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Intergenerational 
Economic Mobility
America is known as the land of opportunity, but  
our children are not destined to do better than us.

According to “the American Dream,” 
if we work hard enough and play 
by the rules, we’ll improve our situ- 

ation and do better than our parents.  
But the data show that this is not equally 
true for all Americans. This is a concern 
for anyone who cares about the economy,  
because intergenerational economic  
mobility—defined as the relationship  
between children’s and parents’ economic  
outcomes—shapes the economy’s overall 
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productive capacity.1 Newly available data 
have generated novel insights into the 
nature of economic mobility, and in this 
article I use that data to describe the  
key patterns and determinants of mobility  
in the U.S. Understanding economic 
mobility also helps us assess shifts in the 
economy that have occurred in recent 
decades and evaluate the long-run conse-
quences of policies.
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Key Patterns of Inter- 
generational Mobility
Thanks to the recent availability of tax data  
that contain high-quality information on 
parent-child linkages, income, and place of  
residence, we can now identify some of the  
key patterns in intergenerational mobility. 

First, the share of children who earn 
more income than their parents did at the  
same age has decreased over time (Figure 
1).2 Over 90 percent of children born in  
1940 earned more income than their 
parents. However, only 50 percent of the 
children born in 1980 earned more than 
their parents. Two factors explain this 
decline: the slowdown in income growth 
after 1970, and the fact that this slowdown 
was most pronounced at the lower and 
middle sections of the income distribution.

Second, a child’s rank in the nationwide  
household income distribution is related 
to their parents’ rank, but these variables 
do not simply move one-for-one with 
each other. This is made clear when com- 
paring the rank of individuals born in 
the same year to their parents’ rank.3 
Specifically, there is considerable upward 
mobility for children born to parents with 
lower incomes. For example, children 
born to the poorest parents—in the 1st 
percentile of the income distribution—rise 
on average to the 31st percentile. There  
is also considerable downward mobility for  
children born to parents with higher 
incomes. Children born to the richest  
parents—in the 100th percentile—on aver- 
age fall to the 73rd percentile. When 
averaging over all parents and children  
in the data, each 1 percentile increase in 
parents’ income rank is associated with  
a 0.37 percentile increase in children’s in- 
come rank. This relationship lies between  
the benchmarks of perfect mobility—where  
a child’s income rank would be unrelated 
to their parents’ income rank—and no  
mobility—where a child’s income rank 
would equal their parents’ rank.

This relationship can also be used to  
gauge convergence across multiple gener- 
ations. For example, parents in the 25th 
percentile of the income distribution on  
average have a child who rises to the  
41st percentile, and parents in the 41st 
percentile of the income distribution  
on average have a child who rises to  
the 47th percentile, which implies that the  
grandchild of the 25th percentile earner 

40%

20%

0%

60%

80%

100%

1940
Birth cohort

‘841950 1960 1970 1980

0 20 40 60 80 100

0

20

40

60

80

100

Parent Percentile

Child Percentile
No m

obilit
y

Perfect mobility

All races

Asian
Black
Hispanic
White

American Indian

Value Line of best fit

F I G U R E  1

A Shrinking Share of Americans Earn More Than Their Parents
This is because sluggish income growth has been most pronounced  
for lower- and middle-income households.
Share of children who grew up to earn more than their parents did, 1940–1984

F I G U R E  2

A Child’s Income Is Related to Their Parents’ Income
However, some races experience more intergenerational mobility than others.
Relationship between a child’s and their parents’ rank in the nationwide household income distribution, by race

Data Source: Chetty, Friedman,  
Hendren, et al. (2020).

Data Source: Chetty, 
Grusky, Hell, et al. (2017).

Note: Calculations based on inflation-adjusted,  
pretax household (including spouse’s) income.

Note: Calculations based on inflation-adjusted, pre-
tax household (including spouse’s) income at age 30.
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for as long as these differing rates of eco- 
nomic mobility persist. One striking  
additional finding is that the Black–White 
gap in economic mobility is driven entirely  
by differences between men, as Black 
and White women have similar rates of 
economic mobility conditional on their 
parents’ income rank.

Fourth, economic mobility varies  
considerably across local areas (Figure 3). 
For example, Black children born to  
parents in the 25th percentile of the nation- 
wide income distribution rise on average 
to the 39th percentile if they spend their 
childhood in the Boston commuting zone,  
but only to the 30th percentile if they 
grow up in the Cleveland commuting zone.  
Because each percentile of the income 
distribution translates to around $1,000 in 

will rise to near the middle of the income 
distribution. This represents fairly rapid 
convergence in economic outcomes across  
two generations.

Third, patterns of economic mobility 
differ significantly by race and ethnicity  
(Figure 2).4 Among children born to 
parents with the same income rank, the 
income ranks of American Indian and 
Black children do not rise as much as the 
ranks of White and Asian children.  
The rate for Hispanic children is in the 
middle. This inequality in mobility by 
race and ethnicity is particularly striking 
because it compares children born in the 
same year to parents of the same income 
rank. These findings suggest that the  
lower income levels of American Indian  
and Black individuals will likely persist  

F I G U R E  3

Economic Mobility Varies Across Areas
But White children experience more upward mobility and are more likely to get a degree.
Mean income rank of children born to parents at the 25th percentile of the income distribution and the percentage  
of those children with a college degree, by commuting zone that hosts a Federal Reserve System bank or the 
Board of Governors

Source: Chetty, Friedman, Hendren, et al. (2020).
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annual household income, this 9-percentile  
gap amounts to a difference of around 
$9,000 in annual income. This difference 
in income mobility is closely related to 
the difference in educational mobility, 
which is calculated here as the share of  
children born to parents in the 25th percen- 
tile of the income distribution who get  
a college degree. There is also considerable  
variation in White children’s economic 
mobility across areas.

These findings point to remarkable var- 
iation in economic mobility by time, 
space, and race. But why does economic 
mobility vary in these ways? I address  
this question in the remainder of the article,  
starting with a discussion of a conceptual 
framework that describes the determi-
nants of long-run economic outcomes.

Determinants of  
Economic Mobility
Researchers have long identified human  
capital as a key determinant of an individ- 
ual’s economic success. Human capital 
comprises factors valued in the labor mar-
ket, such as knowledge, skills, attitudes, 
and health. Usually, the more human 
capital you have, the higher your wages.  
Of course, an individual’s income depends  
on many other economic and social forces,  
such as how many hours they work, the 
presence of labor market institutions (such  
as unions and a minimum wage), and  
the extent of the discrimination they face. 

Human capital depends on inputs  
received throughout childhood.5 One set of  
inputs is environmental: the characteristics  
of a child’s family, peers, and neighbor-
hood. Another set of inputs comprises 
material and time investments from both 
private and public sources, such as par-
ents and schools. Environmental factors 
are closely related to these investments, 
but investments are easier to adjust. For  
example, it is easier for a parent to change  
how much time they spend reading to 
their child than the neighborhood in 
which they reside. 

However, some parents and children 
face constraints on their ability to finance 
these investments. These constraints arise  
because the return on investment— 
higher human capital—cannot be pledged 
as collateral to a potential lender. This 
differs from other situations where it is  
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segregation driven by the 19th century placement of railroads 
within cities, we find that segregation lowers the economic  
mobility of Black children from across the parental income 
distribution. We also find that segregation lowers the economic 
mobility of White children whose parents have a lower income. 
These negative impacts appear for income, incarceration,  
and teen births. Moreover, segregation lowers the test scores for 
grades 3 through 8 of both Black and White children, which  
suggests that decreases in human capital attainment during 
childhood contribute to the decline in long-run outcomes. Clearly,  
racial segregation is an environmental factor that is difficult for 
individual families to mitigate.

Evidence also indicates that investments during childhood  
can generate long-run increases in earnings, employment, and 
education. There is evidence of positive impacts from higher 
public-school spending via school finance reforms, Head Start 
preschool for disadvantaged children, Medicaid health insurance  
coverage during childhood, and food stamps.11 One particularly 
intriguing finding is that publicly funded investments in the  
education and health of children from low-income families often  
pay for themselves in the form of higher tax revenue and lower 
government spending when those children become adults.12 There  
is also research on policies and conditions that likely affect both 
environmental conditions and investments. For example, studies  
point to the positive impacts of the Earned Income Tax Credit, 
which increases the income of working parents, and stronger 

local labor market conditions, which can affect parents and 
communities.13 Beyond these large-scale policies, can anything 
else be done to improve children’s outcomes? Yes: When both 
parents invest their time in their children, it has been shown, they  
increase their children’s human capital attainment.14

Conclusion
Although children of higher-income parents have better eco- 
nomic outcomes on average in the U.S., there is substantial  
economic mobility. However, there is also inequality in economic  
mobility, with American Indian and Black children tending to 
obtain worse economic outcomes than children from other races  
who have parents at the same income level. Public investments  
in lower-income children have the potential to not only improve 
outcomes for those children but also benefit government budgets  
and the economy in general. Identifying how to effectively  
increase economic mobility will remain a key priority for  
researchers and policymakers for years, if not decades, to come. 

neither illegal nor unethical to sign away one’s rights to an asset 
(such as a house or car). Given these borrowing constraints, low- 
income parents might not be able to invest as much in their  
children as they would like. (Children, of course, face even greater  
constraints on their ability to borrow.) Higher-income parents 
are less likely to be constrained by their available income or assets,  
which means that lower-income parents may invest less in their 
children’s human capital simply because they face constraints on  
their credit.

Importantly, the return on these investments depends on  
environmental factors. For example, all else being equal, children  
might benefit more from advanced math classes if they live in 
a safer neighborhood. If higher-income parents provide their 
children with an environment more conducive to human capital 
development, and if they respond to this better environment by 
investing more in their children, then they reinforce the positive 
relationship between their income and human capital investments.

These insights help us understand why some children have less  
economic mobility than other children. First, children of lower- 
income parents could receive a smaller investment in human 
capital (perhaps because of credit constraints). Second, exposure  
to worse environmental factors could undermine the human 
capital investments they do receive, which could explain why the  
economic outcomes of American Indian, Black, and Hispanic 
children are worse than for White children, even when their 
parents all earn the same income.6 

To gather further insights into the determinants of economic 
mobility, I summarize some lessons gleaned from empirical 
papers about the consequences of specific factors and policies.

Evidence of the Determinants
During the last 10 years, researchers have made considerable 
progress in documenting how long-run economic outcomes  
depend on early-life conditions. A major catalyst of research in 
the U.S. has been the ability to link data on outcomes in adult-
hood with detailed geographic information on where children 
were born. I briefly summarize some of the key findings of the 
researchers who have used this data to study economic outcomes  
in the U.S.7

A large body of evidence indicates that negative environmental  
factors lead to long-run reductions in earnings, employment, 
and education. The specific environmental factors that are harm- 
ful for a child’s economic outcomes include maternal malnutrition,  
stress, and disease while individuals are in utero; exposure to air 
pollution and lead; domestic violence in the families of elemen- 
tary school classmates; and living in high-poverty neighborhoods.8  
More generally, moving to counties or commuting zones where 
permanent residents have worse long-run outcomes leads to  
a decline in children’s outcomes.9 

In a recent Federal Reserve Bank of Philadelphia working paper,  
my coauthors and I focus on how metropolitan-area racial seg- 
regation affects economic mobility.10 Using variation in racial  

Investments during  
childhood can generate long-run 

increases in earnings,  
employment, and education.
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