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Cross-Sectional Inequality across Generations

» What do parents pass on to their children?

[J Earning ability/potential

— Innate traits, human capital, labour market information

[J Access to other income

— Marital preferences & spousal earnings, inter-vivos transfers, bequests
O Attitude towards consumption expenditures
— Saving propensity, preference for risk, conspicuous expenditure

» Consider parental influences on inequality of outcomes in:
(i) earnings, (i) other income, (iii) consumption
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- Data
LData: Source, Sample & Variables

Data

O Source: PSID. Follows adult lives of parents and their children.

O Period: Annual 1967 through 1995; Biennial 1996 through 2016.

O Sample:
- Parents born between 1909 & 1960 & below 65 years age
- Children born between 1952 & 1981

O Key Variables:
(1) Earnings: Labour earnings of male household head

2) Other Income: Transfer income (public + private) of head and wife
P P!
+ Labour earnings of wife

(3) Consumption: Adult equivalent family expenditure
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LData
LData: Consumption Expenditures

Panel Data on Consumption Expenditures

Measuring Consumption Expenditures

Detailed consumption data starts in 1998

Baseline: Food expenditures - full sample since 1967

— Robustness 1: Total expenditure based on PSID-to-PSID imputation (Attanasio &

Pistaferri, 2014) - full sample since 1967

Robustness 2: Total expenditure measure - smaller sample between 1997 and 2015
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LData
LSurnrnary Statistics

Summary Statistics

A. Sample Characteristics Parent Child

Cohort Range 1909-1960 1952-1981

Age Range (years) 25-65 25-62

Mean Age (years) 47 37

Mean no. of years of observations per person 12 9

No. of unique households 574 761

B. Summary Statistics Parental Variance Child Variance IGE
Total Family Income 0.206 0.198 0.36
Head Earnings 0.291 0.249 0.33
Other Income 0.807 0.535 0.12
Food Consumption 0.097 0.114 0.26
Imputed Total Consumption 0.112 0.117 0.49

Note: The first two columns of Panel B report the cross-sectional variances of time-average log data
purged of the year and birth-cohort effects for each generation. The decline in earnings inequality
across generations occurs mechanically because parental income is observed at older ages when dis-
persion is higher (see mean ages in Panel A). The IGE column reports the reduced-form IGE computed
as in Lee and Solon (2014), averaged over the 1990-2014 sample period.
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L Framework

Income Processes: Earnings & Other Income
O Parent (p)

. ) _ =P P p P _  Pop P
Head Earnings: ez, = & +&,+¢e;, where & =ac&, +e,

P =P p P P _ POP P
Other Income: ng, = ny "‘ef,r"‘ﬂf,t where @fyt = a,,@fytfl +0f7t
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L Framework

Income Processes:

O Parent (p)

Head Earnings:

Other Income:

O Child (k)

Head Earnings:

Other Income:

Earnings & Other Income

& +E, +ef,
ny + 05, +9f

_k K K
& + & tery

Af +Of , + 95,

where

where

where

where

P
gft aegft 1+€ft

@“—a@ fit— 1+9¢,t

k k ok k
5f,t = aegf,t—l + €r ¢

k k ok K
Of: = 0;Of 1 + 0f



Consumption & Income Inequality across Generations

L Model

L Framework

Income Processes: Earnings & Other Income

O

Parent (p)

Head Earnings: e}, = & +&f,+¢7,

Other Income: n?, = #f+0O%, 4+ 9%,
Child (k)

Head Earnings: e,’f’t = é,’f + E;it + ef,t

Other Income: n},?,t = ﬁ‘; + @f{t + 19‘,%
Intergenerational Persistence
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L Model

L Framework

Life-Cycle Consumption Problem

O Dynamic consumption plan; same for each generation.

O Maximise lifetime utility:

T—t
max ]Et ZﬁjU(CfYH,j)
{Crad]_, =
s.t.
Af,t+1 = (1+r) (Af,t+ Ef,t+Nf,t_ Cf,t)

O Extension: Make family linkages explicit and model warm-glow motives for

parental transfers

[0 Robustness: Results are robust to excluding potentially credit-constrained families
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Consumption Process
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Consumption Process

O Cre [Af,t + Z,-T:o (1%,)1 E: (Er e+ Nf,t+j)]

O Inlogs: cre ™ Qp + & + fr + 175 Ere + 15770, O + 15 (Ere + 1)

O Assume:
P _ =p p P P PP P
a5, =G + 7, + o7, where r = agPr_ + o,
K _ =k K k k k iy k k
A = Gr + Pr e+ 0f where Of = ag®r 1+ PF

O Intergenerational Persistence: §f = \g/ + g
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L Model

L Framework

Unobserved qf ; — What does it measure?

— Annuitised value of non-earned resources, e.g., rental income,
non-labour part of business income

Higher order preference terms, e.g., prudence and other saving
motives

Consumption-shifters, e.g., taste for particular commodities, etc.

Outflows: transfers to others and income and wealth taxes

Measurement error in consumption
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Head Earnings:
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L Model
LEstimation

Examples of Moment Conditions
(a) Variances

Ok
Var (ef t) = Y202 + p2ods + 2vpeczn o + O'gk + W + O'ik
— (ak
r 20 2
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Cov (ef ts ”I; t) = (vp+Ynpe) oee e + ’Y’YnO'gp + PPeU%P + Tk g

(c) Non-contemporaneous Covariances
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L Model
L Estimation

3 Sets of Parameters of Interest

O Intergenerational Elasticities

1. Parental earnings on child earnings: v
Parental other income on child other income: p
Parental earnings on child other income: ~,

Parental other income on child earnings:  pe

o K~ w DN

Parental consumption-shifters on child consumption-shifters:

O Second Moments of Fixed Effects

; L2 2 2 2 2 2
1. Variances: 0%, Tikr Thpr Tgir Tgpr T

2. Covariances: ozp gr, Ogk gk OTP,GPy Opk gky O8P AP, Ogk pk

O Persistent & Transitory Shock Parameters
1. Innovation to AR(1) shocks: O'SP, (rfk, agp, agk, Jip, aik
2. AR(1) persistence: of, a’g, ob, aﬁ, ag, ag
3. Transitory shocks: agp, agk, 0129,,, Uik, U?pp, aik
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L Estimation

Empirical Steps

1. Regress log variables on year & cohort dummies; use residual variation

2. Minimize distance between empirical and theoretical moments (GMM)
O Equally weighted moments

O Bootstrap standard errors

3. Over-identification
O Panel Variation: 75 moment conditions & 35 parameters

O Cross-Section Variation: 21 moment restrictions & 17 parameters
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L Results

L Parameter Estimates

Estimates: Intergenerational Persistence

Variables Parameters Estimates
(1)
Earnings ~y 0.229
(0.028)
Other Income P 0.099
(0.027)
& on 7f Yn 0.208
(0.035)
AP on &f pe 0.055
(0.019)
Consumption Shifters A 0.153
(0.037)
No. of Parent-Child Pairs N 761

Note: Bootstrap standard errors with 100 repetitions in
parentheses. Average age for parents is 47 years, for chil-

dren is 37 years.
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Estimates: Intergenerational Persistence
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LResults
leplications for Inequality: Role of Parents

Parental Impact on Variance of Child Outcomes

0O Head Earnings
Var (E;lf() = ’720'§P + PﬁU%p + 2Ypeoer 7p +U§k

N—_——
0.249

O Other Income 2oy Ve e Ee o
=k 2 _2 2 2 2
Var (nf) = p 05 + Vn0sr + 2pVn0ee 1o 075,

——
0.535

Parental contribution: 7.9%

Parental contribution: 4.4%

O Consumption
Var (E)’f() = )\20'?79 + (v + ’7’n)2 ng +(p+ Pe)2 U%p

0.114

+ 2[(v +vn) Aozr g + (p + pe) Aare,ge + (p + pe) (v + n) o2r 70 ]

Parental contribution: 30.1%

2 2 2
+ O'ﬁk +U§k +Uﬁk+2(0'ék’zf7k+0';‘,kyak+0'ék’ﬁk)
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leplications for Inequality: Role of Parents

Family Background & Distribution of Outcomes
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Long Run Inequality
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L Results
leplications for Long-Run Inequality

Long Run Steady State Inequality

Table: Steady-state inequality vs. current inequality

Variable Parental Child Steady-state
Inequality  Inequality Inequality

Earnings 0.183 0.260 0.265
Other Income 0.876 0.631 0.638
Consumption 0.090 0.117 0.129

Note: Estimates based on sample of 404 unique parent-
child pairs with age restricted between 30 and 40 years.
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L Results

- Inequality vs Persistence

What matters more? Parental inequality or persistence?

Table: Varying Persistence v

Setyto: o2, Var(e?) Var(g5) Var(e") %

(1) (2) (3) (4) (5) (6)
010 0258 018 0260 0262  0.9%
0.19  0.253 0.183 0.260 0.265  2.7%

0.50 0.221 0.153 0.260 0.298 14.9%
0.90 0.175 0.104 0.260 0.955 32.7%

Conclusions:
1. Persistence matters more, role of parental inequality is secondary.
2. Persistence is not large enough for large increase in inequality due to family.
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leplications for Intergenerational Insurance

Implications for Consumption Insurance

O Income fixed effect follows an AR(1) process across generations:
= =P | vk
V£ =m3f + ¥

0 Measure consumption insurance against idiosyncratic component of
child income fixed effect, V¥

O Pass-through of the idiosyncratic child income fixed effect to the
consumption growth over generations: ¢f — ¢f = p.yK

O Intergenerational counterpart of pass-through measure in Blundell,
Low, Preston (2013) with persistent income shocks:

Var (¢f) — Var (cf)
= y— -
Cov (ck,yK) —ny Cov (£, yF)
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Consumption Pass-though Measures by Parental Income Quartile

. Var(E;‘)—Var(Ef)
K= Cov(ek,yk)—ny Cov(2t,77)

Al Q1 Q2 Q3 Q4

Head Earnings 039 0.11 1.15 050 0.46

Total Family Income 0.38 0.12 090 0.88 0.48

O Substantial insurance against risk in the child generation

O Insurance is largest at the bottom and top of the income distribution
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leplications for Intergenerational Insurance

Consumption Pass-through Measures by Parental Income Quartile

o Var(Z‘?)7Var(E,’,’) - - - 5
= Cov(gk,yk)—ny Cov(2F.7F) Al Q1 Q2 Q3 Q4
Head Earnings 0.39 0.11 1.15 0.50 0.46
When 1, =0 0.22 0.09 1.11 0.50 0.31
Total Family Income 0.38 0.12 0.90 0.88 0.48
When 1, =0 0.22 0.10 0.87 0.89 0.37

O Substantial insurance against risk in the child generation
O Insurance is largest at the bottom and top of the income distribution

O Switching off parental influence on income matters most at the top
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LRobustness

Robustness & Extensions

Explicitly model warm-glow motives for parental transfers to children:
No additional importance of parents captured through motives behind transfers.

Liquidity Constraints: QRIS CalEueliiliey

Various methods of identifying credit-constrained households indicates effect of
such constraints is negligible for our results.

Permanent Income as Random Walk:
Alternative model of persistence in permanent shocks (growth rates) rejected

Different cohorts of children:
No statistical evidence of changes across cohorts

Restricting cross-effects (yn = pe = 0):

Parental importance increases for earnings inequality.

Random matching between parents and children:
Placebo test validates our findings.

Imputed consumption instead of food expenditure:
Parents matter more for consumption inequality, but this estimate is likely inflated.

Use panel variation:
Qualitatively similar estimates for persistence and inequality
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L Conclusion

Conclusion

1. Methodological importance of joint modelling of consumption and income channels

2. Idiosyncratic heterogeneity diffuses and attenuates impact of family background.
Idiosyncratic shocks account for most of lifetime dispersion.

3. Consumption insurance against income shocks idiosyncratic to a generation is
about 60% on average and is largest at the two tails of family income distribution.

4. Intergenerational persistence would have to be much higher to induce, by itself,
further substantial increases in inequality

5. Cross-generational persistence in permanent income and consumption levels. No
evidence of persistence in contemporaneous shocks.
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Consumption Expenditure Categories

Consumption: 11 categories observed in different PSID-waves

(Al.) food (1968-2015 except 1973, 1988 and 1989)
(A2.) housing (1968-2015 except 1978, 1988 and 1989)

(B1.) child-care (1970-1972, 1976, 1977, 1979, 1988-2015)

(C1.) education (1999-2015)
(C2.) transportation (1999-2015)
(C3.) healthcare (1999-2015)

(D1 ) recreation and entertainment (2005-2015)
trips and vacation (2005-2015)

clothing and apparel (2005-2015)

home repairs and maintenance (2005-2015)

household furnishings and equipment (2005-2015)

(D2
(D
(D
(

NN NI NG

3
4.
D5.
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Consumption Imputation (Attanasio & Pistaferri, 2014)

Step 1:
In(Nit) = Zhw + pim + g(Fie; \) + uir
Step 2:
Cie = Fir + exp {Zi/t('b +pftg (Fit; 3\)}
Notations:

> (A.',-,t: Imputed total consumption

»> N;;: Total consumption net of food expenditure
» Z;:: Set of socio-economic controls
>

p:: Relative prices — overall CPI, and CPI for food at home, food away from
home and rent

v

g(.): A polynomial function

v

Fi: Total food expenditure

» uj: Error term
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Goodness

of Imputation

Panel A

Panel B

2000

2002 2004 2008 2008

—=—  SDlog imputed consumption)

SD log actus! consumption

Panel G

2010

2012

puted consumption

wal consumption

1570 1875 1980 1535 1950 1995 2000 2005 2010 2015

345678481

1985 1970 1975 1980

1985 1990 1995 2000 2005 2010 2015

SD log imputed consumption|
SD log sctusl censumption

Panel D

1985 1990 1995 2000 2005 2010 2015

Fredicted SO log consumption
D log actusl consumption
D log total income

SO log labour eamings
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List of controls, Z; ;

Age Dummies

Education Dummies

Marital Status Dummies

Race Dummy

State of Residence Dummies
Employment Status Dummy
Self-Employment Dummy

Hours worked by household head

© ®© N0 RWN =

Homeownership Dummy

,_\
o

Disability Dummies

[ay
[

Family Size Dummies

—
N

Number of children in the household

—
w

Household Income (allows for non-homothetic preferences)
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Intergenerational Mobility: Matrices

Earnings

Parent
Child Qp,l Qp,2 Qp,3 Qp,4
Qc,1 45.98 | 27.88 | 17.29 9.56
Qc,2 2541 | 29.64 | 27.17 | 15.93
Qc,3 19.75 | 24.80 | 30.44 | 23.10
Qc,a 8.86 17.69 | 25.10 | 51.41

Consumption

Parent
Child Qp,1 Qp,2 Qp,3 Qp4
Qc,1 53.02 | 27.79 9.75 4.95
Qc,2 26.53 | 32.04 | 25.65 | 13.65
Qc,3 16.28 | 26.51 | 35.40 | 23.55
Qc,4 4.17 13.67 | 29.20 | 57.84
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Mobility Matrix

A cell ¢;; in a mobility matrix at the intersection of the i row and the j*"
column Vi, j = 1(1)4 is given by

ci,j = Prob [child € Qx,;| parent € Qp ;] x 100

where Qi; denotes the i*" quartile of the child distribution and Q,; denotes the
j™ quartile of the parental distribution.
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Parents

> e?ti_

+P +uft’ where uf (00 )
l

> PP, =PE, 1+V?,t; where v, ~ (0’03")

Children

> e

+Pk +uft, where u,r (Oa )
> Pk — (00 <)

Pf et vf ¢+ Where vf .

Alternative Model (Blundell, Pistaferri & Preston, 2008)
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Alternative Model (Blundell, Pistaferri & Preston, 2008)

Parents

\
%
I

Pep,*éf—&-P +uft,whereuf (Oa )

_ pP p . p iid 2

e = Pf,t_1 + (7% where Ve ™ (0, avp)
P _ P p

> Aef,t - Vf,t +A”f,t

Children
>e,’§t:éf§+P —i—uH,whereu,r (00 )
Kk _
> Pr.= Pf et vf ¢+ Where vf . (0 o2 )

> Aer,’(,t = pvf‘t + ef’t + A“f,t; Estimate of p = 0.242 (0.16)
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Alternative Model (Blundell, Pistaferri & Preston, 2008)

Parents

> ef.’,t:éf—&-P +uft,whereuf (Oa )

P _ pP P . P 2
> Pf,t = Pf,t_1 + (7% where Vet ~ (0, avp)
P _ P P
> Aef,t_vf,t+A”f,t
P _ P P
> Anf,t_’/f,t+A€f,t

Children
> eﬁ,t:éf;—i—Pk +”ft' where u,r (00 )
k
> Pf,t P” 1+v“,wherevft (00 )
> Aef c=pvE L+ af .+ Au,r .+ Estimate of p = 0.242 (0.16)

> Anf,=\F, +0f, + ACF,; Estimate of A = 0.097 (0.07)



Consumption & Income Inequality across Generations

Alternative Model (Blundell, Pistaferri & Preston, 2008)

Parents

> ef.’,t:éf—&-P +uft,whereuf (Oa )

> Pf,t = P?,t—l + vf,t; where vf,t ~ (0, aap)

> Aep = vft+Auf:t

> Anf t = Vf,t + AC?J

> AP, = ¢erVE , + brovf  +ertf [+ Yo CE +EF
Children

> eﬁ,t:éf;—i—Pk +”ft' where u,r (00 )

>P;‘,t:P”1+v“,wherevft (Oa )

> Aer’.‘t =pvf, + af .+ Au,r .+ Estimate of p = 0.242 (0.16)

> Ank, =P, +0 + ACk,; Estimate of A = 0.097 (0.07)

| 4

Acﬁ,t = ¢ekPVf,t + ¢ek5,;,t + d)nk)‘l’?,t + ¢nk0’f(,t + e “,;,t + wnkcr,f,t + ng,t + X,;,t;
Estimate of v = 0.007 (0.05)
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Estimates: Variance

Explanation Parameters Estimates
(1)
Parental Outcomes: Variances
Permanent Earnings agp 0.296
(0.020)
Permanent Other Income agp 0.805
(0.058)
Permanent Consumption Shifters o'gp 1.027
(0.064)
Child Idiosyncratic Shocks: Variances
Permanent Earnings o'?k 0.229
€
(0.014)
Permanent Other Income ogk 0.511
n
(0.041)
Permanent Consumption Shifters o—?k 0.733
g
(0.058)

Note: Bootstrap standard errors with 100 repetitions are reported

parentheses.

in
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Estimates: Covariance

Explanation Parameters Estimates
(1)

Parental Outcomes: Covariances

Consumption Shifters & Earnings &P GP -0.270
(0.026)

Consumption Shifters & Other Income ORP P -0.816
(0.060)

Earnings and Other Income &P 7P 0.069
(0.017)

Child Idiosyncratic Shocks: Covariances

Consumption Shifters & Earnings Tk gk -0.250
(0.024)

Consumption Shifters & Other Income Tk gk -0.523
(0.046)

Earnings & Other Income Ok sk 0.076
' (0.017)

Note: Bootstrap standard errors with 100 repetitions are reported in paren-
theses.
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Fit of Moments

Cov(cP,c")
Cov(c,n¥)
Cov(cP,e")
Cov(nP,c")
Cov(n®,n*)
Cov(n®.e")
Cov(eP,c")
Cov(eP,n)
Cov(eP,e"

Cov(n¥,c¥)

Cov(eX,c")
Cov(e*,n)
Var(c¥)
Var(n*)
Var(e¥)
Cov(n®,cP)
Cov(e,c”)
Cov(e?,n?)
Var(c?)
Var(n®)
Var(e)
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‘Other Income’ Decomposition: Role of Marital Selection

Variable Role of Parents under Alternative Models
Baseline | Baseline Il Model B Model C
761 Pairs 459 Pairs 459 Pairs 459 Pairs
1) (2) (3) (4)
Head Earnings 7.9% 10.6% 14.6% 5.7%
[3.5%, 12.4%] [4.8%, 16.4%) [8.6%, 20.6%] [1.1%, 10.4%])
Wife Earnings - - 8.1% 3.8%
[2.7%, 13.4%] [0.9%, 6.7%)]
Transfer Income - - - 0.4%

[-0.8%, 1.5%]

Wife Earnings + Transfer Income 4.4% 3.5% -
[1.4% 7.4%) [0.1%, 6.8%]
Consumption 30.1% 24.6% 22.8% 34.8%

[19.7%, 40.5%]  [14.0%, 35.2%]  [12.6%, 33.0%]  [18.1%, 51.5%]

Note: Models differ in the definition of other income. Baseline model uses the sum of wife earnings and transfer
income as the measure of other income. Model B uses wife earnings only, while Model C uses three separate income
processes for head earnings, wife earnings and transfer income. All models use food expenditure as the measure of
consumption, and use only cross-sectional variation from time-averaged variables. 95% confidence intervals are reported
in parentheses.
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Liquidity Constraint I: High Consumption Growth

Following the theoretical result in Crossley & Low (2014), we classify a household as
constrained in year t if its growth rate in food expenditure between years t and t + 2 is
greater than 50% or the growth rate between years t — 2 and t is less than -25% (i.e., a
decrease of more than 50%).

Table: Parental Impact on Variance of Child Outcomes

Variables Baseline No Constrained Parent No Constrained Parent or Child
Drop Observations  Drop Households Drop Observations  Drop Households
(1) (2 ®3) (4) (5)
Head Earnings 7.9% 8.2% 8.2% 7.8% 8.0%
Other Income 4.4% 4.2% 5.7% 4.0% 6.2%
Consumption 30.1% 29.9% 32.7% 29.6% 38.9%

Parent-Child Pairs 761 761 421 761 198
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Liquidity Constraint Il: High Consumption Volatility

We drop the top decile of households based on the ratio of variance of food expenditure
to the variance of head earnings over the life-cycle. The idea is that high volatility of
consumption relative to that of income is indicative of lack of effective consumption
smoothing, and such households are more likely to be liquidity constrained.

Table: Parental Importance for Child Inequality

Variables Baseline Sample  No Constrained Parent No Constrained Parent or Child
1) (2 (3)

Head Earnings 7.9% 9.2% 9.2%

Other Income 4.4% 4.1% 3.8%

Consumption 30.1% 28.7% 29.5%

Parent-Child Pairs 761 648 576
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Liquidity Constraint Ill: Young Parents

If there are considerable binding credit constraints when the parents are younger and
their children are still living with them, then the intergenerational persistence would be
higher for that period than in the later stages of parental life when these constraints are
generally relaxed. However, we do not find any evidence of decreasing parental
importance as we keep studying progressively older parents.

Table: Parental Importance for Child Inequality (573 pairs)

Variables Parent|Agek < 35  Parent|Agek < 30  Parent|AgeX < 25  Parent|Age¥ < 20
1 () ®3) 4)

Earnings 9.9 9.5 8.3 8.1

Other Income 4.7 4.9 5.1 4.3

Consumption 30.6 30.0 31.6 32.9
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Parental Importance in Child Inequality by Child Birth-Cohort

Variables All Cohorts 1952-1966 Cohort 1967-1981 Cohort
1) (2) (3)
Earnings 7.9% 8.0% 8.3%
[3.5%, 12.4%)] [3.2%, 12.7%)] [3.0%, 13.6%]
Other Income 4.4% 3.2% 8.3%
[1.4%, 7.4%)] [0.2%, 6.2%)] [0.5%, 16.1%]
Consumption 30.1% 33.6% 23.9%
[19.7%, 40.5%]  [21.2%, 46.6%)] [14.6%, 33.2%]
No. of Parent-Child Pairs 761 467 294
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Robustness Checks: Intergenerational Persistence

Parameters Baseline Random Match Yn=pe=0 Imputed Consumption All Marital Status
(1) (2) (3) (4) (5)
Earnings: 0.229 -0.018 0.340 0.256 0.217
(0.028) (0.028) (0.027) (0.024) (0.029)
Other Income: p 0.099 -0.039 0.120 0.096 0.103
(0.027) (0.025) (0.028) (0.028) (0.035)
é’; on ﬁ‘;: Yn 0.208 -0.007 0 0.237 0.239
(0.035) (0.035) (0.031) (0.039)
ﬁ'; on EI;: Pe 0.055 -0.015 0 0.052 0.058
(0.019) (0.023) (0.015) (0.015)
Consumption Shifters: A\ 0.153 -0.048 0.108 0.127 0.170
(0.037) (0.034) (0.029) (0.033) (0.042)
No. of Parent-Child Pairs: N 761 761 761 761 1038

Note: Bootstrap standard errors with 100 repetitions are reported in parentheses.
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Robustness Checks: Parental Importance in Child Inequality

Table: Robustness: Importance of Parental Heterogeneity for Child Inequality

Variables Baseline Random Match Yn=pe=0 Imputed Consumption  All Marital Status
1) 2 (3) ) (5)

Earnings 7.9% 0.1% 13.5% 9.3% 6.4%

[3.5% 12.4%) [-0.8% 1.0%] [9.4% 17.6%] [6.0% 12.6%)] [3.4% 9.4%]
Other Income 4.4% 0.2% 2.2% 5.0% 2.5%

[1.4% 7.4%] [-0.4% 0.9%] [0.2% 4.1%)] [2.2% 7.8%] [0.9% 4.2%]
Consumption 30.1% 0.2% 19.6% 47.6% 26.1%

[19.7% 40.5%] [-0.9% 1.3%] [13.5% 25.7%] [35.4% 59.8%] [17.2% 35.0%]
No. of Parent-Child Pairs 761 761 761 761 1038

Note: All numbers are in percentage terms. 95% confidence intervals are reported in parentheses.



Consumption & Income Inequality across Generations

Optimal Parental Transfers: Specification

T—t 1—o 1—po
C ) T
i fot+ fot+
max E: E e 1—J + #1-1—J
{Cr,s:Tr s}, v -0 — M2
s.t.
Af 41 =

(1+r) (Af,t + Ert+ Nep — Cre — 7?,»:)
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Optimal Parental Transfers: Specification

T—t 1—o 1—po
C ) T
i fot+ fot+
max E: E e 1—J + #1-1—J
{Cr,s:Tr s}, v -0 — M2
s.t.
Af,t41

= (1+7r) (Af,t + Ert+ Nep — Cre — 7?,»:)

> 7',.;” 2 = ¢ t" /u1 implies consumption is a sufficient statistic for transfers.
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Optimal Parental Transfers: Specification

T—t )}70-- ,7;1—;/“2
max E, G| Lt #1‘;‘*'1
(G Tr s} L, ; l-o 1—m2
s.t.
Afty1 = (1+47r) (Af,t+Ef,t+Nf,t— Cf,t—7?,t)

> ;f‘z =G, t” /u1 implies consumption is a sufficient statistic for transfers.

» Transfers affect child earnings through human capital investment (\e) and child
other income through inter-vivos transfers (\,)
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Optimal Parental Transfers: Specification

T—t 170-_ 7—1—;112
max E, ZBJ ittt + Hl.ﬁ
{CroTrs} L, = 1-0o 1—p2
s.t.
Aftpr = (L+7r) (Af,t+Ef,t+Nf,t—Cf,t—Tf,t)

> Tf;” 2= CE :d /u1 implies consumption is a sufficient statistic for transfers.

» Transfers affect child earnings through human capital investment (A¢) and child
other income through inter-vivos transfers (A,)

& = (Y A)E 4 (pe + Ae) Y + Aol + &F
Af = (P4 ) BZ + (v + An) & + A\ng? + Hf
G = (A A+ A) G+ (7 +vn A+ An) &+ (0 + pe + Ae + An) 7

RE - L
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Optimal Parental Transfers: Results

Variables Baseline Model  Optimal Transfers
1) (2)
Earnings 7.9% 7.8%
[3.5%, 12.4%)] [4.3%, 11.3%)]
Other Income 4.4% 4.3%
[1.4%, 7.4%)] [1.6%, 7.0%)]
Consumption 30.1% 32.4%

[19.7%, 40.5%]

[23.7%, 41.3%]
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Effect of Income Tax

Variables Pre-tax Case A Case B Case C
(1) (2 (3) (4)
Head Earnings 8.0% 4.2% 7.0% 8.9%
[4.4%, 11.6%) [1.5%, 6.9%)] [4.0%, 10.1%]  [4.7%, 13.1%)]
Other Income 4.2% 4.3% 3.4% 2.0%
[1.4%, 7.1%)] [1.3%, 7.4%)] [0.7%, 6.1%)] [-0.7%, 4.7%)
Consumption 29.4% 22.3% 25.6% 17.4%
[20.3%, 38.4%] [14.6%, 29.9%] [17.4%, 33.8%] [8.9%, 25.8%]
No. of Parent-Child Pairs 755 755 755 700

Note: The sample size in columns (1) through (3) is smaller by 6 parent-child pairs from our baseline sample
because of non-availability of tax data for those households. Case C leads to negative other income for some
families, and they are dropped from the analysis. This leads to the loss of 55 parent-child pairs in column
(4). Numbers in parentheses are 95% confidence intervals, calculated using bootstrap standard errors with
100 repetitions.
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