strong statistical rela-
tionship (log-linear R? = .64). Big countries have
higher IGE. Call it the Moby Dick Curve.*®

What does Manzi mean by this? The Great Gatsby
Curve has an R? of .76, which in layman’s terms
means that 76 percent of the deviation of all dots
(countries) from the line of best fit can be explained
by the model. On the face of it, that seems to be a
convincing demonstration of differences in mobil-
ity. However, Manzi’s Moby Dick Curve was able to
replicate 64 percent of the same total deviation sim-
ply by substituting population size for the Gini coef-
ficient (the measure of inequality). In other words, a
simple correlation would suggest, albeit incorrect-
ly, that a country’s population size affects econom-
ic mobility. That seems highly unlikely, and yet it
would be a good substitute variable to recreate the
Great Gatsby Curve.

As noted previously, one must be very careful not
to mistake correlation for causation. There might

46. "The coefficient varies between 0, which reflects complete equality and 1, which indicates complete inequality (one person has all the income
or consumption, all others have none).” For a graphical representation and further explanation, see World Bank, “Measuring Inequality,”
Poverty Reduction & Equity Website, http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/EXTPOVERTY/EXTPA/0, contentMDK:20238
991~-menuPK:492138~pagePK:148956~piPK:216618~theSitePK:430367,00.html.

47. Jim Manzi, “The Great Gatsby, Moby Dick, and Omitted Variable Bias,” National Review Online, February 7, 2012, http://www.nationalreview.

com/content/great-gatsby-moby-dick-and-omitted-variable-bias.

48. Ibid.
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be no causation—just a coincidence. Or there might
conceivably be some factors such as migration or
demographic homogeneity that have a dispropor-
tionate influence on the data from certain small-
er countries. But if the size of a country seems to
explain differences in inequality, one must be cau-
tious about the nature of the data one is using and
what those data are really telling us about economic
and social patterns.

The debate concerning the merits of the Great
Gatsby Curve has evolved over time, and now mobil-
ity scholar Miles Corak is especially careful to note
that:

[T]he demographic diversity between the high-
income countries, and their underlying values,
imply that it may well be impossible, and indeed
not even desirable, to change the degree of mobil-
ity in countries like the United Kingdom or the
United States into the rates observed in Denmark.
Rather, the cross-country comparison of inter-
generational mobility of the sort offered by the
Great Gatsby Curve invites us to reflect on what
makes one country different than another so we
may clarify the underlying drivers and deter-
mine whether these are forces that can change
and whether we want them to change.*’

In this regard, it is important to understand not
only the macro-mechanisms that affect income and
mobility, but also how cross-country variations in
intergenerational earnings ability are shaped by cul-
tural differences.

Qualities of Mobility in One Country
May Not Be Deemed So in Another

Broadly speaking, societies can be defined by the
way they permit economic mobility. For instance,
there are meritocracies, “fortune cookie” societ-
ies, and class-stratified societies.®® Meritocracies
reward skill and individual effort. Career advance-
ment in fortune cookie societies depends more on

luck and less on, say, positive or negative traits and

skills passed on from parents to their children. Class-
stratified societies reward individuals based on their

bloodline or adherence to cultural norms and places

a ceiling on the advancement of some groups.

These societal constructs can manifest them-
selves in tangible ways, such as labor institutions, or
in intangible ways such as class, race-based, and cul-
tural norms in hiring practices. Additionally, these
effects can be both calculable (union wage distor-
tions) or incalculable (those who did not get pro-
moted or hired based on race or because of a “glass
ceiling”).

Society and Opportunity. Although econom-
ic mobility is typically related to levels of social,
human, and financial capital, there are often unex-
plained residuals that vary dramatically across
countries. The presumption with cross-country
comparisons is typically that a society with higher
measured mobility is somehow more open to enter-
prising, determined people, but that is not necessar-
ily the case. It could be that other factors altogether
favor or disfavor upward mobility. Historian Victor
Davis Hanson illustrates this phenomenon:

If history is a guide, the most savvy Chinese
citizen of Japanese descent would not make it
as a high official in Beijing’s Communist Party—
no more so than a brilliant Japanese citizen of
Chinese descent would run Toyota or Honda. A
white Croatian of enormous talent could not end
up as president of Sudan... It would be virtually
impossible for the most talented Christian or
Jew to be allowed to head contemporary Egypt,
or for a brilliant four-star Buddhist general to
run the Iranian military. For the immediate
future, don’t expect a female business-school
valedictorian to manage Saudi Arabia’s national
oil company.

Notethatinall these cases, such exclusions derive
from criteria other than innate talent, character,

49. Miles Corak, “Income Inequality, Equality of Opportunity, and Intergenerational Mobility,” forthcoming, Journal of Economic Perspectives,
Summer 2013, p. 22, http://milescorak.files.wordpress.com/2013/07/income-inequality-equality-of-opportunity-and-intergenerational-

mobility.pdf.

50. Julia B. Isaacs, Isabel V. Sawhill, and Ron Haskins, Getting Ahead or Losing Ground: Economic Mobility in America, Pew Charitable Trusts,
Economic Mobility Project, 2008, p. 2, http://www.brookings.edu/~/media/research/files/reports/2008/2/economic%20mobility%20

sawhill/02_economic_mobility_sawhill.pdf.
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and industriousness, and can result in the lesser
qualified being considered the only qualified.”

While these may be extreme juxtapositions, they
scratch the surface of what mobility can look like in
an international context. For example, an entrepre-
neurial individual with a certain set of social, human,
and financial capital may experience great upward
mobility in a meritocracy, slightly less in other coun-
tries, or total stagnation in another due to differenc-
es in the traits that each society values. Likewise, if
one is born into the cultural elite of a class-stratified
society, there is not much incentive to pack up and
leave in search of better opportunities.

In the context of differential societies, renowned
economist Gary Becker effectively explains the com-
plexity of attributing intergenerational mobility to
the proper causal factors. For instance, due to inher-
ited abilities:

a “meritocracy” would have a strong correlation
between the earnings of parents and children. In
other words, intergenerational mobility would be
relatively low in such a merit-based economy. To
be sure, intergeneration mobility would also be
low if family position were automatically passed
on from parents to children, independently of the
abilities of children (or parents).... By contrast, if
earnings were basically randomly determined in

each generation without regard to merit or any
other considerations, there would be complete
intergeneration mobility even though merit had
no role in determining earnings.%?

In short, it is important not to accept intergenera-
tional mobility estimates at face value without first
considering how that society rewards the various
forms of social, human, and financial capital.

Conclusion

International comparisons can be very helpful
both in understanding patterns in one’s own coun-
try and in assessing social conditions and policy
impacts, but it is also easy to draw erroneous or at
least questionable conclusions from cross-country
comparisons. This can be the case when looking at
economic mobility and opportunity. Differences in
data collection methods, the inclusion or exclusion
of certain forms of income and benefits, and cul-
tural differences are just a few of the reasons to be
cautious.
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